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It was another volatile month and a volatile 3rd quar-
ter with the markets basically reacting to the news of 
the day. Nevertheless, the major trends are still intact 
and our recommendations remain about the same...

One factor that spooked the markets this month 
was the unfolding drama at Deutsche Bank... Here’s 
the story...
MORE BLACK SWANS...

As we mentioned last month, the world remains 
vulnerable to an accident... 

Yes, many areas continue showing improvement, 
especially consumer confidence, jobs and so on, and 
that’s good news. It’s keeping the economy plugging 
along, albeit sluggishly, but that’s okay.

The concern, however, are some of the wild cards 
hanging overhead that could upset the system. What 
do we mean? In a nutshell, these black swans could 
strongly affect the markets and the world economy.

Last month we discussed how the U.S. acciden-
tally nationalized its mortgage market, which is the 
world’s biggest concentration of financial risk. This is 
one of those black swans.

...BANKS ARE ONE
Another are the banks. Here too there’s cause for 

concern. Germany’s Deutsche Bank, for example, is 
currently in the spotlight, and for good reason.

Banks in gen-
eral have been 
struggling. With 
interest  ra tes 
near, or below 
zero, they’re not 
mak ing  much 
money and their 
stocks have been 
plummeting.

In Deutsche 
Bank’s case, it’s 

down about 60% (see Chart 1). That’s because it’s one 
of the world’s largest banks and it’s on very thin ice. The 
bank is highly leveraged, with trillions in derivatives. In 
fact, it has the most derivatives in the world. 

A derivative is a security that derives its value from 
say stocks, bonds, interest rates and so on. Many 
derivatives were linked to mortgages during the last 
crisis.  

And when the housing market imploded, so did 
these derivatives, making the banking situation even 
worse. 
DEUTSCHE BANK 
BLUES

Deutsche Bank also 
has close ties with doz-
ens of the world’s big-
gest banks. So if some-
thing were to go wrong 
at Deutsche Bank, you 
can bet it would ricochet 
across the globe. Some 
experts note it would be 
much worse than Leh-
man Brothers, which 
triggered the financial 
crisis of 2008.

When Lehman collapsed, for instance, they had a 
debt to assets ratio of 24 to 1. Deutsche Bank’s ratio is 
40 to 1. This means there are 40 claims for every dol-
lar in the bank, making it extremely vulnerable.

So it’s not surprising that many well known hedge 
funds recently moved billions of dollars of their de-
rivatives out of Deutsche Bank and into other banks. 
They’re concerned about its stability, but this is noth-
ing new.

We’ve been warning about the scary derivatives 
market for a long time, and so have many others. And 
so far, so good. There hasn’t been a crisis. But still, we 
think you’ll agree some caution is warranted.
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A BUBBLE IN THE MAKING
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‘GIMME SOME INFLATION!
Basically, as long as deflation 

remains in the driver’s seat, it’s 
best to not let your guard down. 

As Janet Yellen herself said, 
deflation is harder to deal with 
than inflation. That’s why the 
world’s central bankers are having 
a heck of a time trying to stimu-
late economic growth and avoid 
a recession.

They know very well a reces-
sion would complicate matters, 
increasing overall risk, which 
could intensify the deflationary 
pressures even further. And that’s 
something no one wants. 

Meanwhile, the central banks plow ahead... buying 
bonds, driving interest even lower and doing whatever 
else they can to keep it all together.
A DEBT DRAG

Nevertheless, despite these efforts, we’re seeing more 
signs of an upcoming recession.

One key factor is timing. This economic recovery has 
already lasted longer than normal. 

Another concern is China’s huge debt, slowing ex-
ports and its overheated real estate market. As Ken-
neth Rogoff warns, a hard landing in China poses the 
greatest threat to the global economy.

But China aside, consider some of these other reces-
sion warnings... corporate debt is surging faster than 
the economy and that usually precedes a recession 
(see Chart 2). 

Global debt has also soared to $152 trillion, which 
is much greater than the world economy.  The IMF is 
worried about this and they want interest rates to stay 
low.  That way debt won’t have to grow even larger to 
pay the interest on the debt.

In addition, as Grant Williams recently noted, private 
sector GDP, non-financial profits, capital spending, 
new home building permits, exports, industrial sales 
and tax receipts are all at levels that have coincided 
with recessions.

A BUBBLE IN THE MAKING
One reason why it hasn’t happened, however, is be-

cause the central banks’ policies have fueled a financial 
bubble, which has kept upward pressure on important 

segments of the economy.
Chart 3, for example, com-

pares the value of financial 
assets (stocks, bonds and real 
estate) with economic output 
(GDP in red). 

First, note when the value of 
financial assets is a lot higher 
than the value of the economy, 
it results in a bubble, like the 
dot-com bubble in 2000 and 
the housing bubble in 2007-
08.

What stands out most... 
the current central bankers 
bubble is the biggest bubble 

yet. At some point it’s going to burst and when it does, 
a recession will follow.

When is this going to happen? We don’t know... With 
the economy sluggish, interest rates will likely stay low 
and this alone could keep things going far longer than 
most of us realize.

IT’S INEVITABLE NOT IMMINENT
As our friends Steve Sjuggerud and Rick Rule point 

out... the key words are inevitable and imminent. In 
other words, many of these outcomes are inevitable, 
but that doesn’t mean they’re imminent.

The bottom line is this... if you have the courage to 
act, you can make money in the next few years. But if 
you are frozen with fear -confusing the imminent with 
the inevitable- then you’ll miss some of the boats that 
could be very profitable in the meantime.

The main point is, stay diversified, stay alert and 
continue to let the markets tell the story.

CHART 2
Corporate Debt is Growing Much Faster 

Than the Economy
Shaded areas indicate recession

SOURCE: St. Louis Federal Reserve   COURTESY:  Casey Research
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Bank, the debates, a 
stronger U.S. dollar, re-
cession signs, the threat 
of a hard Brexit, and 
poor earnings also added 
to the jitters (see Chart 
5).

The end result is that 
investors have been pull-
ing a lot of money out of 
stock funds, the most 
since last year. This 
tells us investors are 
still bullish, but they’re 
nervous. 

And we think you’ll 
agree, there’s a great deal 
of uncertainty in the air, 
which is what the stock 
market is reflecting.

CLOSE ELECTION
The divided election, for example, has created a 

huge amount of uncertainty. And even though Hillary 
is ahead in the polls, which pleases Wall Street, the 
way this campaign is going, anything could happen in 
the remaining weeks.

A Hillary win is not a done deal as many believe 
and, depending on how things unfold, there could be 
surprises. 

If so, that will affect the markets and it’s best to be 
prepared.

By this time next month, the election will be over 
and there will be one less uncertainty to worry about. 
That is, unless we see social unrest due to the election 
results, which wouldn’t be out of the question.

U.S. & WORLD STOCK MARKETS  
More highs!

 CHART 6

A VERY MIXED MARKET
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65 WEEK MOVING AVERAGE

Despite its volatility, the stock market is 
still looking good, ending its best quarter of the 
year.
A RECORD FOR NASDAQ...

This month, for instance, Nasdaq hit another 
new record high and the Dow Jones Transporta-
tions moved up to a 10 month high. 

Most important, all of the stock indexes re-
main bullish, above their 65-week moving aver-
ages (see Chart 6).

As you can see, some stock indexes are much 
stronger than others. In other words, the market 
is mixed but they’re all bullish, including the 
World index, which is a good sign for the overall 
global markets, and that’s the main point.

Interest rates are still a big deal and they’ve 
been dominating the markets for years (see 
Chart 4). Keeping it simple, if interest rates go 
down or stay low, stocks will go up.

That’s what happened several weeks ago 
when the Fed decided 
not to raise interest rates, 
and the stock market 
bounced up. It was also 
happy with the rising oil 
price. But the excitement 
didn’t last too long.
...BUT

The stock market was 
quick to look ahead to 
the next possible interest 
rate hike in December, 
which made investors 
nervous. 

The news at Deutsche 

CHART 4

S&P 500

30 YEAR YIELD

MOVING IN 
OPPOSITE 

DIRECTIONS
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CRAWLING A WALL OF WORRY
With so many worrisome fac-

tors hanging overhead, it’s hard to 
have a lot of confidence in this bull 
market. But as many have noted, 
bull markets tend to climb a wall of 
worry and that’s exactly what this 
one’s been doing.

Every time it drops, it ends up 
bouncing back, primarily thanks to 
super low interest rates. 
WILL RATES STAY LOW? 

The big questions, therefore, 
are... Will interest rates stay low? 
And if they do, will low interest rates 
continue to overpower these other 
worrisome factors?

Our guess, based on what we’ve 
seen over the years is yes... inter-
est rates will remain the dominant 
factor. 

This in turn is going to make it 
difficult for the Fed to bite the bul-
let and raise rates in December, 
especially because the economy isn’t 
strong enough to warrant higher interest rates.

Plus, the Fed wouldn’t want to be responsible for 
driving stocks lower or possibly triggering a recession. 
So it’s a delicate balancing act and the final outcome 
isn’t obvious yet.
DOW THEORY TODAY

To gain some further insight we turned to the Dow 
Theory, now that the Dow Jones Transportations has 
continued rising, hitting a new high for 2016 this month 
(see Chart 7).

As you can see, the Dow Transportations had been 
the big laggard, but last month it rose above its 65-week 
moving average, finally joining the bull market. 

This month 
it rose above 
its April highs, 
which was also 
a bullish sign.

At this point, 
if the Transpor-
tations can rise 
and stay above 
8301, it would 
further rein-
force the bull-
ish case. But 
the Dow Indus-
trials and Dow 
Transportations 

must confirm each other in order 
to signal a Dow Theory bullish 
confirmation.

And since the Dow Industrials 
hit a record high in August, the 
Dow Transportations must also 
surpass its record high at 9217.44. 
If it does, then a full upward bull-
ish trend would be confirmed.

We’ll soon see if it happens. 
But it’s interesting to note that 
ever since the Transports started 
moving up more robustly, a 
change took place in July (see 
Chart 8). 

That is, bonds and the Dow 
Utilities, which had been super 
strong, began moving down.

Are they trading places? It’s a 
possibility and something we’ll be 
watching closely because if a shift 
in strength is indeed taking place, 
then we’ll want to readjust parts of 
our recommended portfolio.
ENGLAND: Stocks up -                           

----------------------------pound plunging
In the meantime, it’s noteworthy to see how much 

England’s stock market has been moving up (see Chart 
9). It’s currently one of the strongest world stock mar-
kets, in large part due to sterling taking a pounding.

This simply makes the point... a weak currency is 
good for their stock market and a strong currency is 
not. We’ve seen this in several countries, like the euro 
and Germany.
KEEP YOUR SMALLER POSITION

For now and all things 
considered, we continue 
to recommend keeping 
a small 15% position in 
stocks at this time, but also 
maintain some caution. 

Even though stocks 
are bullish, a downward 
correction wouldn’t be un-
usual, especially depend-
ing on how the election 
unfolds.

Keep the ETFs we’ve 
been recommending, which 
are holding up well. These 
are QQQ, IHI, IOO, DIA 
and EMF. But don’t buy 
new positions for the time 
being.JUN 2015                                           2016

100 = JUN 2015
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Once again, there was a lot of 
interest rate hype over the past 
month... The markets were obsessed, 
and it’s intensifying.
FED LOSING CREDIBILITY

This time around the Fed was 
criticized for giving mixed signals. 
First, they suggested interest rates 
were going to rise last month, but 
then they announced no rate in-
creases for now.

Bill Gross, the bond guru, noted 
the contradictions are confusing 
many investors. Basically, the Fed 
keeps saying they’re going to raise 
interest rates, but then they don’t.

This is hurting the Fed’s credibil-
ity and investors don’t know what to 
think anymore. Will the Fed really 
raise interest rates in December or 
won’t they?
10 YEAR YIELD AT 4 MONTH 
HIGH

Looking at the 10 year yield, you 
can see it remains in a solid down-
trend (see Chart 10A). But it could move higher in 
the weeks ahead, based on the upmove in its leading 
indicator. The major trends, however, will stay down 
as long as the 10 year yield remains below 1.90%, and 
2.68% for the 30 year yield.

Since bond prices move opposite to the yield, this 
means bonds will remain bullish. So continue to buy 
and hold long-term U.S. government bonds.

We also still 
recommend 
holding the 
bond ETFs, 
which are TIP, 
TLO, UBT and 
TLT.

We know 
many experts 
believe these 
markets are in 
a bubble. But 
The Financial 
Times recently 
published an 
interesting ar-

U.S. INTEREST RATES AND BONDS
Bonds still declining in bull market

ticle explaining why they don’t see 
interest rates rising in the years 
ahead. In other words, they expect 
bond prices to remain firm, and 
their reasons make sense...
WHY RATES WILL STAY LOW

Most important, when the world 
embarked on their super loose 
monetary policies almost a decade 
ago, the idea was to bring the 
economy back from the brink of a 
possible collapse, and for growth 
and inflation to pick up. And while 
a disaster was averted, growth 
remains lackluster and inflation 
hasn’t happened.

Instead, debt increased and 
there’s been no deleveraging. So 
central banks are still buying 
bonds to keep interest rates low 
and QE continues. 

The bottom line is this... It’s 
hard for bond yields to rise when 
central banks worldwide are deter-
mined to keep interest rates low in 

their ongoing attempts to boost their economies.
But considering the big debt levels, the article con-

cludes, rates are going to stay low even if inflation were 
to surpass the target levels of 2%. 

Meanwhile, most of the world’s aging population 
longs for a return to more “normal” times. Retirees 
would love to think they could soon count on higher 
interest rates to help boost their income. 

Will it happen? That’s the big question everyone’s 
wondering about. 

But even after eight years of near zero interest 
rates, hope springs 
eternal... The aver-
age investor sim-
ply can’t get used 
to zero or negative 
interest rates and 
you can under-
stand why.

It’s indeed an 
abnormal situa-
tion and it’s never 
happened before, 
going back 5000 
years. Still, just 

The real deal
“World’ real interest rate
Average ten-year inflation-indexed bond yield, 
% G7 countries excluding Italy
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SOURCES: “Measuring the ‘world’ real interest rates” by M. King 
and D. Low, NBER working paper, February 2016; The Economist            
COURTESY: The Economist
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CURRENCIES
U.S. dollar: Rising within top formation

because it’s abnormal doesn’t mean things 
have to flip back to normal any time soon.

Real global interest rates are below zero 
and anything could happen (see Chart 
11). 

The reality is, no one knows when, or if 
interest rates are going to normalize. The 
current situation could be our new normal, 
for quite a while longer... 
CENTRAL BANKS DUMPIMG BONDS

At the same time, central banks around 
the world are dumping their U.S. Treasury 
bonds at the fastest rate in decades, and to 
the lowest level since 2012.

China is the biggest foreign holder of U.S. 
bonds and their holdings just dropped the 
most in three years (see Chart 12). They’ve 
been selling dollar reserves primarily to sup-
port the yuan. And other countries simply 
need the cash.

In addition, many investors are selling 
their bonds and moving into cash. This is 
not uncommon during times of uncertainty 
and it’s driving cash holdings to the highest 
levels in 15 years. 
BONDS TELL STORY 

Currently, many feel the Fed has run out of options. 
With interest rates near zero and a balance sheet that’s 
increased over $3 trillion, thanks to prior QE programs, 

there’s not much more they 
can do. Or is there?

As you know, the U.S. 
has been following in Ja-
pan’s monetary footsteps 
for several years now. 
They’re also following Eu-
rope and that’s unlikely 
to change, at least for the 
time being. If not, then 
more QE and negative 
interest rates could be 
implemented, if needed.

Is this why the bond 
market remains bullish? It 
could be. Looking at Chart 
13A, you’ll see the major 
trend for bond prices is 
still up, despite its recent 
decline. That’s basically 
been the case for the past 
10 years and the leading 
indicator is telling us this 
will probably continue.

Note, the indicator is 
not yet overbought. So it has room to rise further before 
it’s too high.  This means bond prices are poised to head 
higher in the months and probably year ahead.

So again, stay with your bonds. They’re still look-
ing good.

The U.S. dollar rose to a seven month high.  And 
while it’s poised to rise further, it’s still forming a ma-
jor top.  
DOLLAR MOVING TO INTEREST RATE BEAT...

As we mentioned last month, the dollar is still mov-
ing to the interest rate beat... When it looks like interest 
rates may move higher, due to better economic news or 
whatever, it puts upward pressure on the dollar.

The main reason why is because even slightly 
higher U.S. interest rates would make the dollar more 
attractive.

On the flip side, when things aren’t looking so good 
for the economy, then the popular view is that interest 
rates are going to stay low. And this adds pressure to 
the dollar.

Currently, for instance, most believe interest rates 
will rise in December, after the election. That’s why the 
dollar’s been perking up, but is this sustainable?

...MOVING TOGETHER SINCE DOLLAR PEAK
Looking at the U.S. dollar index and the 10 year 

interest rate, you can see there were several years, 
between 2008 and 2015, when the dollar and interest 
rates generally went their own ways (see Chart 14).

Interest rates fell sharply during that time, but the 
dollar held steady, for the most part because it was one 
of the world’s favorite safe havens.

But since last year, the dollar and interest rates have 
been moving down together. And since interest rates 
will probably stay low for longer than most people think, 
this should continue to keep downward pressure on the 
U.S. dollar, despite the recent rebound rise.

Looking at Chart 15A, you can see the dollar in-
dex is still forming a major top and it’s resisting at its 
long-term downtrend. For now, the U.S. dollar index 
will remain vulnerable to a steeper decline by staying 
below 100.

Taking a close up view, however, the dollar index 

BONDS ARE BULLISH
CHART 13 
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could bounce up further before it re-
sumes its decline. If it now stays above 
96.50, it could approach the 100-102 
level (see Chart 16).
PLUNGING BRITISH POUND

Meanwhile, the big news this month 
has been the collapse in the British 
pound (see Chart 17). It dropped to a 
168 year low, mainly because of concerns 
Brexit could be hard, and the uncertainty 
of what’ll it mean for the U.K. This gave 
the dollar a further boost.

It also didn’t help that England’s inter-
est rates are at a more than 300 year low, which makes the pound 
even more unattractive.

Unlike the other currencies, the pound is clearly bearish and 
it’ll likely decline further. So we clearly advise avoiding the British 
pound.

FIRM CURRENCIES
As you can see, the other 

currencies are generally hold-
ing up, some more than others. 
We continue to recommend 
holding the Australian dollar 
and the euro and/or their ETFs, 
which are FXA and FXE. 

On the European front, there have been some signs of improvement. The 
latest German Business Sentiment, for example, rose to a two year + high. 
But we’ll see what happens.
NEGATIVE RATES ARE NEGATIVE FOR MANY

One problem that’s becoming more evident are the effects of negative 
interest rates...

This has resulted in many savers withdrawing their money from the 
banks. Instead, they’re hoarding money at home in a safe or hiding place. 
They’re doing this to avoid having to pay the bank for keeping their money, 
and we don’t blame them.

It’s the same story in Japan. There too, depositors are pulling their 
money out of banks and keeping it at home. The sale of safes has been 
skyrocketing. The same is true of the demand for gold.  Basically, deposi-
tors feel they’ll be a lot better off buying gold instead of having their money 
in a bank.  So keep in mind, when we recommend buying a currency, for 
instance, it’s not to collect interest. Essentially we’re looking to profit on the 
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(Long-term)                           

AdenOriginalChart
 01  02  03  04  05  06  07  08  09 10  11   12 13  14  15   16

CHART 15
A MAJOR TOP IS FORMING

B

U.S. DOLLAR      HIGH             AREA

U.S. DOLLAR        LOW   AREA

A
U.S. DOLLAR INDEX

SINCE 2001

80 MONTH 
MOVING AVERAGE

2001

65 WEEK MOVING AVERAGE

U.S. DOLLAR & 
INTEREST RATES: 
A CORRELATION

CHART 14

AdenOriginalChart

2008

DOLLAR PEAK
MAR 2015

M
O
V
I
N
G

T
O
G
E
T
H
E
R

2008-2015
DOLLAR WAS SAFE HAVEN 
WHILE YIELDS COLLAPSED

 CHART 16 

AdenOriginalChart

Above 
65 week moving 
average at 96.50

DAILY PRICES

U.S. DOLLAR INDEX

CHART 17 

AdenOriginalChart



8 Copyright Aden ResearchOctober 13, 2016

METALS, NATURAL RESOURCES & ENERGY
A final bull market confirmation
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currencies’ price appreciation once the dollar’s decline 
picks up steam. 

But with the dollar’s currently rebounding, don’t buy 
new positions.  Also, keep a watch on our stop losses 

listed on page 12 and sell the euro or the Australian 
dollar if they close below those levels. If they do, it’ll 
signal the dollar’s headed to a higher level and the cur-
rencies are going to fall further. So stay tuned.

Gold finally gave way to a steeper decline.          
 After peaking in early August, gold took its time to 

decline.  But the further plunge in the British Pound 
was essentially the straw that broke gold’s firmness.  
NORMAL DECLINE FOLLOWING GREAT 2016 
RISE

Gold fell clearly below its 15 week moving average, 
like silver and platinum, thereby following gold shares 
in a steeper intermediate decline. Palladium lagged but 
it followed suit (see Chart 18).

This is good.  We know it scares many to think the 
rise this year may have been an aberration within the 
bear market.  We don’t agree.  

The rise was a great one.  And especially consid-
ering it came on the heels of an over four year bear 
market. Gold shares led all along by rising a whopping 
180% from its January lows to the August highs.

The rise this year, we call a C rise, lasted longer and 
rose more than we originally expected. We were happy 
to see gold surpass the prior C peak at the time, but 
it went on to have the final hurrah rise to its August 
high.  

This was great because it allowed more downside 
space for this new bull market. 

You may remember gold’s rise turned bullish in 
February for the first time since 2011. We had said 
that once this strong C rise is over, it’ll be important 
to see the extent of the D decline thereafter to make 
sure this bullish confirm stays that way.

We’re at that point now!  And interestingly, it’s 
coinciding with one of the most unusual and heated 

US elections in decades. 
The $1200 level was a key level on the upside, and 

now we’re watching it on the downside. Will gold decline 
to this level and hold? 

That’s the important factor today.
Bond prices were the real leaders.  Like we showed 

you last month, gold and bonds have been moving 
together over the last few years, and bonds have been 
leading gold.   

Bonds led the current decline since its July peak.  
Gold and bonds don’t normally move together, but safe 
haven needs have pushed them into the same category.   
If both bottom, and begin to rise, it’ll be saying that safe 
haven buying continues. We’ll be watching this.
DEMAND KEEPS GROWING

A lot of buying has been coming into the market on 
this decline, including our own.  It’s a great market 
to invest in during this era of low interest rates. And 
central banks know this best.  They’ve been buying 
gold and this weakness is whetting their appetite, as 
well as with speculators even more.  

Our favorite coin dealer, Dana Samuelson, said 
when buyers bump up their premium, like they’ve been 
doing this month, it’s a sign of more robust demand.  
Silver buyers have been the most noticeable. 

Uncertainty continues to take center stage in 
today’s world.  And this uncertainty is bullish for gold 
(and bonds too).  Another sign of slowing business was 
the jump in bankruptcies last month. 

September saw a 38% jump from a year ago, which 
was also the 11th straight month of increases, accord-
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CHART 20
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ing to the American Bank-
ruptcy Institute.

Allan Greenspan report-
edly said in a 2014 speech, 
according to our good friend, 
Chuck Butler, that gold “is 
a good place to put money 
these days given its value 
as a currency outside of the 
policies conducted by gov-
ernments.”  Very impressive, 
and a very clear sign of the 
times.
GOLD & INTEREST RATES

Gold has been getting a 
big boost from low global in-
terest rates, especially from 
the countries with negative 
rates. But how will gold be 
affected if and when interest 
rates rise?

Gold has been highly sen-
sitive to interest rates… but 
it’s not always the case.   
Chart 19 gives us a good ex-
ample of the past ten years.  

Normally, gold rises when the 10 year yield declines like it did 
from 2007 to 2012. And again, just as it did this year during gold’s 
great rise (see green arrows). Plus, on the downside, when gold 
fell the yield bounced up in 2012-13 (see red arrows). 

But there are times when both have moved together.  The two 
year period from Dec 2013 to Dec 2015 was one of those times 
when both  gold and interest rates fell together. 

The US dollar became 
the safe haven of choice 
at the time, which is why 
falling rates didn’t bother 
the US dollar. 

The point here is to be 
aware of other factors that 
can distort the normal flow, 
and we must be prepared 
for all types of scenarios. 

Today, the plunging 
British Pound is giving a 
boost to the dollar, and 
therefore it’s keeping a 
lid on gold. Another obvi-
ous example was in the 
1970s when rising inflation 
caused gold and interest 
rates to rise together. 
GOLD & DOLLAR

It’s still to be seen how 
interest rates play out, but 
what seems very clear is 
the relationship between 
gold and the US dollar. 

Last month we showed you how they’ve 
been moving in opposite directions this 
past year.  

On a bigger picture basis, this year’s rise 
in gold and decline in the dollar has been 
part of a transition, and it appears to have 

legs… long legs.  Note their relationship 
since 1972 when gold first went off the 
gold standard.  The mega trend of 
gold rising and the dollar declining 
remains intact (see Chart 20).  

But you can see, the times (in red) 
since 1972 when the dollar rose... in 
1980, 1995 and 2011.  In each case, the 
dollar rose for about five years while the 
gold price declined. 

This time around is proving to be 
similar so far.  The dollar rise since 2011 
peaked in March 2015 and gold’s bear 
market also bottomed in 2015. 

Even though the dollar has been ris-
ing since May, and it looks poised to rise 
further short term, while gold declines 
and could go further down, it doesn’t 
change this scenario. 

The dollar index would have to sur-
pass the 102 high in 2015, and gold 
would have to fall below the 2015 lows 
near $1050 for this pattern to be dis-
missed.  This is unlikely.

Another positive for a developing new 
bull market is the relative strength be-

CHART 19
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 CHART 22

tween gold to silver and gold shares.   Gold 
tends to be stronger than both during bear 
markets.  And conversely, as you can see on 
Chart 21, both gold shares and silver tend 
to outperform gold during bull markets (see 
red arrows).

Indeed, these ratios have been bouncing 
up from the lows this year.  This is saying 
the tide is turning and gold shares and silver 
are poised to continue outperforming gold 
once this period of weakness is over.
A LOOK AT THE DOWNSIDE...            
THE D DECLINE

Everything seems to be pointing up for 
the gold universe looking at the years ahead.  
And the very last confirmation of a major 
turn is the current decline we call D.

First look at Chart 23 showing gold and 
its two indicators since 2005.  Note the 
major steps gold has surpassed since then.  
Gold held above its 2008 high near $1000 
during the bear market, which was great for 
the big picture.  

Gold bottomed near $1050 and began 
another upmove this year. Meanwhile, the 
long-term indicator, C, rose into positive 
territory at the start of 2016, turning bullish 
for the first time since 2012.  It’s at a four 
year high and bullish.

Our timing indicator, B, is falling, and it 
has room to decline further before it’s near 
the prior D lows.  Like we explained last 
month, based on the percent decline of prior 
declines, it looks like the gold could fall to 
the $1195 - $1210 level.

Gold broke down at the start of October.  
It’ll now remain in a decline by staying below 
$1300, and it’s weak below $1275.      

Interestingly, the 65 
week moving average 
has now merged with 
the 23 month aver-
age for the first time in 
years, and it’s coincid-
ing with the price finally 
falling towards it.  This 
provides strong support 
at $1208.   

This is the last con-
firmation.  If gold’s D de-
cline  ends near here, it’ll 
be very bullish indeed!  
We’ll be watching.

Use this D decline 
to buy more positions 
in gold, silver and gold 
and silver shares.
BIG PICTURE:  Bullish

Gold’s big picture is 
saying to have faith dur-
ing the current decline and buy!

Note on Chart 22 how well the big picture phases have played 
out.  The eight year lows have been key, as well as the 11 year 
high areas.  

Note since 1969, gold has reached a low every 7-8 years, with 
the last one being the low in December.  This alone means the up 
phase is now in force.

A likely time for the major bull market peak to occur is in 2020.  
That’s the eleven year mark from the 2008 lows.  The chart shows 
how consistent the eleven year highs have been.  

This is a guide, and as long as our indicators, and the funda-
mentals tell us to stay with the trend, we’ll stay invested, and buy 
on weakness.  

Once gold rises and stays above its August closing high at 
$1372.60, it’ll be off to the races for gold!
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us si lver wil l 
most likely test 
this level, and 
if it does, buy 
without much 
thought.

Platinum has 
been disappoint-
ing.  It fell below 
its 65 week aver-
age at $980 last 
week, and the 
longer it stays 
be low i t ,  the 
more vulnerable 
it’ll become.  

We ’ l l  k e ep 
our position for 
now, but don’t 
buy more plati-
num at this time.  
We’ll keep an eye 
on it.  

Palladium is 
holding up bet-
ter,  but we’ l l 
pass on this one 
for now.  The others look so much better.
RESOURCES:  Is crude trying to tell us something?  

OPEC pumped a record amount of oil last month, 
the IEA said this week. This alone shows the difficulty 
OPEC has had in trying to cut production like it agreed 
to last month.  

The oil glut has been ongoing for the last several 
years, and it’s to be seen how this will end up. 

Technically, crude oil is poised for a further rise.  
Whether or not it’ll be a sustained one is something else.  
But looking at Chart 26 you can see what we mean.  

Crude, like gold shares, have formed a good look-
ing head and shoulders bottom at a key low area.  It 
rose back above its 65 week average last August, and 
jumped up to its June high near $51 where it’s cur-
rently resisting.  

If oil clearly rises and stays above the $51-$52 level, 
it would be a huge breakout, and it could then rise to 
the $60, and possibly even $70 level, in spite of supply 
and demand, see vertical lines.

Meanwhile, the base metals are looking better with 
each passing month (see 
Chart 27).  Copper has 
been the clear laggard, 
and it remains bearish.  
It’s feeling the slowdown in 
China, especially seeing its 
exports fall 10% (year over 
year) last month.  The tide 
may be trying to change 
but it’s premature to buy. 
We’ll continue watching 
from the sidelines.

GOLD 
SHARES: 
Forming 
a major & 
bullish bot-
tom

G o l d 
shares clear-
ly  had the 
wors t  fa l l .  
But it also 
had the best 
rise this year, 
and now the 
decline has 
been relative-
ly moderate 
in compari-
son.  Chart 
24A  shows 
the beauti-
ful head and 
s h o u l d e r s 
bottom that’s 
been forming 
over the last 

few years in the HUI index.  
HUI peaked near the 2013 highs, and it formed a 

neckline (NL).  It’s now in the process of forming the 
last shoulder.  You can see the 65 week average, key 
support, is near the old 2004-2008 lows.  If this key 
level holds, at 173, it’ll be very bullish and a scream-
ing buy.  

Once this weakness is over, gold shares will have 
a super looking future ahead, and we’ll want to be on 

board.
Silver also 

looks great.  
It has more 
potential than 
gold, but we 
l i k e  t h e m 
both.  We like 
coins, bars 
a n d  s o m e 
ETFs.  Chart 
25A  shows 
silver ended 
up resisting 
near a key 
2013  l e v e l 
and it’s head-
ing towards 
its 65 week 
average now 
a t  $16 .30 .  
The interme-
diate indica-
tor is telling AdenOriginalChart
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    PRECIOUS  METALS, ENERGY, RESOURCE
       A clear downward correction is well underway.  We call this a D decline.  It’s normal 
to be steeper than others, and it followed a great 2016 rise.  Use this weakness to buy 
more listed in the box below. They are all a buy except platinum.  The others are much 
better for now.  Gold shares and silver are stronger than gold.  We believe this weakness 
is providing a great buying opportunity, and it’s not over yet. We could see the key $1200 
level tested.   In the end a collapsing British Pound and rising long-term yields have 
given the dollar a boost, which in turn put a lid on the gold price, and the gold universe.  
Once this weakness is over, a major bull market is poised to develop further.

U.S. & GLOBAL STOCK  MARKETS
     The stock market has been volatile, but it remains bullish and driven by interest rates.  The market’s been climbing a wall 
of worry and a downward correction wouldn’t be unusual at this time.  So some caution is still warranted.  That’s why we’re 
only recommending a small 15% position in stocks for the time being.  Keep the ETFs we’ve been recommending, which 
are EMF, QQQ, IHI, IOO and DIA. But don’t buy new positions for now.

INTEREST  RATES  &  BONDS 
   Bonds remain bullish, 
despite their recent de-
cline.  And they’re poised to 
head higher in the months 
ahead.  That is, the major 
trend for interest rates is 
still down.  Keep your 20% 
position in long-term U.S. 
government bonds and/or 
the bond ETFs, which are 
TIP, TLT, TLO and UBT.  
Don’t buy new positions 
for now.

CURRENCIES  
   The U.S. dollar is rising 
and it’s poised to rise fur-
ther, but it’s still forming a 
major top.  The currencies 
are generally holding up.  
For now, we still recom-
mend holding the Australian 
dollar and the euro and/or 
their ETFs which are FXA 
and FXE.
But don’t buy new posi-
tions, and sell the euro 
or Australian dollar if they 
close below our stop loss 
levels.  If they do, it’ll signal 
the dollar’s headed higher 
and the currencies are go-
ing to fall further.

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

 S I N C E  1 s t  
B O T RECOMM

iShares TIPS TIP Jun-16 115.81 115.54 -0.23
LT Treasury SPDR TLO Jun-16 77.55 76.80 -0.97
Ultra 20+  Treasury UBT Jun-16 93.20 90.83 -2.54
20+ year Try Bond TLT Jun-16 134.78 133.46 -0.98

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

 S I N C E  1 s t  
B O T

Central Fund of Cda CEF Jan-15 13.36 13.15 -1.57
Agnico Eagle AEM Aug-16 58.12 46.31 -20.32
Junior Gold Miners GDXJ Aug-16 51.02 39.15 -23.27
Gold Miners ETF GDX Jan-15 21.74 23.49 8.05
Gold (physical) Oct-01 277.25 1257.60 353.60
Gold Shares SPDR GLD Jan-15 125.23 120.03 -4.15
Silver Wheaton SLW Jan-15 23.05 23.11 0.26
Sprott Gold Miners SGDM Mar-16 19.20 21.10 9.90
Silver (physical) Aug-03 4.93 17.46 254.16
iShares Silver Trust SLV Jan-15 17.61 16.61 -5.68
Platinum ETF PPLT May-16 101.10 89.96 -11.02

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

 S I N C E  1 s t  
B O T

Nasdaq Pwrshrs QQQ Aug-16 117.7 117.00 -0.59
DJ Medical Devices IHI Aug-16 145.41 141.49 -2.70
S&P Global 100 IOO Aug-16 75.34 74.19 -1.53
Templeton Emerging EMF Aug-16 12.87 12.36 -3.96
Dow Industrials DIA Aug-16 186.52 180.84 -3.05

PRICE AT % GAIN/LOSS CURRENT 

NAME SYMBOL DATE PRICE issue date
 S I N C E  1 s t  

B O T RECOMM
Australian dollar ETF FXA Mar-16 76.48 75.74 -0.97 Hold 74.00
Euro ETF FXE Mar-16 110.65 107.53 -2.82 Hold 106.00

PURCHASE

CURRENCY ETFs

Buy/Hold

OUR OPEN POSITIONS in order of strength per section

Buy/Hold

RECOMM

Hold

Hold

Buy/Hold

Hold

GOLD AND SILVER ETFs & SHARES

Buy/Hold

Hold

BOND ETFs

CURRENT 

Hold

PURCHASE TRAILING 
STOP

PURCHASE

Buy/Hold

Buy/Hold

Buy/Hold

Buy/Hold
Buy/Hold

Buy/Hold

STOCK ETFS & FUNDS

Hold

Hold
Hold
Hold

Hold

RECOMM

PURCHASE
CURRENT 


