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Happy New Year! As 2010 begins 
we wish you all the very best in the 
year ahead.

We are indeed living in interest-
ing times, to say the least, and this 
year will probably be even more 
interesting.

FASCINATING DECADE
In fact, it’s been a fascinating de-

cade, one that most people will likely 
remember for years to come. In the 
past 10 years, for instance, we’ve seen 
9-11, plunging markets, soaring mar-
kets and record highs, the ugly face 
of terrorism, war, the worst recession 
since the Great Depression, political 
volatility and divisions, extreme opin-
ion clashes, growing international 
tensions, skyrocketing government 
spending, the largest bankruptcies 
in history, globalization, the grow-
ing power of China, Asia and other 
emerging nations, and natural disas-
ters.  And these are just some of the 
major developments outlining this 
volatile decade... 

The point is, it’s been a decade of 
massive changes, and that of course 

goes for investments as well. But for 
those of you who have been with us 
throughout the decade, you may 
remember that there were signs way 
back when that big changes were 
coming, and they have.

NEW CENTURY: New investment era
Back in the early 2000s we began 

to see major shifts in the markets, 
signaling that a new investment 
era was taking shape. This new era 
was extremely important because it 
marked the onset of a shift that only 
happens every few decades or so.

In other words, this was not the 
beginning of a minor trend or a 
major trend. It was the beginning 
of a mega trend, one that lasts for 
decades. And that’s what we’ve been 
experiencing over the past decade.

Stocks, for example, ended the 
decade with its worst showing 
since 1820. From January 3, 2000 
to December 31, 2009, the stock 
market declined 9%. That is, stocks 
didn’t go anywhere. And if you take 
into account the decline in the U.S. 
dollar during that time, the mar-
ket actually plunged, especially in 
terms of gold or any of the strong 
currencies.

The bottom line, U.S. stocks were 
one of the worst investments of the 
decade (see Chart 1). In sharp con-
trast, the 1990s was the best decade 
for stocks ever. And that’s precisely 
what we mean by a new era.

Gold, on the other hand, was 
the clear winner. It has quintupled 

since this new era began. Other 
precious metals and commodities 
also moved up sharply. Again, this 
clearly illustrates what this new era 
is all about.

Amazingly and despite all of 
the evidence, most people are still 
clinging to the past. Investors in 
general haven’t recognized, much 
less accepted, what’s been happen-
ing and that’s especially true of the 
mainstream media.

Sure, there’s been more talk 
about gold over the past year or so 
as it surged to new record highs. 
But for the most part, commenta-
tors have tended to downplay gold’s 
bull market rise. Many feel that it’s 
just a speculative commodity, or 
that gold is in a bubble, and they’re 
still focused on stocks. 

GOLD STILL UNDERVALUED
The facts, however, indicate 

otherwise. In spite of the rise gold’s 
already had, it’s still undervalued 
compared to just about everything. 
Remember, gold was beaten down 
for nearly 20 years between 1980 
and 2000. It became extremely 
bombed out during that mega 
downtrend, and it’s been making 
up for lost time and catching up 
since then.

It takes time to change focus 
and realize that a mega trend has 
changed.  After an almost 20 year 
bull market in stocks and bear mar-
ket in gold, it takes time to adjust.
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LOSERS:

Currently, for instance, gold is 
only about 50% higher than it was 
in 1980, while the stock market 
is about 1000% higher. So again, 
based on the mega trends, and com-
pared to most other markets, gold 
has plenty of room to rise further in 
the years ahead. 

This will essentially entail a re-
alignment, which is basically what 
happens during mega moves. That is, 
markets go way too far one way, then 
they come back and balance out.

That’s one important reason why 
we believe this new era (which isn’t 
so new anymore), and these mega 
trends will continue as we head into 
this new year and the new decade 
ahead. As you know only too well, 
the fiscal fundamentals totally back 
this up.

DROWNING  IN  DEBT
Not to keep rehashing what’s 

happening on the fiscal front, but 
the unprecedented spending, bor-
rowing and money creation nearly 
guaranties it. Sadly, when we con-
sider the big picture, there are few, 
if any, options left.  The end result 
will be an ongoing decline in the 
U.S. dollar, a surging gold price, ris-
ing inflation and eventually higher 
interest rates. This may not become 
obvious right away, but it’s going to 
happen because it’s simply a result 
of cause and effect.

Many keep saying that inflation 
is unlikely because deflation is the 
dominant economic trend, and in 
many ways that’s true. Deflation 
has been more obvious in the past 
few years, as we’ve seen in the real 
estate market. 

Plus, don’t forget that nearly 
three billion people are now part 
of the world economy who weren’t 
involved before, thanks to globaliza-
tion. These people are working for 
far less money than Western work-
ers and they’re producing a massive 
amount of goods. That’s generally 
keeping the prices of global prod-
ucts cheap, which has increased 
deflationary pressures.

The world response to all of this 
has been to pour more and more 
money into the financial system 

to get the global economy back on 
track. And the stronger the de-
flationary forces, the greater the 
amounts of money that’re flooding 
into the economy in all-out efforts to 
avoid a fall back into recession. And 
that’s where we currently stand.

INFLATION  ON  THE  HORIZON
But as you know, this flood of 

money will eventually result in 
inflation because excessive money 
creation is the direct cause of in-
flation. And this now seems to be 
getting started. 

Although it’s still early and defla-
tion  forces are still at work, we’re 
currently seeing the first signs. Last 
month, for example, U.S. wholesale 
prices soared at a 22% annualized 
rate. It was the same story in a few 
other countries too.

In the U.K., inflation rose at about 
the same rate. In India, prices rose 
the fastest in 11 years. And U.S. 
long-term interest rates, which 
are very sensitive to inflation, rose 
strongly. In fact, as you’ll see in this 
month’s Interest Rate section, rates 
are now at a very critical turning 
point and they may be telling us that 
big inflation is eventually coming.

A  GOOD  YEAR  AHEAD
Putting things into perspective, 

it’s important to remember that 
gold, inflation and interest rates 
have historically moved together, 
but gold has always been the leader. 
That hasn’t been the case in recent 
years due to the deflationary pres-
sures and the recession. But we 
think that this relationship is not 
dead, it’s just been delayed.

For now, it appears as though 
things are getting back into synch. 
We’ll soon see… Like we said, it’s 
going to be an interesting and chal-
lenging year.

In the meantime, we’ll do our 
best to keep you updated and on 
the right side of the major market 
trends in order to profit from what’s 
happening. Even more important, 
we’ll do our best to keep you out of 
harm’s way by avoiding losses dur-
ing the volatile times that likely lie 
ahead as this “new” era evolves.
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U.S. & WORLD STOCK MARKETS  
New highs for the New Year
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Overall, 2009 was a 
good investment year for 
all of us, despite its ups 
and downs (shown on page 
11). Looking at the results 
of our overall recommended 
portfolio, here’s what we 
found…

Our natural resource 
stocks were the winners, 
gaining an average of 87%. 
Rio Tinto was the best as it 
surged nearly 117%. Com-
ing in second were the pre-
cious metals stocks, which 
averaged 39%. The top gain-
ers here were Eldorado and 
Iamgold, which were up 90% 
and 53%, respectively.

Next came the energy, 
global and U.S. stocks. 
Energy outperformed the 
general stock market, av-
eraging 18%, with Suncor 
being the biggest gainer at 67%. 
Our general stock recommenda-
tions averaged 15%, with iShares 
Mexico topping the list with a gain 
of 32%.

Meanwhile, the cash portion of 
the portfolio (currencies) surged 
11%. The big winner here was the 
Australian dollar, which surged 
almost 27% for the year. 

The bottom line? Out of 30 cur-

We know there are many 
reasons why it shouldn’t 
be rising, but it is. So 
we’re going to stay with 
it for as long as that’s the 
case, which could be quite 
a while.

Most important, the 
economy is improving. 
Of course, there are still 
many areas of the econo-
my that’re weak and wor-
risome, but all factors 
considered, the general 
economy appears to be 
strengthening and that’s 
what the market likes, and 
what it’s been telling us 
since last March when this 
bull market rise started.

Low interest rates and 
excessive money creation 
have also been good for 
the economy and, there-
fore, bullish for stocks. 
And so is the fact that the 

rest of the world is recovering too. 
That’s driven the Dow Industrials 
and the Dow Jones Europe index to 
14 month highs, while many of the 
other international stock markets 
reached new bull market highs as 
well (see Chart 2).

In addition, you can see on the 
chart that the Dow Industrials and 
the Dow Transports both keep hit-

- - - 15 Week Moving Average, key uptrend for 2009-10 rise
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rent recommended positions, they 
all showed good profits, with the ex-
ception of the four we just bought in 
November. Taking them all together, 
our average profits for the year were 
34%. So we’re happy and we hope 
you are too.

STAY  WITH  THE  MARKET
Now moving on to the stock 

market, it just keeps getting better. 
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ting new highs, thereby reinforcing 
each other. As we’ve mentioned 
before, this is a very bullish Dow 
Theory signal, indicating stocks 
have further to rise.

TREND  IS  YOUR  FRIEND
We learned long ago not to argue 

with the markets. Instead, let the 
markets tell you what’s happening. 
Arguing with a market because 
things aren’t quite right, or it’s not 
unfolding based on your idea of 
what that market should be doing 
is one of the biggest mistakes an 
investor can make.

This will only lead to missed op-
portunities and losses. There’s a 
high price for being stubborn, and 
it’s much better to stay flexible, 
humble and then go with it.

Remember, the world changes 
and so do circumstances. That 
means the markets are changing 
too. What was best last year may 
not be the best this year, or it might 
be. Whatever it is, accept the reality 
and go from there. That’s essentially 
one of the biggest keys to successful 
investing.

Opinions are everywhere, but the 
markets will always tell you the real 
story and you just have to listen. Our 
technical indicators help us listen, as 
you’ll see on Chart 3, which shows 
a really big picture of the S&P500 
since 1953, along with its leading 
(long-term) indicator below.

First, you can see that the S&P 
has been trading within a huge ris-
ing channel since then, which tells 
us that the very long-term trend 
remains up.

Far more impressive is the S&P’s 
leading indicator. You’ll remember 
that last year it plunged to its low-
est level ever. These major low areas 
coincide with important stock mar-
ket bottoms (see 1957, 1962, 1970, 
1974, 1982, 1987 and 2002 as ex-

It’s still declining and as long as it 
is, a normal downward correction 
remains a possibility.

Nevertheless, we’re seeing signs 
in other markets that even if it does, 
it’s unlikely to be a steep correction, 
probably more like a pause. We’ll 
see, but the major trends are up and 
that’s what’s most important.

So stay with the market for the 
time being, and remember to stick 
with the strongest global markets 
and the strongest stock sectors. 

STARK  DIFFERENCE
Chart 5 provides a perfect ex-

ample of what we mean... Looking 
again at the Brazilian stock market, 
which has been one of the world’s 
strongest, and the Dow Jones In-
dustrials, you’ll see them compared 
to one another.  

This is what we call relative 
strength and it makes a huge dif-
ference in your investment returns.  
Even though all of the global stock 
markets have generally been rising 
since 2002, the Dow has gone side-
ways while Brazil has surged up-
ward.  That’s why it’s so important 
to invest in the strongest markets 
and sectors.  This is a big factor we 
use when making stock recommen-
dations, and adjustments when we 
see a change in strength.

For now, however, the markets 
should all do well this year, or at least 
for a good part of the year, and we’ll 
continue focusing on the strongest. 

amples).  So this was a huge sign 
that the stock market was totally 
bombed out and it had nowhere to 
go but up, and that’s what it did.

Currently, this indicator is still 
on the rise but it has a long way to 
go before it reaches the major high 
area. In other words, the stock mar-
ket could rise a lot further before 
it approaches a top. And the same 
goes for most of the global stock 
markets too.

NEW POSITIONS
For this reason, we recom-

mended buying a few new stocks 
this month, which you’ll see on page 
12. And we continue to recommend 
holding the stocks you have.

Even though the downward 
correction we’ve been anticipating 
hasn’t yet materialized, it still could 
as the S&P’s (medium-term) lead-
ing indicator shows (see Chart 4B). 
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U.S. INTEREST RATES AND BONDS
Bond yields:  At major crossroad

Interest rates continued to move 
higher this month, hitting a seven 
month high. That is, U.S. long-term 
rates did and they’re now at a criti-
cal juncture. Rates have reached 
the moment of truth and we should 
know the final outcome in the weeks 
just ahead.

LONG RATES RISING
What are we talking about? As 

we’ve often discussed, but to refresh 
your memory, long-term interest 
rates are very important because 
they’re free market rates. The Feder-
al Reserve can control short-term 
interest rates, but it can’t control 
long-term interest rates.

In addition, bond investors tend 
to be more savvy than other inves-
tors. They’re very sensitive to what’s 
going on in the economy and they 
trade accordingly.

Since inflation is the bond mar-
ket’s worst enemy, if bond inves-
tors feel that inflationary pressures 
are building, they’ll be quick to 
demand higher interest returns 

for holding gov-
ernment bonds 
because the risk 
is higher. And 
that’s basically 
what appears to 
be taking place.

The recover-
ing economy, 
along with all 
of the monetary 
s t i m u l u s ,  i s 
starting to fuel 
inflation con-
cerns (see Chart 
6 ) .  P lus ,  the 
quantity of government bonds flood-
ing the marketplace to pay for all of 
the additional spending is another 
negative factor as it’s hurting de-
mand for bonds. So interest rates 
are rising because bond investors 
are demanding that the govern-
ment pay them a higher interest 
rate in order to keep lending the 
government money.

That’s also why the yield curve 
has steepened to a record level. With 

short-term interest rates 
being held near zero by the 
Fed and long-term rates ris-
ing, the spread or difference 
between these two rates re-
mains historically wide (see 
#4 on Chart 7B). This will 
not continue indefinitely. 
Eventually, short-term inter-
est rates will rise too, but for 
now they’re staying low and 
this will likely continue for 
a while.

The Fed has repeatedly 
said they’re going to keep 
rates low in its efforts to 
keep the economic recovery 
going, and obviously until 
they see improvement in the 
job market and other weak 
sectors. So who knows how 
long that’ll be, most likely 
well into this new year.

Meanwhile, we’re seeing 
important early signs that 
the bond market has just 

about had it. If that’s the case, in-
terest rates are going to soar. Here 
are the two most important signals 
we’re watching…

BOND YIELDS:  At crossroad
First, take a look at the two year 

head and shoulders bottom that’s 
now formed on the 10 year yield (see 
Chart 8). This is a powerful forma-
tion and whichever way it goes is 
going to tell us a lot.

Based on technical analysis, the 
right shoulder (RS) is now complete 
and the yield is pushing up against 
very strong resistance at 3.90%, 
identified by the neckline (NL). The 
rule of thumb is, if the yield is able 
to break above this NL resistance, 
then the odds favor a continuation 
of the rise, likely equivalent to the 
same size as the head (H). In other 
words, by breaking clearly above 
4%, the 10 year yield could quickly 
move up to near the 6% level.  Of 
course, this rule is not set in stone, 
but it does provide a guideline. 

Even more important is the 30 
year yield, which we’ve often dis-
cussed, but especially now because 
it’s literally at a mega crossroad.

You’ll remember that the mega 
trend we’re watching is the 80 
month moving average, which is a 
super long-term average. It’s cur-
rently at 4.64% and the 30 year 
yield has been above or near this 
level for most of the past month. 
This is a huge deal. Why?
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CURRENCIES
U.S. dollar: Rebound in a bear market

As you can see on Chart 9, 
the yield has only moved above 
or below this average very few 
times since  1930. And when it 
did, it marked the onset of a rise 
or decline in interest rates that 
lasted for decades. That’s what 
the mega trend is all about. 
It’s super long-term, making it 
far more important than other 
shorter-term trends. 

So what does this mean?
If the 30 year yield now 

stays above 4.64%, it will sig-
nal that a mega trend change 
is taking place. This would be 
re-confirmed above 4.75% and 
it would mean interest rates are 
eventually going to much higher 
levels during this new decade. It 
would also be the final confirmation 

that inflation is going to soar, in an 
environment similar to the 1960s-
1970s, but probably even more ex-
treme, reinforcing what gold’s been 
telling us all along.

RED FLAG WATCH FOR BOND 
INVESTORS

If that happens, it would be a 
huge red flag for bond investors as 
bond prices would drop sharply and 
we’d advise selling any government 
bonds you’re currently holding.

This would also provide a great 
profit opportunity to short bonds, or 
to buy a fund that rises along with 
interest rates. There are a few we’re 
watching and we’ll recommend 
these once we have more evidence 
that this mega upmove is indeed 
unfolding. If it is, this could prove 

to be one of the best trades in 
the upcoming decade.

For now, we wouldn’t trade 
one way or the other. We’ve 
pretty much avoided the bond 
market for the past 2½years, 
simply because other invest-
ments were lower risk, less 
volatile and more profitable.

That may soon be changing 
as this new year evolves and 
we recommend watching these 
markets closely. Remember, 
the two key numbers that’ll 
tell the story are 4% on the 10 
year yield and 4.64% (espe-
cially above 4.75%) on the 30 

year yield (see Chart 10). As simple 
as this may seem, these levels are 
now more important than they’ve 
been in years.
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The U.S. dollar rebounded this 
month and many felt the dollar was 
going much higher. The recovering 
economy, the carry trade, higher 
long-term interest rates and the 
anticipation that rates will keep 
rising as the economy strengthens 
were some of the main reasons why.  
As you’d expect, this put downward 
pressure on the currency markets. 

But this was not unusual follow-
ing the strong currency rises in 2009. 
These markets had simply gone too 
far, too fast. They were temporarily 
overbought and due for a breather, 

and that’s what’s been happening.
So where do the currency mar-

kets currently stand? Although it’s 
still too soon to be sure, the down-
ward corrections may already be 
ending (see Chart 11). 

The Australian and Canadian 
dollars appear to be leading the 
way up, thanks to rising commod-
ity prices. The Canadian dollar 
recently rose to a new bull market 
high, which suggests that the other 
currencies will follow. If so, then 
the downward corrections didn’t 
amount too much, which would 

only emphasize how truly weak the 
U.S. dollar is.

Remember, regardless of near-
term ups and downs, the major 
trends are the most important. As 
you can see on the chart, these 
trends are clearly up for the curren-
cy markets and they are down for 
the U.S. dollar. As long as that’s the 
case, the currencies will continue to 
go higher following this temporary 
period of weakness and the U.S. 
dollar will fall further.

TOO  MANY  DOLLARS
Okay, we all know that mas-
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sive government spending and 
unprecedented money creation, to 
the extent that’s currently taking 
place, is going to weaken the dollar. 
There’s basically no way around it 
(see Chart 12).

Too many dollars make the dol-
lar unattractive and worth less, 
especially combined with super low 
interest rates that’re holding near 
zero. We also know that the Fed’s 
not in a hurry to raise interest rates 
any time soon because that would 
put the still fragile economic recov-
ery at risk.

As we’ve discussed many times, 
these factors have resulted in the 
world’s central banks cutting back 
on their U.S. dollar reserves, and di-
versifying into other currencies and 
gold. This hasn’t been widely publi-
cized but it’s been happening.

Since many countries have huge 
quantities of dollar reserves, they 
obviously don’t want to rock the 
boat. They’re taking their time and 
slowly moving toward the exits. 
But they see the writing on the wall 
and every once in a while we get a 

glimpse of what they’re thinking.
A top Chinese official, for in-

stance, recently said that an on-
going dollar fall was inevitable 
because of the onslaught of new 
U.S. Treasuries to finance deficit 
spending, noting that the U.S. can’t 
force foreign governments to keep 
buying them.

And whether or not you agree 
with the health care plan, and/
or the escalation of the war in Af-
ghanistan, it’s all going to mean 
more spending and ultimately an 
even weaker U.S. dollar (see Chart 
13A, which shows the dollar going 
back to 1972).

HISTORY  REPEATS 
As many of you 

know, we love his-
tory since it tends to 
put current events 
well into perspective. 
We recently read a 
great book, The As-
cent of Money by 
Niall Ferguson, one 
of Britain’s most re-
nowned historians, 
which is especially 
timely considering 
the recent world fi-
nancial crisis. Not 
only does he explain 
how money works, 
and the booms and 
busts over the centu-
ries, but most impor-
tant, how financial 
history is the key to 
all history, as well 
as the rise and fall 

of world powers.
Hitting close to today’s reality, 

Ferguson points out that the debt 
crisis could lead to a major weak-
ening of American power because 
that’s basically how empires de-
cline. He gives several examples to 
make his point.

It usually begins with an explo-
sion of debt, leaving little money 
for much else. It happened to 
Spain in the 1500-1600s, in 
France prior to the French revo-
lution, the Ottoman empire in the 
1800s and Great Britain in the last 
century. In most of these cases, 
due to massive spending and bor-
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METALS, NATURAL RESOURCES & ENERGY
A powerful market

rising oil price beneficiary. As the 
U.S. dollar continues to decline, we 
feel strongly that these currencies 
will stay strong and that’s being rein-
forced by our technical indicators.

Looking again at Chart 13B, you 
can see that the U.S. dollar’s lead-
ing indicator still has plenty of room 
to decline further before it reaches 
the major low area, which coincides 
with intermediate dollar lows. And 
as the dollar falls, our recommend-
ed currencies will surge.

For now, the major trends are 
up, so keep the currencies you 
have. Once we’re more certain of the 
near-term outlook, we’ll recommend 
buying new positions, but not yet. 
At this point, these markets could 
still go either way but we’ll be keep-
ing you posted.

rowing, interest payments were 
eventually eating up between 44% 
to 62% of their budgets. At those 
levels, the empires reached their 
tipping points and they toppled, one 
way or the other.

At current levels, it’s estimated 
that U.S. interest payments will 
reach those levels in the years ahead. 
So this has all happened before. This 
process takes time but Ferguson 
concludes that if the U.S. doesn’t 
balance its budget in the next five to 
10 years, the danger will grow that 
history will again repeat.

We’ll see what happens. But 
what’s taking place is fascinating 
from a historical perspective. It’s 
also coinciding with Asia’s rise, 
which we won’t go into here, but we 
have in the past and probably will 
again soon, especially considering 

that China is leading the global 
economic recovery.

COMMODITY CURRENCIES:  Best
That’s one important reason why 

the Australian dollar has been doing 
so well. Since China is Australia’s 
leading importer, as China goes, 
so goes Australia. Plus, Australia’s 
high interest rates only add to the 
Aussie dollar’s attraction, making 
it one of the top high yielding and 
strongest currencies.

It actually finished 2009 as the 
second best performer among the 
major currencies. The Canadian 
dollar was also among the strongest 
and it still is. The euro did fine too 
because it’s essentially the offset 
currency to the U.S. dollar. We also 
like the New Zealand dollar and the 
Norwegian krone, which is another 
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1980

The metals and resources re-
mained strong this month. Plati-
num, palladium, copper, oil and 
some base metals are at new highs 
for the new year, while gold, silver 
and gold shares calmed down fol-
lowing their surging rise.  

Many of our recommended po-
sitions, like SLW, EGO, 
BHP, FCX and RTP are 
also at new highs, en-
hancing the 2009 gains, 
which you’ll see on Chart 
19).

This sector remains 
hot and the major trend 
is solidly up. We’ve heard 
several comments that 
gold and this sector are 
in a bubble, that a blow-
off is in the making. 

We do not believe this 
and in the end, the mar-
kets will give us the final 
word. The word today, 
however, is to stay with 
your positions, the move 
is far from over.

Next month, gold’s bull market 
turns nine years old. Yet even af-
ter nine years of consistent yearly 
gains, there is still disbelief sur-
rounding the market. The average 
investor is not invested, but as time 
moves on more people and central 
banks will be buying more gold.

GROWING  DEMAND
Demand is growing with each 

passing year. China is now the 
world’s largest consumer of gold. 
Both the government and the peo-
ple are buying gold. India, Russia 
and other Asian central banks are 
also buying. 

More recently, mutual 
funds have been adding 
small quantities of gold 
to their portfolio for insur-
ance and diversification. 

Exchange traded funds 
(ETFs) in gold and many 
commodities have given 
a boost to demand be-
cause it makes commodi-
ties easy to buy. The lat-
est ETFs launched this 
month were in platinum 
and palladium, called 
Physical Platinum (PPLT) 
and Physical Palladium 
(PALL). We now recom-
mend buying a small po-
sition in these two ETFs.
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FINANCIAL TURMOIL= HIGHER 
GOLD PRICE

Some believe that by buying gold 
you are being unpatriotic.  This is 
insane thinking. Buying gold is not 
a bet against the dollar or the U.S., 
it’s insurance and protection against 
financial uncertainty… financial ir-
responsibility. It has nothing to do 
with patriotism.

Plus, gold is the ultimate curren-
cy, especially during times of finan-
cial imbalances and stress. When 
governments spend much more than 
they receive in taxes. and central 
banks pump excessive money into 
the system, instead of helping to cure 
the problem, gold has always been 
the alternative to all fiat currencies, 
not just the dollar.

You could also say that buying 
and holding gold is simply buying 
another asset class. Don’t you buy 
a stock or bond because you think 

it will gain versus the 
dollar? Is that also, 
then, unpatriotic?  
Of course it isn’t.

Massive global 
liquidity and zero 
interest rates are a 
good combination 
for a rising gold price 
(rising stocks are 
too). Whether or not 
the current defla-
tionary forces turn 
into inflation, the en-
vironment, as it is, is 
positive for a further 
rise in gold.

GOLD: BIG PICTURE
The next three 

charts give you a 
big picture view of 
gold, which is a good 
way to start the new 
year. When you see 
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moving average is the key bull mar-
ket trend identifier and it’s currently 
at $955 (shown on Chart 17A). This 
rising average will be near $1,000 
within a few months.

We don’t think it’s a coincidence 
that gold reached a record high in 
March 2008, just months prior to 
the financial meltdown and again 
in September 2009, just months 
following the bailout.

GOLD: BEST ASSET CLASS
Looking at the next Chart 15, it 

shows you gold’s big picture com-
pared to another currency the Swiss 
franc, the stock market using the 
Dow Jones Industrials, and the U.S. 
bond market since 1970. In all cases 
we’ve added the 80-month moving 
average because it’s the best mega 
trend identifier.

Here you can see that during the 
early 2000s, all three ratios rose 
above their moving averages, con-
firming a mega trend change to favor 
gold. They have all stayed above 
these moving averages since then 
clearly showing that gold is a better 
investment than stocks, bonds and 
currencies. All three have reached  
new highs for the move in recent 
months and gold is near a record 

and understand the 
big picture, it’s then 
easier to focus on the 
intermediate moves.

Last September, 
the gold price broke 
up into a stronger 
phase of the bull 
marke t  when  i t 
closed clearly above 
$1,000. Chart 14 
shows this best. 

Here  you can 
see that since the 
late 1960s gold has 
reached a bottom 
about every eight 
years.  The Novem-
ber 2008 low was 
no exception. Gold 
reached that low just 
shy of eight years and 
when gold reached a 
record high following 
that low, it confirmed 
that gold was poised 
for another four to 
six year rise. This 
is also saying that 
$1,000 is now the 
likely floor price for 
gold. The 65-week 
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high compared to the Swiss franc. 
As an investor, if you stay with the 
mega trend you will do very well.

Gold compared to metals’ sector
Now that we know gold is the best 

asset class, let’s see how it compares 
to silver and gold shares, also on a 
big picture basis since 1967 (see 
Chart 16). First, you can see that 
the mega uptrending channels since 
1967 favor gold, but within these 
channels there were times when the 
others were stronger.

During the current bull market 
since 2000 for instance, note that 
gold shares clearly outperformed 
gold up to the financial meltdown in 
2008 (A). Silver outperformed gold 
during the heat of global growth 
from 2003 to 2007 (B). Interest-
ingly, you can also see that gold was 
much stronger during the financial 
meltdown in 2008… gold fell much 
less than the others. This past year 
gold has not risen as much as the 
others. For now, we could continue 
to see silver, gold shares, as well as 
platinum, palladium, copper and 
oil continue to outperform gold this 
year. The intermediate trend is in 
that direction, primarily due to the 
economic recovery. 

You’ll remember that gold was 
one of the few investments that end-
ed 2008 with a gain.  It was steady 
and strong while the others fell 
sharply.  The markets are also still 
reacting and readjusting to that.

INTERM  RISE  NEAR  END,  BUT...
Platinum, palladium, copper, oil 

and others have risen to new highs  
in this new year.  It seems like they 
are leading gold in a rise, and so far, 

gold is holding its own.
You’ll remember that gold 

reached a record high last Novem-
ber at $1218 in a healthy rise we 
call C (see Chart 17A).  These rises 
tend to be the best rises in a bull 
market and when gold reaches a 
record high, you know the bull 
market is strong.  This rise gained 
40% from April to November and it 
met our $1200 target level.

This means that this C rise is 
mature, but since it’s not over yet 
there is a possibility of a second C 
rise peak materilizing.  Note that 
the leading indicator (B) is bouncing 
up from the uptrend while gold is 
holding above $1100.  This shows 
strength, which means we could 
still see a situation similar to 2006 
and 2008 when the indicator formed 
a double C top, while gold itself went 
on to rise to a new high.  

We’ll see what happens, but if 
gold now stays above $1100 and 
closes above $1218, a second C 
rise top will be in the making.  If 
gold ends up rising in a similar 
percentage gain as it did before, 
we could then see gold reach the 
$1300-$1350 level before the cur-
rent rise is over.

For all practical purposes, we 
can’t forget that the intermedite 
rise is near maturity.  If gold closes 
and stays below $1090, the C rise 
will be over, but it would still have 
been a great bull market rise.  The 
upcoming D decline could test the 
major uptrend now at $955, but in 
a bull market D decline gold must 
stay well above the November 2008 
low for this pattern to stay bullish.  
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CHART   19

REPORT CARD FOR 2009 PORTFOLIO

SILVER, PLATINUM, PALLADIUM 
AND GOLD SHARES

Chart 18 shows you the order 
of strength in this group.  Platinum 
and palladium are moving more like 
a resource based metal, while silver 
and gold shares, like gold, are hold-
ing near the November highs.  

The 15 week moving average has 
been the best fit average identifying 
the almost one year rise.  Some of 
these moving averages have been 
tested but most of these markets 
are still clearly above this MA, which 
shows strength.  

Silver tends to move with gold but 
it normally outperforms gold during 
strong economic times, as you saw 
in the ratio from 2003 to 2007.  If 
silver and the HUI gold share index 
close above the 2009 highs at $19.32 
and 510, they will likely be  moving 
with the second upthrusting gold 
rise.  Meanwhile, the major trends 
are up above $14.30 for silver, 350 
for HUI, $1200 for platinum and 270 
for palladium.

EASY  ENVIRONMENT
Last month we mentioned how 

the world is again in a similar envi-
ronment like in 2003 when interest 
rates around the world were low and 
global liquidity was flowing.  This 
easy environment is positive for real 
estate and construction to continue 
growing, and it’s a main reason why 
the emerging countries are bounc-
ing up faster.  

Plus, many parts of the emerg-
ing world did not have a sub-prime 
mortgage problem, so their slow-
down was not as severe.  A demand 
based commodity rise is the most 
powerful, which is what we have 
today in this easy environment 
caused by the financial meltdown, 
and that’s very bullish.

OIL & COPPER: Global barometers
Crude oil and copper are gauges 

for the world economies.  Their 
strength tells us that the world’s eco-
nomic growth is good and it’s for real.  
Even though some of their strength 
has been as a result of the rebound 
from the 2008 plunge, their healthy 
rises are starting from a high level 
and they both have plenty of room to 
rise further in the years to come.

A commodity mega bull market 

is underway.  Many of the com-
modities have been swept into the 
rise, especially the metals, both the 
precious and base metals, and the 
resource sector.  Other energy alter-
natives like natural gas, uranium 
and some energy stocks, as well as 
some of the agricultural commodi-
ties have yet to rise with the group 
but we believe it’s just a matter 
of time until they all get swept up 
into the rise as well.  We recom-

mend keeping your energy and 
resource positions and continue to 
ride through the bull market with 
a core holding.

You can see the impressive gains 
in the resource sector below for 
2009.  Many of these positions were 
bought before, but for the purpose 
of a yearly scorecard, Chart 19 
shows the positions we’re currently 
holding and/or recommending, and 
the results for 2009 only.  

* NOTE:  Stocks sold in 2009 are not included.  These are our open positions only.
*
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OVERALL   PORTFOLIO  RECOMMENDATION 
      The New Year has started off with strong markets.  Many of our recommended 
stocks have risen to new highs for the year enhancing last year’s gains (see Chart 
19).  We have added five new positions this month, which are the new platinum 
and palladium ETFs as well as stocks in steel and energy (see asterisks in box).  
We have, therefore, adjusted our breakdown, see box on the right.  Some markets 
have started correcting, but it’s been moderate so far.  Don’t be surprised to see 
some near-term weakness.  This would be normal following such strong rises.  
The major trends remain up, which is most important and we recommend staying 
with your positions.  Buy new positions in the strongest stocks.  

STOCK  MARKET  RECOMMENDATION
     The U.S. and global markets continued to rise into the new year.  Many of our 
positions are also at new highs.  The markets are strong and they are poised to 
stay bullish this year, especially if the low interest rate and excess liquidity environ-
ment continues.  We will stay invested for as long as the rise lasts.  Meanwhile, 
the markets have been overbought, which means a normal downward correction 
is due following the rise since last March.  The Dow Jones Industrial Average is 
strong within the 10 month rise by staying above 10200, but the major trend will 
remain up even if it weakens to the 9000 level.  Keep your positions.  Traders may 
want to take some profits if the Dow closes below 10200.

PRECIOUS  METALS, ENERGY, RESOURCE  & THEIR  SHARES  RECOMMENDATION
The metals and resources remained strong into the new year.  Platinum, 

palladium, copper, oil and the other base metals reached new highs, and they 
may be leading gold, silver and gold shares.  If this is the case, we could still 
see one more leg up in the current intermediate C rise in gold.

The gold price has entered a stronger phase of the bull market whether or not 
the current C rise is at maturity.  It remains very strong above $1100 while the 
major trend is up above $955.  Silver and gold shares are moving with gold while 
platinum and palladium are moving in line with the strong base metals.  This whole 
sector has great potential to rise to much higher levels in the years to come.  We 
recommend buying a small position in the newly launched platinum and palladium 
ETFs, and keep your positions.  With the resource sector very strong, we have 
added new positions this month in steel and energy.  We recommend buying 
a small position in BTU, X and MT.  Keep the others.  

INTEREST  RATE  &  BOND  RECOMMENDATION
Long-term interest rates moved higher this month, hitting a seven month high.  

Far more important, they’re now at a critical juncture and the moment of truth is 
at hand.  If the 10 and 30 year yields now rise and/or stay above 4% and 4.64% 
(especially 4.75%), respectively, a mega trend change will be confirmed, which 
would be a very big deal.  These do not happen often, but when they do it signals 
that interest rates will eventually go much higher, big inflation is coming and bond 
prices will plunge.  If you have bonds, keep them for now but be prepared to sell.  
Also don’t trade one way or the other for the time being.

CURRENCIES  RECOMMENDATION
The U.S. dollar rebounded this month, which put downward pressure on the 

currency markets.  Following the strong currency rises in 2009, these markets 
were due for a breather, but the downward corrections may already be ending.  If 
so, it’ll reinforce how weak the U.S. dollar really is.  The Australian and Canadian 
dollars appear to be leading the way up, so keep the currencies you have.  The 
major trends are up, but since these markets could still go either way, once we’re 
more certain of the near-term outlook, we’ll recommend buying new positions.

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

Eldorado Gold  EGO-AMEX 
Silver Wheaton  SLW-NYSE 
iShares Silver Trust SLV-AMEX 
SPDR Gold Shares GLD-NYSE 
iShares Comex Gold IAU-AMEX 
Physical Platinum * PPLT-NYSEArca
Physical Palladium * PALL-NYSEArca
Central Fd of Can CEF-AMEX
Iamgold  IAG-NYSE
Central Gold Trust GTU-NYSE
Mkt Vectors ETF  GDX-AMEX

RESOURCE & ENERGY SHARES
BHP Billiton BHP-NYSE
RioTinto  RTP-NYSE 
Peabody Energy * BTU-NYSE
US Steel * X-NYSE
Arcelor Mittal New * MT-NYSE
Freeport McMoran FCX-NYSE
iShares Tr Glbl En IXC-NYSEArca
Diamond Offshore DO-NYSE 
Suncor Energy SU-NYSE 

U.S. & GLOBAL STOCKS
Templeton Emg Mkts  EMF-NYSE
Prshrs Dynamic Soft  PSJ-NYSEArca 
iShares S&P Tech  IGM-NYSEArca 
iShares S&P Glbl Tech  IXN-NYSEArca 
Nasdaq ETF  QQQQ-Nasdaq 
Dow Diamonds DIA-NYSEArca
iShares Mexico  EWW-NYSEArca 
SPDR Consumer Dis  XLY-NYSEArca
iShares BRIC  BKF-NYSEArca
iShares Malaysia  EWM-NYSEArca 
 

 CURRENCY  ETFs  &  FUNDS
Canadian DL Tr FXC-NYSE 
Australian Dl Tr  FXA-NYSE
Franklin Temp Hard ICPHX-NSDQ
Merk HD Cur Inv MERKX-NSDQ
Euro Currency Tr FXE-NYSE

Note:   All of the shares, funds and ETFs  are listed in order of strength in each section. 
Buy new positions in the strongest ones.  The gold and silver ETFs are listed in bold. 

20% Cash: 
Australian and Canadian dollars, 
euro or currency funds

40%  Precious Metals 
Gold & silver physical & ETFs; 

plat & pall ETFs 
& gold shares 

20%  Resource & 
Energy stocks

20%  U.S. & 
global stocks 
or ETFs

* New Positions


