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CHANGE IS HERE!
our 35th year
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DECEMBER 2016

MERRY CHRISTMAS & HAPPY NEW YEAR

Wishing you a very Merry Christmas and 
all the best in 2017.  May the year ahead 
be filled with good health, love, happiness, 
peace and, of course, good markets!  

Thank you for being a subscriber.We ap-
preciate you all.

All the best to you,
Mary Anne, Pamela & 

the team at Aden Research

As the year draws to a close, here’s what’s on your 
mind...
Q. Is a major shift really taking place?

A. Yes, and it’s happening on several fronts... po-
litical, economic and in the markets. This is a most 
important development and it’s affecting all of us, in 
one way or another.

As you know, for the past few years, deflation has 
been the big global concern. Central banks fought these 
forces tooth and nail, and the results were moderate. 
But this is now changing... 

Interest rates, for example, are rising.
Economic growth is picking up. People are spending, 

unemployment is at a 9 year low, U.S. businesses are 
growing at a faster pace and housing starts are at a 9 
year high (see Chart 1).

These are good signs. And since housing tends to 
lead the economy, it’s signaling continued economic 
growth as we move into 2017. This is being reinforced 
by a global uptick in inflation. 

On the political front, The Economist put it best...”A 
wave of populist anger has swept through the West, 
leading Britons to vote for a divorce from the European 
Union and Americans to elect a president with no gov-
ernment experience. Both cases delivered a powerful 
repudiation of their political establishment, shifted the 
fault lines from left to right and voiced a roar of disap-

proval of global-
ization.”

P lus ,  these 
movements could 
gather strength 
with elect ions 
coming  up in 
France and the 
Netherlands. The 
effects will be-
come more obvi-
ous as 2017 un-
folds.

So far, the stock market likes these major shifts. 
It’s been hitting new record highs. The world stock 
markets are also in favor, and so is the U.S. dollar. 
But the shifts have been bad for bonds and gold 
(see Chart 2).

These markets started the year off on a very bullish 
up note. They were the world’s favorite safe havens. But 
they headed down in the Fall and they’ve been declining 
steeply since then.  It’s literally been boom and bust.
Q. So what to do?

A. We know these past couple of months have 
been difficult and it pains us to not have made better 
choices. Since the major trends were still up for gold 
and bonds, our view was to ride through the downward 
corrections. The assumption being that the major up-
trends would remain in force. But that didn’t happen 
because both markets turned technically bearish with 
the Trump win.

As we’ve often noted, when the markets change, 
we have to change with them, and that’s what we’re 
doing. Here’s a recap of where we currently stand and 
our strategy moving ahead...

We sold our bonds on November 10. In hindsight, 
this was late but it proved to be timely because the 
market is now far weaker than it was then. 

Overall, we had made good profits in bonds when 
we sold in May 2016, so we essentially gave back some 
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“Black swans, those rare and 
unexpected deviations, can be both 
good and bad events”.

                              Nassim Taleb

of our profits, with a net gain 
of about 27%. 

For now, we do not rec-
ommend buying or holding 
bonds. Even though they’re 
very oversold and due for a 
rebound rise, use this upcom-
ing strength to sell bonds, if 
you still have some. As you’ll 
see in this month’s Interest 
Rates section, increasingly 
it looks like the big 30+ year 

bond bubble is in the process of bursting.
Higher interest rates have given the U.S. dollar a 

strong boost. We advise keeping all of your cash in U.S. 
dollars, which is 
very bullish at a 
14 year high. Cur-
rently, our cash 
position is large, 
but that won’t be 
the case for long. Some of this cash will be used to buy 
into bullish markets when the time is right. 

The bull market in stocks, for instance, is poised 
to head higher and we bought more stocks last month. 
But stocks have risen so far, so fast, they’re overex-

tended and due 
for a downward 
correction. As 
you’ll see in this 
month’s Stock 
Market section, 
this will provide 
a good oppor-
tunity to buy 
even more of the 
strongest stocks 
and increase 
our stock allo-
cation in what’s 
clearly become 
the strongest 
market sector.

Then there’s 
go l d .  I t  f e l l 
sharply follow-
ing the Fed’s 
announcement. 
Even though 

the Fed only raised its 
Fed Funds rate by a 
quarter of 1% for the 
first time in one year, 
Yel len ’s  statement 
spooked the metals’ 
markets.

She noted how well 
the economy is doing, 
also saying the Fed will 
raise rates several times 
in the year ahead. 

Gold was literally 
holding above a criti-
cal juncture, but these 
comments pushed it 
over the edge. Gold dropped below its final support at 
$1150, signaling all bullish bets are off...for now.

Silver, platinum and mining shares followed by fall-
ing below key levels as well.

The technical damage was clear. And even though 
these markets are very oversold, they could stay over-
sold while the markets decline further. 

This was an unnecessary risk and in our Special 
Alert yesterday we advised lowering your metals po-
sition to a core 20%, keeping only physical gold and 
silver metals.

It’s troubling for us to not have sold more sooner. 
But at this point we move forward and we’ll do our best 
to make up for a difficult situation.
Q. Many experts point out there are still many dan-
gers hanging overhead that could hurt the most of 
markets. Comments?

A. This is true. Debt, for example, remains a big con-
cern and even though many of the old problems have 
temporarily moved to the back burner, they still exist.

One of the biggest “black swans” is the derivatives 
markets. As you can see on Chart 3, it’s more than five 
times greater than world GDP. And a problem in this 
area could trigger a huge crisis.

The main point is, major changes are happening. 
Many markets are overstretched on the upside and the 
downside, and as long as that’s the case we have to stay 
flexible and ready for change, come what may.

As 2017 unfolds, we’ll do our best to keep you on 
the right side of these major changes and trends. One 
thing is certain, it’s going to be an interesting journey, 
so stay tuned.
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U.S. & WORLD STOCK MARKETS  
Record highs!

 CHART 6

LOOKING BETTER!

65 WEEK MOVING AVERAGE

The stock market is on a tear. The Trump bull mar-
ket keeps on going and going, and it’s likely headed a 
lot higher.

The Dow Jones Industrials, Dow Transportations, 
S&P500, Nasdaq and the Russell 2000 all hit new 
record highs. 

This alone is very bullish and it’s a big deal. It’s 
something that hasn’t happened in a long time (see 
Charts 4 and 5).

THE BULL IS ROARING!
And it’s not only the U.S. As you can see on Chart 

6, for example, most stock markets around the world 
a r e  r i s ing 
too. This is 
another bull-
ish sign.

The U.S., 
however, is 
leading the 
pack. It has 
a new lease 
on life, the 
economy is 
stronger and 
sentiment is 
positive. 

P l u s , 
m o n e y  i s 
pouring into 
stocks.  But 
there’s still a 
lot of money 
s i t t i ng  on 
the sidelines, 
c h a m p i n g 
at the bit, 

watching the market surge and ready to join the party. 
When it does, this alone will keep upward pressure on 
stocks.

Wall Street is happy. It believes growth will pick up 
under Trump and it’s convinced his policies will be good 
for business. That’s the main reason why consumer 
sentiment is surging too. Like Wall Street, Main Street 
is optimistic and this is good news for stocks.

As we’ve often noted, the stock market looks ahead. 
And contrary to what many believe, it’s telling us good 
times are coming in the months ahead. 

This is being reinforced by nearly all of the stock 
indexes and our leading indicators.

DOW THEORY CONFIRMATION!
The Dow Industrials and the Dow Transportations, 

for instance, have been the market leaders. And they 
have confirmed each other, by hitting new simultane-
ous highs.  

This is confirming a final Dow Theory bull market 
signal. Again, this doesn’t happen often and it’s further 
reinforcing this bullish outlook.

AdenOriginalChart
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than bonds, and that’s been the case in recent weeks. 
That is, the percentage gains have been greater in 

stocks, therefore, you’d want to keep a larger portion 
of your total portfolio in stocks rather than bonds.

More interesting is the comparison between the Dow 
Industrials and gold (see Chart 8B). Here too the ratio 
has been rising recently, favoring stocks.  

The bottom line is, if both ratios now break clearly 
above their downtrends since 2006, it’ll be a strong 
signal that stocks are going to keep outperforming gold 
and bonds in the months ahead. 

Again, the percentage gains would be greater, mak-
ing stocks the better investment.

Now this doesn’t necessarily mean that bonds and 
gold will keep falling. In some cases, these markets 
could all move up. But if they do, stocks would be 
your best bet, assuming these upmoves continue in 
the ratios.

WHAT TO BUY... WHAT TO DO
We’ll soon see how this pans out, but for now we 

continue to recommend buying and holding the follow-
ing stocks: Alcoa (AA), US Steel (X), Dow Transporta-
tions (IYT), Leisure (PEJ), Russell 2000 (TWOK) and 
Insurance (KIE).

We also advise buying more Dow Industrials (DIA), 
Nasdaq (QQQ) and S&P Global (IOO). These have all 
been strong and they’re looking good.

Other new stocks we like are Banks (KBE), Finan-
cial Services (IYG), S&P500 (RSP), Microsoft (MSFT) 
and Energy (XLE). By adding these positions you’ll be 
raising your 
stock posi-
tion to 40% 
of your total 
portfolio (up 
from 30%).

But since 
stocks have 
risen far and 
fast, they’re 
now overex-
tended and 
poised for a 
d o w n w a r d 
correct ion.  
That would 
p r o v i d e  a 
good buying 
opportunity, 
so you may 
want to buy 
new  pos i -
tions gradu-
ally to take 
advantage of 
the possibil-
ity of lower 
prices.

Our own indicators are looking good too.
Last month you saw the big picture for the Dow 

Jones Transportations, and how bullish it was. This 
month we’ll take a look at the Dow Jones Industrials 
and you’ll see the picture is similar (see Chart 7).

Aside from the new record highs, the leading (long-
term) indicator is most impressive. It’s on the rise and 
it has plenty of room to rise further before it reaches 
the major high area.  This tells us there’s still lots of 
upside potential for blue chip stocks.

The same is true of Transport stocks, like trucking, 
airlines, shipping and railroad stocks. Small cap stocks 
have also been leaders, along with financial services 
and banks.

STOCK SECTOR STRENGTH ROTATION
This is generally part of the big rotation in stock 

strength, which we’ve seen since the election. In other 
words, stocks that were strong before have moved to the 
back burner. And stocks that were previously lackluster 
have moved into top positions.

The change has been impressive, and it’s being 
reflected in other markets as well. The ratios tell the 
story and it’s an interesting one.

First take a look at the Dow Industrials compared 
to bonds (see Chart 8A).

When this ratio rises, it means the Dow is stronger 

CHART 7
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U.S. INTEREST RATES AND BONDS
10 year yield: 2+ year high

CHART 10

AdenOriginalChart

Interest rates shot up this month. At the 
same time, bond prices fell sharply. These 
moves have gained momentum since Trump 
was elected and here’s why...
RISING RATES ON TRUMP WATCH

Basically, Trump’s economic plan is driv-
ing interest rates higher. That’s because he’s 
committed to spending trillions of dollars on 
infrastructure projects, the military and so 
on. He’s also planning to lower taxes.

The popular view is, this could result in a 
soaring 
U . S . 
deficit 
a n d 
a  l o t 
more debt in the 
years just ahead. 

This in turn will 
mean more govern-
ment borrowing, 
which will keep 
upward pressure 
on interest rates. 
It will also boost 
economic growth 
and fuel some in-
flation.

This will likely 
keep pushing in-
terest rates high-
er. It also suggests 
bond prices will 
keep falling.

Does this mean 
the bond bubble 

has finally burst?
It may have. As 

we showed you last 
month, the major 
trend for interest 
rates has turned 
up, and it’s down 
for bond prices.
BONDS HAVE 
PEAKED

It’s also inter-
esting to note that 
several well known 
bond gurus are 
convinced... this 

is it. People like Jeff Gundlach and Ray Dalio, who 
manage billions in bond funds, believe bond prices 
have peaked. 

And they’re referring to the mega bond trend. If so, 
this would be a huge deal.

To refresh your memory, take a look at Chart 10. 
Here you’ll see the 30 year yield going back to 1930, 
along with its 80-month 
moving average.

This moving average 
identifies the mega inter-
est rate trend. 

And as you can see, it 
doesn’t change often. From 
about 1950 to the early 
1980s, for example, the 
mega interest rate trend 
was up while the yield held 
above its moving average.

Interest rates peaked in 
1981. The mega interest 

STOCKS STILL OVERVALUED
Okay, with that said, there’s 

still one word of caution that’s 
important to note... stocks are 
overvalued (see Chart 9).

This shows the Shiller CAPE  
ratio, going back to 1880.

It’s different from the normal 
price/earnings ratio because 
it uses average earnings for 10 
years. And it’s been reliable in 
determining when the stock mar-
ket is very overvalued, which is 
currently the case.  

Many, however, point out that 
this indicator has been wrong for 
a long time.  The CAPE has been 
overvalued for years, but stocks 
keep going up.

Still, it’s now at a high level 
and the only times it’s been higher 
was in 1929, during the tech craze 
in 2000, and in 2007 during the 
housing bubble. 

This tells us to go with the bull-
ish trends, but we also have to stay 
cautious. The hardest thing to do 
is stay bullish in a bull market.  

CHART 11
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rate trend turned down a couple of years later when 
the yield dropped below this average, and it’s been on 
the decline ever since then. 

That is, the trend has been down for over 30 
years. Rates kept falling, despite the tech crash in 
2000, the 2008 financial collapse and three recessions, 
ultimately reaching a low this year. (In some cases, this 
marked a 5,000 year low!) 

In recent months the yield has been moving up and 
this upmove speeded up following Trump’s election 
(see the 30 year yield close up on Chart 11). In fact, 
it’s rapidly approaching its key mega 80 month moving 
average, now at 3.27%. 

And if the 30 year yield rises and stays above that 
level, it will mark the final confirmation, signaling 
the bond bubble has indeed 
burst. This will reinforce what 
the bond gurus are currently 
forecasting.

It would also mean that in-
terest rates will be rising in the 
decades ahead. 

This would strongly affect 
all of the markets, calling for a 
change in our investment strat-
egy and it would surely affect the 
economy too.

THE FED SPEAKS
Okay, but what about the 

Fed? Prior to Trump’s election, 
everyone was focused on every 
little detail surrounding the 
Fed... discussions raged about 
what the Fed might do, what 
they’re probably thinking, when 
they’ll take action and so on.

But the Fed has moved into 
the background, overshad-
owed by Trump. That was until 
Wednesday, when it raised in-
terest rates for the second time 
in a decade.  

That shook the markets up 
and so did Yellen’s comments, 
indicating she’ll be raising inter-
est rates more often in 2017.   

After all, the economy is 
showing more positive signs, like 
GDP growth at a decent 3.2%, 
and jobless claims at a 43 year 
low. This too is reinforcing the 
new mega trend change we be-
lieve is now underway.

Looking at Chart 12, for in-
stance, you can see U.S. three 
month interest rate is quite high 
compared to most other coun-

tries. Granted, it’s still below 1%, but this upmove from 
0% is important. Why?

The main reason is because short-term interest rates 
often lead other interest rates. 

MORTGAGE RATES RISING
This means long-term interest rates will follow and 

head higher too. And since mortgage rates tend to track 
the 10 year yield, they’ll continue to rise as well. 

They’ve already moved up half a percentage point 
since election day and they’re at a high for this year.    

Currently, for instance, more than half of all hom-
eowners cannot refinance their mortgages due to the 
interest rate rise just since the election.  

If this upmove keeps going, it could eventually slow 
the housing market.

As for interest rates in 
other countries, they’ll likely 
join the party too. And as 
you’d expect, none of this will 
be good for bond prices (see 
Chart 13A).

BONDS ARE BEARISH
First, note the bond price 

is below its 65-week moving 
average, which is bearish. 
But bonds have dropped too 
far, too fast, so the leading 
(medium-term) indicator is 
now very oversold (13B). 

This means bond prices will 
probably soon move up before 
they resume their bear market 
decline.

The leading (long-term) in-
dicator is on the decline and it 
too is turning bearish for bond 
prices. This will be confirmed 
if it now stays below the zero 
line.

The bottom line is, bonds 
don’t look good. And there’s a 
good chance the mega interest 
rate trend could turn up in the 
months ahead. 

Again, this would be 
confirmed if the 30 year 
yield rises and stays above 
3.27%. 

Over the past 2½ years, 
we made some good profits 
in bonds. But increasingly it 
looks the market is growing 
more vulnerable.

That being the case, it’s 
best to stay on the sidelines 
and out of the bond market.

FELL FAR AND FAST
 CHART 13
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CURRENCIES
U.S. dollar index: 14 year high

The U.S. dollar is super strong. Rising interest rates 
are keeping upward pressure on the dollar and it could 
rise further.

Then there’s inflation. It’s becoming a concern and 
if it picks up steam, interest rates could rise even 
higher. This in turn would likely drive the dollar to 
much steeper levels too. Why?
RISING RATES: To dominate market

The main reason is because interest rates would 
then probably become the driving force for the cur-
rencies, like they were before the days of near zero, or 
below zero interest rates.

Many of you will remember when interest rates 
were the dominant factor and everything else was 
secondary...

Basically, for exam-
ple, if interest rates 
in the Eurozone were 
higher than rates in 
other countries, then 
the euro was the stron-
gest currency. 

And if rates were 
lower than in other 
countries, then that 
currency was the weak-
est. This wasn’t always 
the case, but that was 
the general idea and it 
lasted quite a while.

Currently, it looks 
like we may be return-
ing to an interest rate 
dominated environ-
ment, at least based on 
the action in the U.S. 
dollar (see Chart 14A).

But other factors like 
the economy, inflation 
and politics will likely 
play a role too.
DOLLAR STRENGTH

As you can see, the 
U.S. dollar index re-
cently hit a 14 year 
high. And it remains in 
a bull market above its 
mega moving average.

Most important, its 
leading (long-term) in-

dicator bounced up, 
signaling the dollar is 
headed higher (14C). 
And the (medium-term) 
indicator is also on the 
rise. So here too, this 
means we could see a 
stronger dollar in the 
months ahead and a 
strong dollar is good 
for the global stock 
markets.

On the other hand, 
we can’t ignore the fact 
that the U.S. dollar has 

been resisting for almost two years (see 
Chart 15).

t’s now to be seen if the Fed induced rise 
has legs.  But if interest rates soon decline 
from their overbought levels, then the U.S. 
dollar will likely decline too. 

This is something that could happen in 
the weeks ahead, so don’t be surprised if 
it does.

But even if the dollar index were to de-
cline to as low as 85, the mega trend would 
still be up and the dollar would remain 
firm. And for now, it’ll stay super strong 
above 102.
CURRENCIES: Mixed

Despite the overall positive signs, how-
ever, the outlook is not crystal clear. In fact, 
the currency markets are mixed and that 
makes the situation a little unusual going 
forward.

Here’s an example of what we mean...
As you know, the British pound was hit 

hard following the Brexit vote. It simply col-
lapsed (see Chart 16). But it fell so hard, it 
became bombed out.

So the pound is now creeping up from 
very oversold levels. 

How do you explain this? Generally 
there’s more optimism that the U.K. may 
be okay on its own. We’ll see. 

As we showed you last month, the Aus-
tralian dollar is similar, but it’s been volatile 
and we advised selling it.

The Canadian dollar has been firm too, 
thanks to the rising oil price.  

But at the same time, the other curren-

CHART 15
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METALS, NATURAL RESOURCES & ENERGY
The 2016 boom-bust of gold

cies are clearly bearish.  And they’re poised to fall a lot 
further. Normally, the currencies tend to generally move 
together, but that’s not currently happening.

The euro, for example, declined for a couple of rea-
sons... The Italians voted ‘NO” in their referendum on 
December 4.  

This could have repercussions for the rest of Europe 
and it makes the Eurozone’s future and the euro more 

uncertain and vulnerable.
Most worrisome, the far right has a good chance 

of winning several elections that are coming up in the 
months ahead.  France will be an important one to 
watch.  

In the meantime, we continue to recommend keep-
ing all of your cash in U.S. dollars for the time being.  
It’s the strongest currency and your best bet. 

CHART 16 
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THE PAST YEAR: Mixed picture
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Gold is getting hit.  It’s been the worst performing 
precious metal, reaching a new 10 month low this 
week.  It’s down over 17% since its August highs, and 
gold shares are following suit. 

The Fed’s hawkish plans for a faster path of interest 
rate hikes in 2017, possibly three times, is what really 
moved the market.  

Silver, platinum and palladium had been holding 
up.  But “a rising tide moves all boats” and indeed, 
silver and platinum followed by declining to new lows 
for the move (see Chart 17).  

PERCEPTION HAS CHANGED 
Safe havens are not needed and they’ve taken a 

back seat.  With the economy all of a sudden looking 
good and confidence bubbling with promises of a bet-
ter tomorrow, gold could stay out of favor for awhile, 
at least for the time being.  

Nothing has really changed, however.  But, like 
we’ve always said, when the markets change, we have 
to change with them. And if they change again, as we 
suspect, then we’ll do an about face.  

But for now, while the ‘D’ decline told us that it could 
be steep, gold turned bear-
ish during this decline.  
This was the key to gold 
all along.  This year’s bull 
market depended on the 
extent of the ‘D’ decline.  

 The check off list is 
still underway.... and it’ll 
help us navigate through 
this turmoil.... let’s take a 
look at it.

1. Gold has been below 
its mega 23 month moving 
average for three weeks 
now.  This is the most 
bearish sign, as sentiment 

CHART 17
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  CHART 19

CHART 18
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turns negative (see Chart 18). We technically should’ve 
sold when gold broke below $1200, and while we light-
ened up on December 1, it wasn’t enough. 

 2. The $1150 level had been our final support area 
for this one year rise.  It was clearly broken this week, 
which told us to sell, and stand aside until the dust 
settles. 

We sent you a Special Alert yesterday to lower your 
metals positions to a core 20% position in physical 
gold and silver. 

3.  If gold now stays above $1060 on December 31, 
it’ll still be the first up year for gold since 2012.  This 
is our next key level this month. 

4.  A new era for 2017 appears to be starting. 
Industrial metals and raw materials are poised to 

be the winners. Both Goldman Sachs and Morgan 
Stanley turned bullish on steel for the first time in 
a decade.  Trump’s infrastructure plan is changing 
the landscape, and it could put pressure on gold for 
even longer.  

Chart 19 provides a good example of this...  It 
shows the ratio between gold and copper. These two 
bellweather metals  give us a good look at safe haven 
buying compared to industrial building buying. It tells 
us which is best. 

This ratio is now declining, showing a change in 

strength to favor copper over gold for the first time 
since copper’s peak in 2006, see red uptrend. We’re 
watching this closely. 

5. Higher interest rates are good for the dollar, and 
they can be bad for gold at times, like now since it’s only 
the second time the Fed has raised rates in a decade.  
But it’s not always a death sentence for gold.  Much 
has to do with economic stability and inflation. 

Plus, a stronger dollar has many negative conse-
quences that could eventually benefit gold in 2017. In 
the meantime, however, the dollar index is poised to 
rise further in this Fed induced rally, which will likely 
keep downward pressure on gold unless something else 
comes into play.

6. Bailing out. Hedge funds and money manag-
ers fled their bullish gold and silver bets on Trump 
optimism.  

Outflows from GLD, the largest gold ETF, were the 
highest over this time since 2013. Overall gold ETFs 
declined in the longest run in well over a year.  

7. A strengthening U.S. economy and higher interest 
rates are driving investors into higher yielding assets.  
The stock market and the dollar have been the biggest 
beneficiaries. And it looks like this will carry over to 
the new year.
ARE THE BEARS EXHAUSTED YET?

The decline isn’t over until it’s over, but a hard look 
says we could be seeing a better 2017.  That is, looking 
over the valley and we’ll soon see. 

Gold timing is telling us that while gold could stay 
weak longer than we think, but it’s not that far off from 
a consolation or bounce up. 

Chart 18A shows that gold’s decline has been steep.   
But interestingly, it’s actually been within the param-
eters of a normal D decline, so far declining 17%. Gold 
could still go to an extreme but its leading indicator is 
at a low area, meaning gold is oversold and the down-
side is limited.  Of course, sometimes markets can 
stay oversold while the price falls further, and this is 
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  CHART 20
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currently a possibility.  
Since 2001, there have been eleven D declines and 

gold’s now in its 12th.  If gold, for instance, falls to 
the $1100 level, (it’s almost there), this decline would 
surpass all the percentage D declines except two, the 
2008 crisis drop and the 2013 collapse.

In fact, by far the worst decline since 2001 was the 
2013 plunge.  Gold lost over 32% and it took eight 
months to develop (see Chart 18).  Today’s D is also now 
worse than all of the B declines.  The worst B decline 
was also in 2013 at almost 16%. 

So here we have it.  The D decline since August lived 
up to its name… being the worst decline in the pattern. 
The full A-D pattern is becoming complete, and for now, 
it’s not good news.  Now that doesn’t mean the whole 
future bull market is no longer viable.  It is.  

We just have to watch the steps.  Gold was shaken 
out but it’s not out completely.

Gold would have to close below $1060 by year end 
(in two about weeks), to say 2016 is a down year.   
We’ll watch this, and also the December 2015 low at 
$1049.60.  

Could the 31% rise from last December to August 
simply be a bear market rally?    Remember, the full 
bear market decline from the September 2011 record 
high to last December’s low was almost 45%. 

We’ll soon see how this year closes, and it’s best 
t o  wa t ch 
w i t h  o u r 
core posi-
tion.

Keep an 
eye on $1100 
and $1200, 
if gold fluc-
tuates with-
in this $100 
zone, it’ll be 
consolidat-
ing its fall, 
and it’ll be 
marginally 
fine.  $1150 
was our sup-
po r t ,  and 
now it’s our 
resistance.  
Above this 
level would 
be a good 
start.

The big 
picture  is 
always good 
to see for re-
flection. The 
point here is 

that the big picture on Chart 20 hasn’t changed yet.  
It’s still bullish.  The mega channel and uptrend since 
2001 is still underway.  And the leading indicator is 
still on the rise in an uptrend since 2013.  This is 
bullish too.

As long as the big picture remains bullish, we have 
to watch and wait to see when we get back in at an 
opportune time. So if you’re planning on keeping your 
metals positions for the long haul, and you don’t mind 
riding through more weakness, then it’s okay to keep 
them.

S i l v e r  i s 
similar.  It was 
holding up the 
best, and out-
performing gold, 
until it fell this 
week.  It joined 
gold in a steeper 
decline, and it 
too is weak until 
it can rise back 
above its mov-
ing average at 
$16.60.  

But if silver 
can stay above 

CHART 22
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its December level at $13.80, it’ll be an up 
year for silver.  There is a good chance this 
will happen and if so, it’ll add a positive 
flare to the outlook for the precious metals.  
We’ll soon see this as well.

Silver rose 51% from last December lows 
to the August high, and it’s come down  
22%, and well above the lows.  Not a bad 
situation in an also bullish big picture. 
GOLD SHARES:  Still undervalued in 
spite of it all

 Gold shares had a great rise, the best of 
them all during the rise to its August highs 
when they were coming out of an extremely 
bearish situation.  HUI rose 181%!

So the decline, while steep since Au-
gust, down over 35%, is still well above 
the January lows at 101. We’re not try-
ing to justify our losing position, because 
we bought AEM and GDXJ during the D 
decline. The others are not so bad, but we 
are trying to show their bigger picture, and 
the volatility in the gold shares.

Gold shares are still undervalued. 
But we’ll stand aside in this market 

for now, and 
watch them 
closely.  

Gold shares 
may stil l be 
forming a ma-
jor bottom (see 
C h a r t  2 1 ) . 
Note HUI’s in-
dicator is bot-
toming at the 
extreme low 
area. It could 
cont inue to 
bottom at this 
low area while 

HUI remains weak or stabilizes.
Our gut feel is to stay with our positions, but 

as advisors we have to go with the reality. It’s a 
hard one.  And it becomes harder looking at the 
bear market turning bullish on Chart 22.

When comparing HUI  from its 2011 peak to 
its 1996 worst bear market decline, you see an 
impressive similarity.  Both declined in lock-
step, and the rise this past year has also been 
similar.  

Gold shares this time around rose more but 
its decline is still on course.  This is saying we 
may be getting closer to the end of the decline.

Meanwhile, Islamic finance is changing its 
way with gold as the AAOIF approves a sha-

ria standard for gold based 
products.  This will cause a 
new strong demand for gold, 
and it’ll be fascinating to see 
how the gold price reacts to 
this. Plus, the Chinese will 
continue to be buyers at the 
lows, which will also be a 
stabilizing force. 

Platinum has been slug-
gish, and palladium has been 
rising  with car sales and the 
resource sector’s shot in the 
arm of enthusiasm. 
RESOURCE AND ENERGY:        
Turning bullish

Copper is turning bull-
ish. According to the head of 
Chile’s metals association, 
the copper market will start 
to enter “substantial” supply 
deficits from 2021, pushing 
prices of this industrial metal 
higher (see Chart 23).

Note that copper rose 
above its 65 week average for the first time since the 
bear market started in 2011. This together with its 
indicator jumping up above zero for the first time in 
several years is indeed a bull market confirmation.

In many ways, copper’s movements this year leading 
up to the breakout, were similar to  gold shares last 
year.  Both moved quietly sideways for several months 
before the jump up.

Several of the base metals have also turned the cor-
ner.  This move is taking Trump’s promises seriously.

2017 will surely bring us good opportunities to invest 
in. Crude is another one.  It’s breaking out of a major 
head and shoulders bottom formation, (see Chart 24).  
We’ll see if this has follow through.  

Keep an eye on $52. It’s still to be seen if the his-
toric production cut by OPEC and associates really 

comes to pass.  
If it does, then 
we will see crude 
much higher.

T h i s  a l s o 
means the en-
ergy companies 
will continue to 
boost the stock 
market. 

Overall, the 
resource and en-
ergy sectors have 
promise for a good 
rise in 2017.

CHART 23
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      A major shift is taking place on several fronts...political, economic and in the markets.  
It’s affecting all of us, in one way or another.  And this has resulted in a change in some of 
our recommendations and in our allocations.  In a nutshell, here’s what’s happening...
    
PRECIOUS  METALS, ENERGY, RESOURCE
       Gold is getting hit.  It’s been the worst performing precious metal and it has turned 
bearish during this D decline.  The other metals, and the gold and silver shares are follow-
ing. With the last supports breaking, we issued a Special Alert advising you sell and lower 
your metals position to a core 20%, keeping only physical gold and silver metals.  The 
situation is difficult and it pains us not to have sold more sooner.  For now, sell GLD, CEF, 
SGDM, as well as SLV, SLW, PPLT, AEM, GDXJ and GDX and stand aside until the dust settles.  However, if you’re planning 
to keep your metals for the long haul, and you don’t mind riding through more weakness, then it’s okay to keep them.

U.S. & GLOBAL STOCK  MARKETS
     The bull market in stocks is roaring and it’s likely headed higher.  But stocks have risen so far, so fast they’re overextended 
and due for a downward correction.  This will provide a good buying opportunity, and we’ll look forward to it.  We continue 
to recommend buying and holding AA, X, IYT, PEJ, TWOK and KIE.  We also advise buying more DIA, QQQ and IOO but 
sell IHI.  Other new buys we like are SPDR S&P Bank ETF (KBE), U.S. Financial Services iShares (IYG), S&P 500 Index 
Equal (RSP), Microsoft (MSFT) and S&P 500 Energy (XLE).  By adding these positions you’ll be raising your stock position 
to 40% of your total portfolio (up from 30%). But since the stock market is overextended, buy new positions gradually to take 
advantage of possibly lower prices.

INTEREST  RATES  &  BONDS 
   Interest rates shot up this month and bond prices fell sharply.  Increasingly, it looks like the 30+ year bond bubble is 
bursting.  This will be confirmed if the 30 year yield rises and stays above 3.27%.  Currently, however, interest rates are 
overbought and bonds are oversold, so we could see bond prices move up and erase some of the excess decline, before 
they resume their bear market.  For now, we do not recommend buying or holding bonds.

CURRENCIES  
   The U.S. dollar is super strong.  Rising interest rates are keeping upward pressure on the dollar and it could rise fur-
ther.  The currency 
markets are mixed and 
they’re volatile.  So we 
advised selling the Aus-
tralian dollar and FXA 
last month.  Currently, 
we continue to advise 
keeping all of your cash 
in U.S. dollars, which 
is your best bet.  And 
even though our cash 
position is temporarily 
large at 40%, that won’t 
be the case for long.  
Some of this cash will be 
used to buy into bullish 
markets when the time 
is right.

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.             

* New Position

40%  
Stocks

20% 
Gold & silver 
physical  

40% Cash  
U.S. dollars 

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

 S I N C E  1 s t  
B O T

Silver (physical) Aug-03 4.93 16.22 228.90
Gold (physical) Oct-01 277.25 1137.40 310.24

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

 S I N C E  1 s t  
B O T

SPDR S&P Bank * KBE Dec-16 43.16 Buy
US Financial Services * IYG Dec-16 107.03 Buy
US Steel X Nov-16 29.17 34.7 18.96 Buy/Hold
Dynamic Leisure  PEJ Nov-16 39.46 40.51 2.66 Buy/Hold
Dow Industrials DIA Aug-16 186.52 198.16 6.24 Buy/Hold
Alcoa Corp AA Nov-16 31.85 29.4 -7.69 Buy/Hold
SPDR Russell 2000 TWOK Nov-16 77.19 80.26 3.98 Buy/Hold
SPDR  S&P Insurance KIE Nov-16 80.24 82.35 2.63 Buy/Hold
DJ Transportation IYT Nov-16 158.29 165.31 4.43 Buy/Hold
S&P 500 Index Equal * RSP Dec-16 87.42 Buy
Microsoft * MSFT Dec-16 62.3 Buy
S&P Global 100 IOO Aug-16 75.34 77.79 3.25 Buy/Hold
S&P 500 Energy * XLE Dec-16 76.51 Buy
Nasdaq Pwrshrs QQQ Aug-16 117.7 119.6 1.61 Buy/Hold

CURRENT 
STOCK ETFS & SHARES

GOLD AND SILVER 
CURRENT PURCHASE

Hold

RECOMM

OUR OPEN POSITIONS in order of strength per section

Hold

RECOMM

PURCHASE


