
1Copyright Aden Research September 13, 2016

An upside down 
finAnciAl world

our 35th year

September 13, 2016 Volume 35 Number 9

SEPTEMBER 2016

FORECAST
MONEY  •  METALS   • MARKETS

ADEN
THE

The markets are topsy turvy. As we’ve pointed out 
many times, the whole environment has been flipped 
around.
A FIRST EVER...

What’s currently happening has never happened 
before. Negative interest rates, the power of the world’s 
central banks, manipulated markets, unprecedented 
money printing and massive debt are just some of the 
characteristics of this relatively new era.

The bottom line is that we’re in totally uncharted wa-
ters and these are not normal times. Market action, for 
instance, often doesn’t make sense, compared to what 
used to be normal. Instead, abnormal is the new normal, 
and as investors, we just have to go with the flow.

This means that many market fundamentals have 
fallen by the wayside. The markets simply don’t respond 
to fundamental factors like they used to. So it’s become 
increasingly important to focus on the price action and 
technical indicators.

In other words, the markets will tell the story. 
And as we’ve seen in recent years, we’re better off going 
with what the markets are telling us, even if it often 
doesn’t make sense. 
...AND WITH DEFLATIONARY FORCES

Another important factor is deflation. It’s been the 
dominant force for many years and this has fueled some 
confusion and uncertainty. It also explains why gold is 

still weaker than 
bonds, based on 
the big picture 
(see Chart 1).

We call this 
our inflation-de-
flation barometer. 
That is, when the 
ratio is declining, 
like it is now, gold 
is weaker than 
bonds (bonds are 
stronger  than 

gold). And since bonds tend to do well during deflation-
ary times, this barometer continues to reinforce that 
deflation is in the driver’s seat. The leading indicator 
is signaling this too.

That’s why the central banks are still stimulating 
their economies like mad. They’re using QE and nega-
tive interest rates. They’re also buying government and 
corporate bonds, and even stocks... all in an effort to 
boost their economic growth. But it seems like no matter 
what they do, growth remains lackluster as the slowest 
recovery in 70 years chugs along.
JAPAN HAS BEEN LEADING

For a long time, everyone pointed to Japan as the 
dramatic example. For instance, they were the first to 
fall into a deflationary wave. Their interest rates fell to 
zero way back 20 
years ago. Then 
they kept boosting 
their QE efforts, 
p r i n t i n g  e v e n 
larger amounts 
of money to buy 
all the bonds they 
could. 

And when they 
essentially ran 
out of bonds, they 
started buying 
stocks. Currently, 
the government is 
the major share-
holder in nearly 
500  Japanese 
companies.

But  desp i t e 
all these efforts, 
deflation persists 
and the Japanese 
economy is only 
growing at a tiny 
one half of 1%. 
So these dramatic 
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VACATION 
We’re going on vacation this 

month.  We can’t remember when 
we last took a real vacation together, 
aside from conferences.  This means 
we will not have a weekly update this 
week and next, but we’ll be back on 
schedule on September 29 or 30.  
Meanwhile, we’ll be watching the 
markets and if anything unusual hap-
pens, you’ll hear from us.

NEW ORLEANS
Also, we look forward to seeing 

you at the New Orleans Investment 
Conference on October 26-29.  
This is our favorite conference and 
there will be lots of great speakers.  
With gold moving up, it’s also very 
timely and you won’t want to miss 
it.  For more info go to http://newor-
leansconference.com/wp-content/
uploads/2016/08/2016_Adens.html
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actions haven’t done much. Never-
theless, the other developed nations 
have been copying the Japanese blue 
print and they’re basically doing the 
same thing...

But wait a minute, you may be 
thinking, the Fed officially ended QE 
two years ago and they’re hinting they 
may be raising interest rates soon.
HOUSING MARKET: World’s larg-
est asset class

Okay, but here’s a real shocker... 
the U.S. housing market is still the 
most dysfunctional part of the global 
financial system! Are you surprised? 
We were, but in a special report in 
The Economist, which is one of our 
favorite magazines, they laid out the 
current situation and it’s incredible.

They point out that the U.S. hous-
ing market is the world’s largest as-
set class, worth $26 trillion. 

And the mortgage debt associ-
ated with this is the world’s big-
gest concentration of financial 
risk (see Chart 2).

Currently, most people think 
that following the financial crisis of 
2007-08, which was triggered by bad 
mortgage loans, the mortgage mess 
was basically cleaned up. But it wasn’t. The problems 
are still hanging overhead, but in a different way.

The bottom line is that the U.S. accidentally na-
tionalized its mortgage 
market. That’s right... 
Japan may be buy-
ing its own stocks like 
mad, but the U.S. is 
financing the majority 
of all its mortgages... 
Here’s how it hap-
pened...

When investors 
panicked in 2008 fol-
lowing the collapse of 
Lehman Brothers, the 
money markets dried 
up, mortgage defaults 
soared and banks were 

too scared to lend. So the government 
stepped in and took over some of the 
mortgages.

This was supposed to be a tem-
porary situation, but it became 
permanent, and it grew. Currently, 
for instance, 65-80% of all new mort-
gages are guaranteed by the U.S. 
government, which protects investors 
from the risk if homeowners default 
(see Chart 3). 

The structure of these loans are 
not controlled by the markets but 
by administrative fiat.  This is done 
via Fannie and Freddie, the Veterans 
Affairs (VA), the Federal Housing Ad-
ministration (FHA) and Ginnie Mae. 

The Fed holds 27% of the total, 
thanks to its asset purchasing plan 
(QE).

The end result is that another 
mortgage bond default would be 
devastating.

It’s estimated that the total loss 
for taxpayers would be about $300-
600 billion, or 2-4% of GDP. This 
would be similar to the $700 billion 
bailout Congress passed in 2008. In 
other words, things haven’t really 
changed.

So the world remains vulnerable 
to an accident. And 
that’s one reason why 
central banks keep 
working overtime to 
fight off deflation and/
or the risk of a reces-
sion. It would be too 
dangerous.

That’s also why we 
don’t think interest 
rates are going much 
higher any time soon. 
If they do, we’d be sur-
prised.

The economy isn’t 
strong enough to war-
rant higher rates, re-
gardless of what the 
experts say. It would 
simply be too risky.

 CHART 2

Source: Federal Reserve      Courtesy:  The Economist

 CHART 3

A state business
Funding sources for newly originated
US mortgages, % of total

Government*
Private **

Private with implicit
government guarantee

* Federal Housing Administration, Vetereans Adminis-
tration, and government-sponsored 

enterprises after 2007
**Private-label mortgage-backed securities,bank 

portfolios

2001  03    05    07    09    11    13    15 16***

Sources: Inside Mortgage Finance; Urban Institute
Courtesy:  The Economist

***Q1

 CHART 1

06   07   08   09   10    11   12    13  14    15   16

GOLD TOO          HIGH VS  BONDS

GOLD          OVERSOLD VS       BONDS

AdenOriginalChart

INFLATION-DEFLATION-BAROMETER

2010

2008

GOLD/BONDS 
RATIO

LEADING INDICATOR: Favors bonds
(Long-term)

B

65 WEEK MOVING AVERAGE

2011

2016

2008



3Copyright Aden Research September 13, 2016

u.s. & world sTocK MArKeTs  
obsessed with interest rates 

CHART 5
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The stock market hit new record highs again on 
August 15... And then it fell sharply. So what’s going 
on?
VOLATILITY HAS BECOME THE CERTAINTY

In a nutshell, it’s all about interest rates. In one way 
or another, that’s basically all everyone cares about. 
And it’s been the main factor driving the stock mar-
ket higher, essentially since the 2008 financial crisis 
(see Chart 4). But this obsession has become almost 
crazy.

As you know, whenever it seemed like interest rates 
might go higher, due to the comments by a Fed mem-
ber or a stronger economic sign, stocks have generally 

declined. 
And when weak 

economic news came 
out, like the manufac-
turing index declining 
below 50, which sig-
naled a contraction, 
slower job growth and 
so on, then stocks 
moved higher. Why? 
Because it meant in-
terest rates were going 
to stay low, and that’s 
good for stocks.

TURNING CRAZED
That was okay. 

We’ve been getting 
used to it, but the lat-
est example threw us 
for a loop...

On the heels of 

weak economic news, on Friday, Sept 9, a dovish Fed 
member slightly suggested that it’s time to raise interest 
rates. That’s it! But that alone was enough to push the 
stock market down sharply with the Dow Industrials 
dropping almost 400 points.

The main reason why was because the market 
assumed the hawks (those Fed members who want 
to raise interest rates) were gaining momentum.  On 
Monday, however, things settled down, the market 
breathed a sigh of relief and rebounded... but volatility 
is prevailing.
SO, WHAT’S NEXT FOR STOCK MARKET?

This month we thought we’d take a chart walk and 
this will help provide some insight...08   09    10   11     12   13   14    15    16
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Looking first 
at Chart 5, you 
can see that all 
of the stock in-
dexes are still 
bullish, above 
their 65-week 
moving averages. 
And they’ll stay 
bullish by stay-
ing above these 
levels, shown on 
the chart.

Interestingly, 
this month the 
Dow Jones Trans-

portations also moved up above its moving average, 
hitting a 4+ month high. This was the first time it has 
showed some positive action since reaching its peak in 
December, 2014. If this action continues and Transports 
rise above the April highs, it’ll be a bullish sign for the 
overall stock market.

A CHUGGING BULL MARKET
But if we next take a look at the big picture of the 

S&P500, you’ll note that the bull market’s basically 
been chugging for the past couple of years, despite its 
record highs (see Chart 6).

Ever since QE ended, the stock market started 
rolling over. But low interest rates kept it moving up, 
driving the S&P into record high territory.

Also, the downward corrections haven’t been so 
steep since 2012, declining between 7.5% and 12.40%. 
Currently, it wouldn’t be unusual for the market to 
decline further in a downward correction, following its 
steep rise this year. If so, the correction could be simi-
lar to the ones we’ve seen in recent years. And despite 
some risks, it’ll provide a good opportunity to buy at 
better levels.

Plus, September has seasonally been unkind to the 
stock market. This isn’t a given but it has happened often 
and it looks like this year will not be an exception.

The stronger U.S. dollar has also given the stock 
market a boost (see Chart 
7). And the same is true of 
many of the world stock 
markets (see Chart 8). 
They’re looking better and 
if they stay strong, it’ll be 
a good sign for the overall 
global stock market.

Nevertheless, we still 
recommend maintaining 
some caution. Stocks re-
main overvalued, earnings 
are down and the bull mar-
ket is already one of the 
longer ones, historically 

speaking.
But again, it’s 

being driven by 
low interest rates, 
and a strong tech 
sector (see Chart 
9). The end re-
sult, however, 
is that Nasdaq 
appears to be 
forming a rising 
wedge (see Chart 
10A). If so, and 
it breaks below 
its rising trend 
at 4800, it would 
trigger a sell sig-
nal, indicating 
stocks are going a lot lower. And the fact that Nasdaq’s 
leading indicator is still losing steam tells us this is a 
possibility.
KEEP SMALL POSITION AND BUY GRADUALLY

That’s one reason why we’re only recommending 
a small 15% position in stocks at this time. For now, 
continue to keep the ETFs we previously recommended, 
which are EMF, QQQ, IHI, IOO and DIA. Also, continue 
to average in, buying over the next month or so.

All things considered, it looks like low interest rates will 
continue to drive stocks even higher. But if we’re wrong, 
we’ll be quick to sell, especially if the indexes break below 
their 65-week moving averages. So stay tuned. 
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u.s. inTeresT rATes And Bonds
Bonds: correcting in a bull market

The bond market declined this 
month. And it looks poised to remain 
under downward pressure over the 
next few weeks.

The good news, however, is that 
bond prices are still set to rise further. 
That is, the market remains very bull-
ish. Looking at Chart 12A, you’ll see 
what we mean...
BOND RISE IS SOLID

Note that U.S. government bonds 
have been trading within a 10 year 
upchannel. But they’ve really taken 
off over the past year. Even so, this 
market is not overbought.

In other words, bond prices have 
plenty of room to head higher in the months, and 
probably year ahead. We know that may seem strange 
because interest rates are already so low, and rising 
bond prices would mean even lower interest rates. But 
that’s what the market is telling us...

As you can see, the leading indicator for bonds is on 
the rise and it has quite a way to go before it reaches 
the “bonds too high” level. Basically, this reinforces the 
bullish outlook for bond prices.

In fact, not only are bonds strong on their own, but 
they’re also stronger than stocks and gold, based on 
the big picture. 

This means U.S. government bonds are the 
global investment 
of choice. And as 
long as that’s the 
case, we’ll contin-
ue to recommend 
buying and hold-
ing long-term U.S. 
Treasuries and the 
bond ETFs, which 
are UBT, TIP, TLT 
and TLO.

O k a y ,  b u t 
here’s something 
else to consid-
er...

For  qu i t e  a 
while now we’ve 
been saying that 
U.S. bonds have 
been one of the 
world’s favorite 
safe havens. Con-
sidering that near-
ly 40% of all global 
government bonds 

currently pay a negative yield, and U.S. 
interest rates are among the highest, that 
makes sense (see Chart 11). 

Or does it?
The results of a recent Treasury re-

port were surprising. Instead of buying 
U.S. notes and bonds, foreign central 
banks have been dumping them like hot 
potatoes. 

In the largest sell-off in 38 years, sell-
ing in the first six months of this year was 
the biggest on record in any six month 
time period.

That was in sharp contrast to the big 
foreign buying that took place between 
2011 and 2014. 

Some of the reasons selling has snowballed this year 
can be chalked up to the slower global economy and 
the need for cash by many central bankers to help prop 
up their weak currencies.
WHO IS BUYING BONDS?

But whatever the 
reasons, this raises 
a more important 
question... who’s 
buying the bonds?

Normally, this 
lack o f  demand 
would result in a 
steep interest rate 
rise in order to at-
tract more buyers. 
But long-term in-
terest rates remain 
relatively low (see 
Chart 13 ). Still, 
they’re a lot better 
than negative inter-
est rates.

Nevertheless, for-
eign central banks 
aren’t going for it, 
and as our dear 
friend Chuck But-
ler points out, could 
the Fed be buying 
these bonds through the back door?

At this point, we’d have to say yes. The Fed’s been 
buying bonds since 2008, and they’re still buying.

Chart 14 is very interesting and it’s also reinforc-
ing this deflationary environment, which is good for 
bonds. 
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currencies
u.s. dollar: stable... yet still topping

BONDS RISE IN SLOW ECONOMY
As you can see, going back for several decades, the 10 

year yield generally rises and falls, along with inflation 
and the real GDP growth rate. 

So basically, if growth and inflation stay low, so will 
the 10 year yield. This in turn will keep upward pressure 
on bond prices, regardless of 
who’s buying.
WILL THEY... OR WON’T 
THEY?

But what about the Fed? 
They keep hinting they’re 
going to raise interest rates 
soon... maybe even as soon 
as Sept 20-21 at their next 
meeting.

But the Fed’s been say-
ing this for a long time and 
it doesn’t happen. So if they 
do, it would probably be 
to save face.  But we don’t 
think it’s going to happen. 
Why?

Mainly because growth and inflation are too low 
to warrant an interest rate hike. Plus, rumor has it 
that Fed members were hearing about the benefits of 
negative interest rates at their recent Jackson Hole 
get together.

That doesn’t necessarily mean they’re going to fol-
low the other central banks and go that route, but they 

could. But why try to second 
guess what the Fed may or 
may not do?

Instead, we’ll continue 
to let the market call the 
shots. 

It’s kept us on the right 
track with bonds over the 
past couple of years and it’s 
saying to stay with them.

Meanwhile, the major 
trends will remain up for 
bond prices and down for 
long-term interest rates with 
the 10 and 30 year yields 
below 1.95% and 2.73%.

What’s happening in China’s world is pretty monu-
mental. It’s also something we’ve been talking about 
for a long time, but now it’s finally happening.

As you’ll remember, for the past few years China has 
been making deals with dozens of countries to trade in 
their own currencies, thereby avoiding the U.S. dollar. 
Increasingly, it became obvious that China was doing 
this in order to give their yuan more clout, working 
toward eventually making it the world’s reserve cur-
rency (see Chart 15).
RESERVE CURRENCY STATUS IS A PRIVILEGE

Reserve status is a privilege. It’s usually bestowed on 
the world’s most powerful and fiscally sound nation. In 
the past, the U.K., France, Spain and others have held 
this position and the average “life span” for a reserve 
currency has been about 100 years (see Chart 16, 

which goes way back to 1450).
Currently, the U.S. dollar holds 

this title and it has officially for the 
past 72 years. But its reserve status 
has been slipping in recent years.

Many countries, for instance, 
have been unloading their dollar 
reserves, replacing them with other 
currencies in an effort to diversify. 
Some countries have been dump-
ing their dollars and buying lots of 
gold instead.

CHINA’S GOAL: Make the yuan great
China is one example. And again, it’s widely believed 

they’ve been doing this to make the yuan more attrac-
tive as an upcoming world reserve currency.

Meanwhile, the World Bank is now issuing bonds 
that will be paid in yuan. The next move is for the 
yuan to be included in the IMF’s special drawing rights 
(SDRs).

This is a big deal for China and it’s scheduled to 
happen on October 1. The yuan will then be in the 
“big boy’s” club, joining the U.S., Eurozone, Japan, 
and U.K. 
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80 Years (1640-1720)

95 Years (1720-1815)

110 Years (1530-1640)

80 Years (1450-1530)

105 Years (1815-1920)

???

1450     1500       1600       1700       1800       1900       2000      2100

USA

Britain

France

Netherlands

Spain

Portugal

 CHART 16

COURTESY:  
www.economicreason.com

 

CHINESE 
YUAN: Waning

CHART 15 

 AUG 
2015             2016
AdenOriginalChart

CHART 14
Interest rate fundamentals: T.Bond rates, Real growth and inflation
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CHART 19 
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It will also mean of-
ficial global acceptance of 
China’s power and influ-
ence on the world stage, 
which is warranted be-
cause China is the world’s 
biggest exporter. And if 
what we believe is true, 
China will then be on its 
way to perhaps one day 
becoming the next world’s 
reserve currency.
STAY TUNED

Regardless of what 
happens, we’ll see how 
this plays out in the years 
ahead. Remember, chang-
es of this sort take time.  
They don’t happen from 
one day to the next. We’ll 
see signs, but if it happens 
it will result in ongoing 
dollar weakness. 

For now, here’s what we’re watching... and again... 
it’s all about interest rates and the economy.

When good economic news comes out, the U.S. dollar 
rises. That’s because the market interprets this as mean-
ing interest rates will be rising soon, and higher interest 
rates will make the U.S. dollar more attractive.

On the other hand, when weak economic news emerg-
es, the U.S. dollar falls. The main reason why is because 
the market then believes that interest rates are going to 
stay low. That in turn will keep downward pressure on 
the dollar and this is illustrated on Chart 17.
WATCH THE DOLLAR

Here you’ll see the U.S. dollar index and the 10 year 
yield since September 2015... Note that interest rates have 
dropped steeply this year, and it’s coincided with weak-
ness in the U.S. dollar. And if interest rates now stay low 
as we expect, the dollar will remain under pressure.

Currently, for instance, the U.S. dollar index is bear-
ish, below its 65-week moving average at 96.50 (see 
Chart 18A). And if it stays below this level, then it’ll be 
just a matter of time until the dollar heads lower.

As  you  can 
see, the dollar’s 
leading indicator 
(below) has been 
declining sharply 
this year, signal-
ing the dollar will 
likely follow. This 
would be con-
firmed if the dollar 
index declines and 
stays below 92.50, 
which would be a 
new low for this 
down move.
CURRENCIES 
BOTTOMING

M e a n w h i l e , 
the currencies are 
looking a lot bet-
ter. Note they’re 
all bullish above 
their moving aver-
ages, and they’ll 
stay bullish above 
those levels, sig-
naling they’re go-
ing to rise further 
when the dollar 
falls.

That being the case, we now recommend buying and 
holding the Australian dollar and the euro and/or their 
ETFs, which are FXA and FXE. We also like the New 
Zealand dollar, which has been among the currencies 
with the best potential.

Even though the Japanese yen remains super strong, 
we don’t recommend it due to a long list of negatives, 
like the biggest debt to GDP in the world.

Nevertheless, in this upside down environment, 
Japan recently announced that it’s going to double its 
purchases of Japanese stocks. This is in addition to 
the Japanese government bonds they’ve been buying 
for a long time. They’ve had to print ever more yen to 
do this and strange as it may seem, that’s made the 
yen stronger.

TURNING BEARISH... 
SLOWLY

LEADING INDICATOR: 
(LONG-TERM)                

05    06   07    08   09    10   11    12    13   14    15   16
80 MO. MOVING AVERAGE  65 WK. MOVING AVERAGE

CHART 18
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MeTAls, nATurAl resources & enerGY
A Turnaround Year

For now, Europe is holding off on further action.  
But the U.K. is buying more corporate bonds. So even 

though we may not agree, the markets are dictating 
what to do and we’ll go with it.

The gold decline we call D is finally 
heating up.

After a super rise this year, lasting 
almost eight months, gold finally gave 
way to the excesses. That is, the super 
bullish intermediate rise in gold, we call 
a C rise, has finally matured.

Gold, silver, platinum and gold 
shares peaked in August, and they’ve 
been coming down since then.  

It’s been a great rise!  
Gold shares got first prize gaining 

over 180% since the low in January. 
Silver came in second with a 51% gain 
since the December low.

Gold and platinum also performed 
well.  They’re up 30+% and 44+%, re-
spectively.  Certainly a downward cor-
rection would be healthy and normal 
at this point.

There’s little doubt in our minds 
that a major turnaround occurred this 
year, ending the bear market.  We’re 
seeing the dawn of a new major bull market in the 
making, which is why we’ve been buying and want to 
buy more, especially during this current and upcom-
ing weakness.
LOW INTEREST RATES: Bullish for gold

Gold has been rising in an unusual and uncertain 
world. When you see the facts and figures it feels like 
the sky’s the limit. And we want you to be ready for 
the rise.

A main influence has been negative and historically 
low interest rates.  This alone has changed the land-
scape in many markets. Lower rates have put pressure 

on the U.S.dollar, and 
this in turn has boosted 
the gold universe a boost 
upward.
MEGA CHANGES

  Chart 20 shows how 
gold and the dollar have 
essentially been moving in 
opposite directions.

Note that the dollar’s 
low was reached in May 
while gold didn’t peak 

until August.  This means the dollar 
was holding up well, in spite of the 
rise in gold. 

But you’ll recall the big picture 
for the dollar and gold.  Both are in 
the process of changing places.  

The mega gold trend is now 
turning up and the dollar is headed 
down.  And after five years of a down 
market in gold and an up market in 
the dollar, the mega trend is ready 
to take force.

It’s interesting to note that since 
the BRExit vote on June 23rd, the 
dollar has been moving similarly to 
gold. This won’t last for long, and 
possibly the Fed’s interest rate an-
nouncement will be the reason that 
breaks them up, to move again in 
opposite directions.

This reinforces that gold and the 
dollar can move together at times. 
They have in the past, and it will 

continue to occur at times.
But something has to give.  
Looking at gold in euro terms on Chart 21, you can 

see that gold’s strength is real.  It’s been rising in terms 
of all currencies, which reflects clear cut strength.

In fact, gold bottomed in December 2013 in euro 
terms, but it didn’t reach a low in U.S.dollar terms until 
December 2015, two years later.

That is, the leg up this year in gold empowered the 
bull market overall. 

The turnaround is 
indeed here, and gold 
shares still have much 
more catching up to 
do.  Its super strength 
started this year, but as 
you can see on Chart 
22, the HUI gold share 
index has a lot further 
to go.

With each passing 
month we see more de-
mand for gold.  It’s no 
wonder with the unsta-
ble currency markets.

65 WEEK 
MOVING AVERAGE

 
THE TURNAROUND

GOLD
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GOLD    SILVER       PLATINUM     PALLADIUM GOLD SHARES
 PRICE                                PRICE  PRICE PRICE XAU INDEX

CHART 25
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2016 DECLINE:  FINALLY UNDERWAY... 

DEMAND KEEPS GROWING
Most impressive this month was the huge demand 

for China’s gold ETF. Chart 23, courtesy of BullionStar.
com, shows how demand is rising by leaps and bounds 
in gold’s ETF market just this past year. 

The Chinese ETF market, began in 2013 but it wasn’t 
until this year that  a major shift moved from physical 
gold buying to ETF buying.  This market is still small 
and the potential is wide open as more Chinese move 

to gold.
The World Gold 

Council (WGC) 
a l so  r epo r t ed 
that investment 
demand is offset-
ting jewelry de-
mand.  Total gold 
purchases in the 
second quarter 
were at a record, 
surpassing the 
last record buying 
quarter in 2009 
by 16%!

With $12 trillion in foreign bonds offering a nega-
tive interest rate, you can understand why the world is 
changing.  People are looking for safety and they don’t 
want to pay banks to keep their money.  

Home safes, for example, are in high demand as 
more people opt to keep their money at home. Plus, 
gold and silver coins are another great way to save 
your money.
Safe haven buying

Of course, safe haven buying is a result of all this 
uncertainty.  And uncertainty is gold’s best friend.  
On this basis alone, we could see a much higher gold 
price.

Normally, gold and bonds do not move together, but 
ever since uncertainty grew in recent years, they’ve been 
moving together (see Chart 24).  So, while it seems 
strange to say investors have run to bonds during these 

uncertain times, 
they have.

W e  r e a l i z e 
that bonds will 
give way one day, 
and gold will end 
up being the ulti-
mate safe haven, 
but it hasn’t hap-
pened yet. 

This chart will 
help us identify 
this.  Note how 
much the A-D 
moves in gold 
have been the 
same for bonds, 
but bonds have 
actual ly  been 
leading gold. 

It’s still the 
c a s e  t o d a y .  
Bonds reached a 
high in July, nine 
weeks ago, while 
gold went on to 
reach a high in 
early August.  Both are now declining in a downward 
correction.  Let’s now see how low they’ll go.

The key here is to also see how much longer gold 
and bonds will continue to move together. It’ll be a very 
telling day, when and if they part ways.
A KEY INTERMEDIATE MOVING AVERAGE

Chart 25 shows the precious metals and gold shares 
with their key 15 week moving averages.  This average 
has kept us on the right side of the strong rise this year, 
especially with silver and gold shares. 

You can see the moving average is starting to be 
violated, and if the metals or gold shares decline and/
or stay below this average, a full downward correction 
will be underway.

2013                 2014                  2015                  2016 

 CHART 23 
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CHART 27
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GOLD SHARES
S i n c e  g o l d 

shares have been 
the strongest , 
their correction 
has so far also 
been the steep-
est.  

Both the XAU 
and HUI indexes 
are below their 
15 week averages, 
and their indica-
tors are coming 
down from very 
overbought areas 

(not shown).
Plus, taking a look at Chart 26, you can see the last 

five years in gold shares (in red)  compared to the one of 
the worst bear markets in history, and the turnaround 
at the bottom, in blue.

They look uncannily alike.  The 1996 to 2000 bear 
market was the worst, and the bear market from 2011 
to 2016 had the same intensity.  The bottom in both 
was also similar. 

Gold shares rose more this time around from the 
lows.  So here again, the market is telling us that some 
down time would currently be normal in the big pic-
ture.  We strongly recommend buying gold shares on 
further weakness.

So when is the best time to pick up more?
GOLD: Timing ‘D’ decline

Many of you have written asking about the possible 
extent of this new developing 
decline. That is, how low could 
gold go based on prior “D” de-
clines?

Gold is starting a decline we 
call D.  It tends to be the worst 
decline in the A-D pattern.  And 
it follows the best intermedi-
ate rise in a bull market, the 
C rise. 

Chart 27A shows you the 
the full bear market since gold 
reached its peak in September 
2011.  It’s no surprise that gold 
reached its record high then 
during a C rise.  

In fact, this year’s rise has 
been the best and longest C 
rise since the upmove that 
led to the gold peak in 2011.  
It performed in true bullish 
fashion for a C rise.  And since 
this is the first leg up in a new 

bull market, we can compare the declines in the past 
that were in a similar situation.

For example, the most similar to today were the D 
declines in 2006 and 2008. Comparing  those declines 

to their C rises at that time, we could now see 
a 12%-13% decline occur from gold’s August 
closing peak at $1372.6.  This means on a 
realistic basis, the $1195-$1210 level could 
be tested before this decline is over.

This also means that gold could test 
its 23 month moving average and the bull 
market would still be solidly underway.

A decline to the $1275 level would be a 
moderate 7+% decline, and a very bullish 
one. The worst D decline occurred in 2013 
when gold fell sharply into a bear market.  

This is unlikely to be repeated because 
that marked the start of the bear market, 
and today is totally different..  

We’re now at the onset of a mega bull 
market and upward pressure will persist.

Keep an eye on $1310.  Gold will remain 
very strong above this level.  A clear close 
below $1310 would mean  the decline is heat-
ing up, and gold could then fall to possibly 
the $1195-$1210 level. That is, if the $1275 
level is clearly broken.

100 = PEAKS IN HUI 
GOLD BUGS INDEX:             

YR 1      YR 2        YR 3       YR 4       YR 5        YR 6

 CHART 26 

GOLD SHARES: Comparing bear 
market turning bullish
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We recommend buying on this type of weak-
ness.

On the upside, once the August closing high is 
surpassed above $1372.60, a renewed rise will be well 
underway and you’ll want 
to be onboard.
THE OTHER PRECIOUS 
METALS: Strong

Silver has a better out-
look than gold.  It tends to 
outperform gold in a bull 
market, and that’s what it’s 
been doing this year, once  
it started to really take off 
in April.  Silver ended up 
having its best leg up in 
5+ years.  It rose 51% from 
the December lows to the 
August peak (see Chart 
28A).  

Silver is in take-off mode and it has a bright future. 
Silver’s leading indicator (B) is also on the rise above 
zero and the moving average, with plenty of upside 
potential.  This means once this period of weakness is 
over, silver will be on its way to 
eventually test its record highs 
and rise even higher.

But first, keep an eye on 
$18.50.  Once silver closes be-
low this level, a full correction 
will be underway, and silver 
could then possibly test the 
$16.10 level, but it would still 
remain solidly bullish.

This weakness will provide 
a great buying area to add to 
your positions, or to buy new 
ones. On the upside, the Au-
gust high at $20.75 is the key 
resistance.  Once surpassed, 
we could see the next step 

STILL SLUGGISH, OVERALL
CHART 29

2010

HOLDING 
ABOVE 2008 

LOWS

2008
COPPER                            CRUDE OIL 

99     01     03    05     07    09     11     13    15 16           99      01     03      05     07      09     11      13     15 16 

2008 2008

tested at $24.70.  And the path toward record highs 
would then be underway.

Platinum is similar.  It rose 44% from its January 
lows, and it’s now coming down from its August high, 
recently reaching a 10 week low (see Chart 25). By now 
staying below $1100, we could see $990 tested.  

The fact that all of the precious metals are in new 
bull markets, is in itself yet another bullish sign. 

Overall, we’re finally getting the correction we’ve 
been waiting for.  Again, use it to your advantage to 
buy new positions on weakness.
RESOURCES: Getting better looking

Crude oil and copper are the base of the resource 
sector.  And as you can see on Chart 29, they are still 
down and sluggish.  But crude looks like it’s trying to 
bottom above the 2008 low.  

It had a great rise this year, jumping up 95% from 
its February lows to its June high.  But since then, it’s 
been a sideways market basically moving between $51 

and $40.
Energy shares have been 

a strong sector in the stock 
market and one that’s been 
keeping it up throughout 
the year.  

The other base metals 
look good too (see Chart 
30).  Tin, zinc and lead 
have been rising this year.  
But as you can see, cop-
per remains sluggish and 
weak. The agriculturals are 
weak too. 

So, overall we have mixed 
signs.  But as the months 

go by, signs of a turnaround are getting better. 
The stronger emerging markets are moving with 

these base metals. And as you know, they go hand 
in hand since most emerging markets are tied to the 
commodity markets.

Also, in a nutshell, Chart 
31 tells the best story about 
the commodity market.  

Note how it’s been bottom-
ing all year, above the lows in 
2009.  The index is holding 
near its 65 week moving av-
erage, and once it rises above 
the Summer highs, it’ll be in 
take-off mode. It could then 
rise back up to the mid-way 
band. We’ll want to be on 
board for this ride when it’s 
confirmed.  For now, however, 
we wait and watch, and until 
the picture is clearer, it’s best 
to stay on the sidelines.
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    PRECIOUS  METALS, ENERGY, RESOURCE
       Gold, silver, gold and silver shares and platinum are finally declining in the long 
overdue downward correction.  That is, the super bullish intermediate rise in gold, 
we call a ‘C’ rise, has matured.  But once this ‘D’ decline is over, this new major bull 
market will head higher.  Keep your positions and buy new positions by averaging in 
during this current and upcoming weakness.  All of our recommended positions, listed 
below, are a buy and hold.

U.S. & GLOBAL STOCK  MARKETS
     The stock market’s been volatile.  But it remains bullish and driven by interest 
rates.  For now, some caution is warranted and that’s why we’re only recommending 
a small 15% position in stocks at this time.  Continue to keep the stock ETFs, which are EMF, QQQ, IHI, IOO and DIA.  
Also, continue to average in, buying new positions over the next month or so, to take advantage of weakness.

INTEREST  RATES  &  
BONDS 
   The bond market de-
clined this month and it 
could stay under pressure 
over the next few weeks.  
But bonds remain very 
bullish and they’ll likely 
head higher in the months 
ahead.  In other words, we 
don’t expect to see further 
rising interest rates any 
time soon.  So continue 
to buy and hold a 20% 
position in long-term U.S. 
government bonds and/or 
the strongest bond ETFs, 
which are UBT, TIP, TLT 
and TLO.

CURRENCIES  
   The U.S. dollar index is 
currently bearish.  And it’ll 
stay bearish below 96.50, 
signaling the dollar is 
headed lower.  The cur-
rencies are looking better 
and they’re all bullish.  We 
now recommend buying 
and holding a 15% posi-
tion divided between the 
Australian dollar and the 
euro and/or their ETFs, 
which are FXA and FXE.  
We also like the New Zea-
land dollar.

OVERALL   PORTFOLIO  RECOMMENDATION 

Note: Shares, funds & ETFs  
are listed in the box in order 
of strength per each section.  
Keep the ones you have on 

the list.             

15%  
Stocks

50% 
Gold & silver physical, 

ETFs & gold & silver 
shares.  

20% 
LT U.S. 
Govt Bonds

15% Cash  
euro & Aust $

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

iShares TIPS TIP Jun-16 115.81 114.63 -1.02
Ultra 20+  Treasury UBT Jun-16 93.20 92.15 -1.13
20+ year Try Bond TLT Jun-16 134.78 134.05 -0.54
LT Treasury SPDR TLO Jun-16 77.55 77.21 -0.44

PRICE AT % GAIN/LOSS
NAME SYMBOL DATE PRICE issue date  SINCE BOT

Gold Shares SPDR GLD Jan-15 125.23 125.73 0.40
Gold (physical) Oct-01 277.25 1323.70 377.44
Silver Wheaton SLW Jan-15 23.05 26.70 15.84
Central Fund of Cda CEF Jan-15 13.36 13.66 2.25
Agnico Eagle AEM Aug-16 58.12 51.29 -11.75
Silver (physical) Aug-03 4.93 18.98 284.89
Junior Gold Miners GDXJ Aug-16 51.02 44.59 -12.60
iShares Silver Trust SLV Jan-15 17.61 17.92 1.76
Sprott Gold Miners SGDM Mar-16 19.20 23.76 23.75
Gold Miners ETF GDX Jan-15 21.74 26.06 19.87
Platinum ETF PPLT May-16 101.10 99.12 -1.96

PRICE AT % GAIN/LOSS
NAME SYMBOL DATE PRICE issue date  SINCE BOT

Nasdaq Pwrshrs QQQ Aug-16 117.7 115.31 -2.03
Templeton Emerging EMF Aug-16 12.87 12.26 -4.74
DJ Medical Devices IHI Aug-16 145.41 139.76 -3.89
Dow Industrials DIA Aug-16 186.52 180.82 -3.06
S&P Global 100 IOO Aug-16 75.34 73.82 -2.02

PRICE AT % GAIN/LOSS CURRENT 

NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM
Euro ETF FXE Mar-16 110.65 109.17 -1.34 Buy/Hold 106.00
Australian dollar ETF FXA Mar-16 76.48 74.66 -2.38 Buy/Hold 72.00

STOCK ETFS & FUNDS

Buy/Hold
Buy/Hold

Buy/Hold

Buy/Hold
Buy/Hold

RECOMM

PURCHASE
CURRENT 

Buy/Hold

Buy/Hold

PURCHASE

Buy/Hold

Buy/Hold

Buy/Hold
Buy/Hold

TRAILING 
STOP

Buy/Hold

GOLD AND SILVER ETFs & SHARES

Buy/Hold
Buy/Hold

BOND ETFs

CURRENT 

Buy/Hold

PURCHASE

PURCHASE

CURRENCY ETFs

Buy/Hold

OUR OPEN POSITIONS in order of strength per section

Buy/Hold

RECOMM

Buy/Hold
Buy/Hold

Buy/Hold


