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The markets moved up nicely 
this month, and 2012 is off to a 
good start.

This is a welcome relief from last 
year’s volatility and it looks like 
it’s going to continue, at least for 
a while.
OPTIMISM IN THE AIR

The precious metals and U.S. 
stocks are leading the way and 
they’re looking good. In this month’s 
issue, we’ll discuss the main rea-
sons why. Basically, optimism is in 
the air and a sense of global calm 
has become more dominant.

We know this may seem strange 
considering all the problems hang-
ing overhead, and the problems 
are still there. But for now, they’ve 
taken a back seat and sentiment 
has turned more positive.

Remember, sentiment drives 
the markets, not necessarily real-
ity. Oh sure, many times reality will 
take over and it’ll drive the markets, 
which is what happened in the sec-
ond half of 2011 as the Eurozone 
debt crisis took the driver’s seat. 
But sentiment was still in charge.

The crisis sent sentiment into a 

frenzy, which was clearly reflected 
in all the markets. But the frenzy 
eventually settled down and this too 
is being reflected in the current sen-
timent and positive market action.

In other words, investors have 
chosen to focus on the good news for 
now, even though the fundamental 
reality has not really changed. 

The Eurozone, for instance, is 
still wrestling with a massive debt 
load. And the same is true in most 
Western countries.
SENTIMENT DRIVES MARKETS

Japan is the world’s largest 
debtor (as % of GDP), yet the yen 
has been soaring for quite a few 
years. How do you explain that? 
Sentiment.

The U.S. has the most debt the 
world has ever seen. Including li-
abilities, it’s now soared to about 
$900,000 per taxpayer. That’s what 
would be needed to settle the score 
card. 

Will it happen? No. Is it danger-
ous? Of course it is, yet stocks and 
the U.S. dollar have been rising. 
Again, that’s because of sentiment.

We all know, the world is drown-
ing in debt. Last year, Europe 
grabbed the headlines but next year 
it could be the U.S. or any other 
country. Behind the surface, every-
thing is being done to avoid the day 
of reckoning.

Some of the solutions have been 
more and more loans, massive 
money creation, keeping interest 
rates low, higher taxes, shuffling 
debt around, helping the banks 

and so on… all in a global effort to 
avoid another 2008 type meltdown, 
or worse. But these measures are 
temporary band aids and they’re 
not solving the real problem.

Still, the band aid can hold for 
a while and while it does, senti-
ment turns positive. The underlying 
wound (debt), however, is festering 
but it’s okay for the time being, and 
that’s essentially what’s happening 
(see Chart 1).

Currently, for example, everyone 
is excited because U.S. unemploy-
ment is finally coming down, hit-
ting a three year low. This is good 
news, but the reality is something 
else.  Bernanke himself stated that 
the weakness in the labor market 
is underestimated.

John Williams at Shadow Statis-
tics calculates the unemployment 
rate the way it used to be done and 
it’s actually around 22%. That is, if 
you strip out the seasonal adjust-
ments, include the unemployed 
who have stopped looking for work 
and several other adjustments, the 
number is quite different.
GO WITH THE FLOW

Nevertheless, as investors, our 
reality has to be accepting the sen-
timent of the day, regardless of the 
fact that it’s not based on true real-
ity. That’s hard to do at times. 

It doesn’t mean you should ig-
nore what’s going on. But to be a 
successful investor, you have to go 
with the flow and let the markets tell 
you, not the other way around.



2 Copyright Aden ResearchFebruary 8, 2012

Published monthly by Aden Research.  Also includes access to a weekly update $250 per year.    Send all customer 
service or market related questions to Aden Research, Dept. SJO 874, P.O. Box 025331, Miami, Florida  33102-5331 or 
E-mail info@adenforecast.com   Questions will be answered in future issues.  Copyright Aden Research 2012. All rights 
reserved. The Editors may have a position in the securities recommended and may change such positions without notice.  
This publication’s sole intended purpose is to provide investment-related information and opinions to subscribers.   FREE 
WEEKLY UPDATE, Thursdays at 8 P.M.  (Eastern time). You can access it through our website,  http://www.adenforecast.
com.   To receive the market update by fax every week $160 per year for U.S. subscribers and $260 for subscribers 
outside the U.S.   FASTER NEWSLETTER DELIVERY OPTIONS: Downloading from the website, no extra charge.  Fax 
only, $65 more per year for U.S. subscribers and $170 more outside the U.S. Air Mail and Fax, $90 more per year for 
U.S. subscribers and $220 more outside the U.S. Make checks payable to Aden Research, S.A. 

In Costa Rica: 
Ph: 506-2271-2293     
Fax: 506-2272-6261

from the U.S. dial 011 first, 
otherwise dial 00 

Editors:
Mary Anne Aden
Pamela Aden

www.adenforecast.com

info@adenforecast.com

The Aden Forecast 
P.O. Box 790260 

St. Louis, MO 63179-9927

1-305-395-6141 

CHART 1

70           80           90           00           10           70           80            90           00           10

NOT A HEALTHY COMBO
U.S. UNEMPLOYMENT

That means not arguing with the 
markets. You can if you want, but 
it won’t get you very far. That is the 
actual bottom line reality, whether 
we like it or not.
STRATEGY IS KEY

This is where strategy comes in 
and it’s one important reason why 
a diversified portfolio is a must. Re-
member, don’t keep all your eggs in 
one basket, no matter how good the 
basket looks.

For now, we recommend keeping 
the largest portion of your portfolio 
in precious metals related invest-
ments because they’ve consistently 
been the strongest. But since U.S. 
stocks are looking a lot better, we’re 
increasing our stock allocation into 
some of the strongest stocks. U.S. 
bonds are also good and they should 
be held too, along with some cash in 
U.S. dollars, which can be held in a 
money market or savings account, 
ready to use as more opportunities 
emerge.

It’s also a good idea to keep 
trailing stops on your positions. 
Since we’re generally looking out 
to the months ahead, you want to 
allow for normal downward correc-
tions. Depending on what you’re 
comfortable with, we’d put the stop 
about 15%-20% below the current 
price. Then move it up as the price 
rises.

Again, if you’re diversified be-
tween several investment sectors 
and a 20% decline were to occur in 
one stock, and your stock was sold 
because you were stopped out, it 
wouldn’t hurt your overall returns 
in a big way. But if you feel that’s 
too wide, it’s okay to go with a 10% 
trailing stop.

As our longer-term subscribers 
know, we’ll usually see signs telling 
us to get out before that happens. 
But in times of panic or surprise, 
stop losses do provide a safety 

valve.
As we mentioned last month, you 

have to be prepared for whatever 
comes. The world is rapidly chang-
ing and anything is possible. But it 
always is and somehow we all get 
through it. Events just seem to be 
intensifying and that’s yet another 
reason why diversification is more 
important now than it was before.
UNCERTAINTIES HANGING 
OVERHEAD

At the moment, all eyes are 
on Iran and Israel. Tensions are 
growing fast and based on recent 
reports, Israel is preparing to attack 
Iran. We don’t know if that’s true or 
not, but we shouldn’t be surprised 
if it happens.

Rumors have it that Israel could 
attack within months because Iran 
is close to completing its objectives 
of obtaining nuclear bombs. For 
years, Iran has said they want Israel 
wiped out, several Iranian nuclear 
scientists have already been as-
sassinated and many countries are 
calling on everyone to settle down.

Meanwhile, Europe says they’ll 
jump in if the Strait of Hormuz is 
blocked, which is a small stretch in 
the Persian Gulf controlled by Iran 

where most of the Middle Eastern 
oil travels through on its way to its 
customers.

So there’s a lot at stake here, 
not just for Iran and Israel, but for 
the rest of the world too. Iran is not 
Iraq or Afghanistan. It’s different, 
more powerful, better organized, 
probably a nuclear power, a big oil 
producer and it indirectly controls 
the oil coming out of the Middle 
East.

What’s brewing has the ingre-
dients of becoming a world war, 
depending on how it’s handled and 
it warrants close attention.

The consequences for the world 
economies and the markets are also 
huge. Gold and oil, for example, 
would likely soar should this sce-
nario unfold. Stocks would probably 
drop as uncertainty again overtakes 
the new positive sentiment.

Currently, these are simply 
“what ifs,” but it does provide a 
real example of the uncertainties 
hanging overhead that we have to 
be prepared for.

Meanwhile, we’ll go with the 
trends and let the markets do 
the talking and as you’ll see next, 
they’re talking and new opportuni-
ties are emerging…

2000

U.S. FEDERAL DEBT
OUTSTANDING
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U.S. & WORLD STOCK MARKETS  
3½ year highs... dawn of bull market?

CHART 3
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always begin when things are bleak. 
That was the case in 1974 and in 
1982 (see Chart 2). Recessions were 
in force and unemployment was 
high, along with a big list of other 
problems. 

Nevertheless, stocks started ris-
ing during the depths of these hard 
times because it saw recoveries 
ready to begin.

Is that what the U.S. stock mar-
ket is again seeing? Only time will 
tell, but so far, so good. Still, the 
U.S. stock market is not yet out of 
the woods.

Since it’s now leading the rest 
of the world, this month we’ll focus 

on the most important signs to be 
watching for, because if these are 
overcome, it’ll be good news for all 
of the world’s stock markets and the 
global economy…

SIGNS TO BE WATCHING
Let’s now take a chart walk. Here 

you’ll see what we mean since the 
following charts clearly illustrate 
the importance of this bull market 
succeeding, or not, along with the 
implications of the outcome.

First, take a look at the Dow 
Industrials on Chart 3. It’s now ris-
ing above its 2011 high at 12800.  
If it can stay above that level, then 
it’ll likely continue up to its 2007 
high near 14000, which is a major 
resistance level.  We can’t stress 
enough the importance of the 
2007 highs. Why?

As many of you will remember, 
the stock market has been unable 
to truly buck these high levels since 
2000, which is when this new era 
began… an era of confusion, ups 
and downs, financial shocks, reces-
sions and crisis.

Looking again at Chart 2, you 
can see that this marked the end 
of the tech boom and a period of 
massive speculation. Prosperity 
was everywhere and people were 

The stock market surged this 
month. In fact, the S&P500 enjoyed 
its best January in 15 years!

A GREAT START
This was no small feat. It’s a 

very big deal, especially because the 
stock market has had a rough time 
over the past few years.

That was certainly the case last 
year. But as the new year kicked off, 
the U.S. stock market led the way 
and now, most of the global stock 
markets are following its lead.

The U.S. market is looking good. 
It’s bullish and strong.  We recom-
mend keeping the stocks you have 
and buying more.

BETTER TIMES AHEAD?
As you know, the stock market 

looks ahead. It’s a leading indica-
tor. When it’s strong, like it is now, 
the market is signaling better times 
ahead.

This may seem unusual consid-
ering the fact that so many people 
are unemployed and can’t find 
work. Plus, the real estate market is 
still weak, despite the roughly 30% 
drop in U.S. housing prices. Then 
there’s the debt problems, which 
continue to mushroom.

But keep in mind, bull markets 

AT $95 

11 YEAR 
HIGH!

2000
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CHART 4

LIBOR RATE (3 MONTHS)
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actually quitting their jobs to trade 
the markets. The good times were 
rolling and then it all ended in 
2000.

Since then, the stock market 
has essentially been going sideways 
and it appears as though a massive 
top has been forming for the past 
12 years. If so, then a huge stock 
market decline will follow at some 
point.

OTHER CHANGES
This new era also marked a big 

change in the relationship between 
stocks and interest rates. It used 
to be that rising interest rates were 
bad for stocks and low interest rates 
were good. But again, that changed 
in 2000 when this new era took hold 
(see Chart 4).

Note that stocks and interest 
rates have been moving together 
since then. That’s primarily because 
lower interest rates have coincided 
with recessions or financial crisis, 
so stocks declined too. And if rates 
are headed lower, as it appears, 
then stocks could suffer too. If not, 
they won’t.

And if not, then it’s also possible 

that the action since 2000 is a con-
tinuation pattern. This would be 
similar to what happened between 
1965 and the early 1980s, prior to 
the huge bull market rise. And the 
only way we’ll know for sure is if 
the U.S. stock indices can break 
clearly above their 2007 highs and 
stay above them.

Turning to Chart 3 again, you’ll 
see that Nasdaq has also broken 
above its 2007 high at 2875, surg-
ing to an 11 year high.  It too ap-
pears to be leading the way.

Caterpillar has moved above its 
resistance and that’s yet another  
very positive sign. Will the others 
follow? That’s THE question and it’s 
why we’re watching these markets 
closely.

As simple as it may seem, it 
all boils down to these resistance 
levels, and the global economic im-
plications are massive.

WORLD MARKETS LAGGING
As you’ll remember, the world  

stock markets have been lagging 
and most of them are still techni-
cally bearish (see Chart 5). But they 
all perked up this month and even 
European stocks hit a six month 
high.

Mexico and Malaysia have been 
at the forefront and they could be 
leading the way for the others. Time 
will soon tell.

For now, it’s best to focus on 
the U.S. stock market because it’s 
been the strongest. And as you can 
see on Chart 6B, it has room to 

rise further, based on the leading 
indicator for the S&P 500. But the 
long-term indicator is declining and 
this is warning that caution is still 
warranted.

Although, the market is looking 
a lot better, this has not yet been 
confirmed across the board. In 
other words, don’t go full on into 
stocks.

Plus, you have to be very selec-
tive. Most stocks aren’t doing much, 
so it’s best to go with the stronger 
ones and avoid the weak ones. 
For now, keep 20% in U.S. stocks, 
which includes a couple of new 
recommendations listed on page 12, 
until we see how this unfolds.

CHART 5
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U.S. INTEREST RATES AND BONDS
Telling a good story

CHART 8
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the global economy and 
international markets 
as well.
Bullish bonds

Plus, don’t forget that 
U.S. bonds (which are the 
flip side of interest rates) 
were the world’s best 
investment last year. 
U.S. government bonds 
gained 26%, based on a 
composite of over 10 year 
bonds, and there were 
very few investments that reached 
anywhere near those levels in 2011. 
While we don’t expect to see a repeat 
performance in bonds this year, we 
can’t rule it out… Why?

•The bull market in bond prices 
remains intact (see Chart 7). Yes, 
it’s been stalling in recent months 
but the major trend remains up for 
bonds (down for interest rates).

That’s been the case since 2000 
and it still is (see Chart 8A). This 
means bond prices could go higher. 
That’ll continue as long as the ma-
jor trend stays up and bonds hold 
above their 80 month moving aver-
age, the mega trend identifier.

•U.S. bonds have also become 
the world’s safe haven. And even 
though the crisis in Europe has 
calmed down somewhat, the situ-
ation has not gone away. Everyone 
is still jittery because whatever hap-
pens in Europe will affect the global 
economy.

This has kept upward pressure 
on bond prices. And during times 
of intense concern it’s pushed 
bonds up sharply. So as crazy as 
it sounds, the government is now 
considering having investors pay for 
the privilege of holding U.S. debt.  
Obviously, they’ve been watching 
this big new demand.

Last August, for example, the 10 
year yield was at 2.82% (see Chart 
9A). That’s when the S&P lowered 
the U.S.’s credit rating from AAA 
for the first time ever. Normally, 
that would’ve spooked investors, 
but the world was so nervous and 
uncertain, it didn’t seem to mat-

Interest rates are boring. That’s 
what most people think. In fact, we 
have a long standing joke with some 
of our friends about interest rates 
because we totally disagree. They’re 
not boring at all.
INTEREST RATES: Very telling

While it may seem hard to be-
lieve, interest rates are one of the 
most interesting markets around. 
Not only do they help determine 
which way many of the markets 
are headed but they’re also great 
economic barometers.

In other words, interest rates will 
always provide a good reading of the 
big economic picture… that is, if 
it’s healthy, growing, struggling, in 
trouble, inflationary, deflationary, 
slowing and so on. This in turn lays 
the groundwork for the markets 
themselves.

Since interest rates all over the 
world generally move together, this 
applies not only to the U.S., but to 

ter. In the months 
that followed, the 10 
year yield dropped 
sharply, down to 
1.85%. It’s still gen-
erally holding near 
those lows, but this 
month interest rates 
started creeping up 
again.

Europe stepped 
back from the brink, 
at least a bit, which 
eased the need for a 

safe haven. In addition, there were 
some consistent signs showing 
economic improvement for the first 
time in a long time. Stocks were ris-
ing and these factors alone reduced 
the demand for bonds… And then 
the Fed stepped in.

•The Fed stated they will keep 
interest rates near zero through 
2014. This is much longer than 
most people expected, so interest 
rates again headed lower and bond 
prices rose.

As we’ve mentioned before, the 
Fed can control short-term inter-

CHART 9

LEADING INDICATOR (MEDIUM-TERM)
Bearish below zero line & downtrend

10 YEAR YIELD: 
Holding near the lows

TEMP.  OVERBOUGHT         AREA

OVERSOLD               AREA     

A

B

      2007        2008      2009       2010       2011

%

2008

2007

HOLDING NEAR 
2008 LOWS

4½ YEAR DOWNTREND

2008



6 Copyright Aden ResearchFebruary 8, 2012

CURRENCIES
U.S. dollar: Taking a back seat... for now

Reinforcing this, the leading in-
dicator has again turned down (see 
Chart 9B). Since it usually leads the 
way, it’s also telling us that interest 
rates will likely stay low in the weeks 
and months ahead.

If the 10 year yield breaks clearly 
below its 2008 support level near 

est rates, but not long-term rates 
because they’re basically free mar-
ket rates. But this statement was 
so specific and long-term, it drove 
long-term interest rates down too.

As our good friend Chuck Butler 
pointed out, the U.S. is following the 
Japanese example. Japan passed 
stimulus after stimulus and kept 
interest rates near zero for over a 
decade but their economy stayed 
stagnant and deflationary. Is that 
what lies ahead for the U.S.?
COPPER LEADING?

It could be… and Chart 10 
provides a good example of what 
we mean… Here you’ll see the 30 
year yield, along with the prices of 
lumber and copper, which generally 
move together.

As you know, copper is the global 
economic barometer and it’s been 
rising. This is good news and it sug-
gests the world economy is starting 
to rebound again.

Lumber is a barometer for real 
estate and building. And the fact 
that it appears to be bottoming is 
also positive.

Now, take a look at the 30 year 
yield… It too appears to be bot-
toming, which would coincide with 
the action in the other markets, 
as is usually the case. But if inter-
est rates are being artificially held 
down, which they are, then there’s 
a good possibility that rates could 
head even lower. 

If so, this would strongly sug-
gest that the Fed and free markets 
remain very concerned about the 
economy, and it’s on thin ice, despite 
the improving economic signs.

CHART 10
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1.75%, it would confirm that rates 
are going lower. As for the 30 year 
yield, it too would confirm this be-
low 2.75%.
THE BOTTOM LINE IS...

The global economy is still at a 
critical point. It’s improving but it 
could stumble.

On the brighter side, the econo-
my is starting to recover, at least for 
the time being. The stock market is 
signaling this but it won’t confirm 
until the 2007-08 highs are clearly 
broken on the upside.

But overall, things have certainly 
settled down compared to a few 
months ago. The big question now 
is, will this improvement continue? 
And if it does, will the recovery be 
lackluster?

If the U.S. is indeed following in 
Japan’s footsteps, the recovery will 
not be robust. That goes for the U.S. 
and most of the Western world. Stag-
flation will be the name of the game 
and the main reason why will be the 
huge debt load that’s dragging on all 
of the Western economies, increas-
ing deflationary pressures.
LOW RATES ON HORIZON

Whatever the outcome, it’s pretty 
obvious that low interest rates will 
be with us for some time to come. 
That being the case, keep your 
bond positions. Meanwhile, the 
downward correction in bond prices 
we were expecting appears to have 
been postponed. If you want to buy 
new U.S. government bond posi-
tions, it’s okay to buy now and on 
any upcoming weakness.

All eyes are on Europe, but not 
as intensely as they were before. 
Nevertheless, the Eurozone is still 
driving the currency markets, in 
one way or another.

Greece again took center stage 
this month. Would it default or not? 
Would the Greeks let the Germans 
tell them what to do? How much 

austerity could they take? Would 
Greece withdraw, or get kicked out 
of the European Union?

These questions and more were 
being tossed around all month. But 
despite the uncertainties, a sense of 
calm settled over the markets and 
currency investors weren’t as des-
perate as they previously were.

There were several reasons for 
this… In spite of the credit down-
grades of nine Eurozone countries, 
including France, there was better 
economic news out of Germany. 
Plus, several successful bond auc-
tions in Italy, Spain and Greece 
eased tensions, along with the 
determination of the Euro leaders 

IS COPPER 
LEADING?
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to fix the problems, and the IMF’s 
active involvement to provide the 
funds needed.
U.S. DOLLAR:  Taking a breather

The end result was that after fall-
ing steeply for the past few months, 
the euro moved up this month. At 
the same time, the U.S. dollar de-
clined. This is not unusual following 
the nearly non-stop moves in both of 
these markets, and it didn’t change 
the primary trends, which remain 
down for the euro and up for the 
U.S. dollar.

For that reason, we continue to 
recommend keeping your cash in 
U.S. dollars for the time being. It’s 

been the world’s safe haven cur-
rency and it still is. But with the 
world on vulnerable footing, any-
thing remains possible.
VULNERABLE EUROZONE

The Eurozone problems, for 
example, have not been solved. 
They’ve been temporarily plugged, 
but the dam is still leaking and we 
don’t know how long it will hold. At 
the first signs of real trouble, we’re 
fairly certain investors would again 
swarm into U.S. dollars.

Even though the U.S. has its 
own serious financial problems, 
the economy is showing improve-
ment and it’s looking a lot better 
than most other countries, espe-
cially compared to the scary ups 
and downs in Europe.

The key now is the 81 level on 
the U.S. dollar index, and that’s 
what we’re watching (see Chart 
11A). If the dollar can rise and stay 
clearly above 81, it’ll be headed 
much higher. The mega trend would 
then be up, indicating that the 
four year support was essentially a 
springboard for higher prices.

Will it, or won’t it break above 
this level? That’s the big question 
and there are pros and cons on 
both sides… Having just generally 
reviewed the bottom line pros, here 
are the primary cons…

U.S. interest rates are low and 
they’re going to stay low in the years 
ahead. With the world finally calm-
ing down, this made higher yield-
ing currencies more attractive this 
month, driving some of the other 
currencies higher (see Chart 12).

Another important negative is 
the fact that more of the world’s 

big powers have been (and are) tak-
ing action against the U.S. dollar. 
They’re basically trying to protect 
themselves and they’re becoming 
far more active.
U.S. DOLLAR: SLOWLY LOSING 
RESERVE STATUS

For several decades, the U.S. dol-
lar has been the reserve currency of 
the world. That is, most countries 
have their savings (reserves) in U.S. 
dollars, or at least a big chunk of 
their reserves. But the U.S. dollar 
has been falling sharply since the 
early 1970s.  

Increasingly, more countries 
have been easing out of dollars 
and diversifying their reserves into 
other currencies and gold. Dozens 
of countries have also been making 

27 YEAR RESISTANCE
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95                   00                   05                  10
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METALS, NATURAL RESOURCES & ENERGY
Gold’s bull market turns 12 years old!

trade deals directly between 
themselves, following the lead 
of China and Russia, who’ve 
been doing this for a while. 

In other words, we’ll buy 
your corn and you buy our 
lumber, and we’ll use our own 
currencies, thereby eliminating 
the U.S. dollar from the trans-
action. Now picture this on a 
massive global scale, which 
is what’s happening, and it’s 
eroding the U.S. dollar’s re-
serve status. That’s certainly 
true in the case of oil.

Since oil is the world’s life-
line, everyone needs it, but it’s 
internationally priced in U.S. 
dollars. Recently, India made 
its own deal with Iran, and now 
India, China and Russia are 
all buying oil with either their 
own currencies or gold, instead 
of dollars.

Over the long haul, this will 
be very bearish for the U.S. dol-
lar as more countries head for 
the dollar exits and you can’t 
really blame them.

The U.S. dollar has dropped 
about 80% against the major cur-
rencies since the 1970s and this 

keeps being created to pay for 
all of the expenses. That’s why 
it’ll be so important to see if 
the dollar can buck this mega 
trend, even if it’s only for a 
while.
COMMODITY CURRENCIES

If it does, there’s a good 
chance the stronger com-
modity currencies will suffer 
(see Chart 13). These cur-
rencies have been holding 
up the best during this time 
of dollar strength. But using 
the Canadian dollar as an 
example, if the U.S. dollar 
heads higher, the Canadian 
will  probably decline since 
they generally move in op-
posite directions.

The same is true of the 
Australian dollar (see Chart 
14). As you can see, its lead-
ing indicator is declining, sug-
gesting the days of a strong 
Aussie dollar may be nearing 
an end.

This is why we’re avoid-
ing the global currencies for 
now. This could change if we 

see more evidence to the contrary, 
but not yet.

Who would’ve believed a decade 
ago that the gold price would be over 
$1,700 in 2012?  Not many. But 
here we are and gold’s bull market 
is as strong as ever. 

2012 started off with a bang.  
Gold and silver had their best start 
to a new year since 1983.  Gold has 
risen 14% since its late December 
lows, while silver has gained 25%.  

Investment demand has been 
strong in January.  The U.S. Mint 
sold the most American Eagle gold 
coins in a year.  And its Silver Eagle 
coin sales were just as impressive.  
Chinese investors bought coins at 
the fastest pace in over 10 years. 
Plus, holdings in ETFs are now ex-
ceeding the reserves of all but four 
central banks.

Within all this strong demand, 

we still hear that gold is in a bubble. 
As you know, we do not believe this. 
Instead, we believe gold entered a 
stronger phase of the bull market 
in September 2009.

It’s impressive that gold rose 
170% from the low of the 2008 
financial crisis to its peak last Sep-
tember.  But then declined a mere 
19% to last December’s lows, only 
to start 2012 with another push 
upward.  This truly reflects a stron-
ger phase.

Just because gold’s been rising 
for 12 years has nothing to do with 
a bubble. Look no further than the 
stock market, for example, when it 
rose from 1978 to 2000. 

This time gold’s bull market was 
initially camouflaged by the rising 
stock and real estate markets.  It ac-

tually wasn’t until the stronger gold 
phase started when more people 
took notice of this bull market.
GOLD & INTEREST RATES

Many also say that low interest 
rates have been a positive environ-
ment for the rising gold price. This 
has been true over the last 12 years. 
But if you look at the historical re-
lationship between gold and the 30 
year yield, you’ll see differently.

Chart 15 shows this clearly. Note 
that gold and interest rates (A & 
B) rose together during the 1970s. 
In fact, gold peaked when interest 
rates were at double digit levels. 
They then both declined together 
for about 20 years from the early 
1980s to 2000.

Why did gold and interest rates 

mega trend will likely remain in 
force as debt piles up and money 

CHART 14
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CHART 16

GOLD IN YEN 
TERMS
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gold reaching record highs. In other 
words, platinum never completely 
recovered from the sharp fall in 
2008.

Gold now costs well over $100 
more than platinum. This has rarely 
happened in the past and it’s saying 
either that platinum is a great buy, 
or gold is in its own league during 
these unprecedented times.

A similar situation is happen-
ing with gold shares. Chart 19A 
shows the ratio comparing gold 
to gold shares since 1992. The 
ratio jumped up sharply during 
the 2008 crisis when gold strongly 
outperformed gold shares. And 
it’s happening again. Gold started 
strongly outperforming gold shares 
last year and it’s now at the same 

rise together back in the 1970s?  It’s 
easy to understand when you add 
inflation to the mix. 

Chart 15C shows the real story, 
comparing gold to the real 90-day  
T-Bill rate. That is, the T-Bill inter-
est rate minus inflation. 

The bottom line is… gold rises 
when real rates are NEGATIVE, or 

near negative (below 
zero). Note how gold 
rose in both time peri-
ods, in the 1970s and 
since 2000, while the 
T-Bill rate was negative 
most of that time.  

This means that as 
long as the T-Bill rate 
is lower than the an-
nual inflation rate (us-
ing the CPI), it will be 
positive for gold. This 
alone suggests that 
gold has much further 
to go in the current low 
interest rate environ-
ment.
GOLD: A great invest-
ment compared

In fact, it’s pretty 
hard to beat gold as a 
great investment. It’s 
been stronger than the 
currencies, the stock 
market, gold shares and 
the other metals.  

First, note on Chart 
16 that gold reached 
a new high compared 
to the yen last year.  
Gold has been strong 
versus the yen, in spite 
of a strong yen itself.  
The yen’s been rising 
in a bull market since 
2007, yet gold has been 
better.

Moving on to the stock market, 
you can see gold has been the 
stronger investment since 2002 
when the ratio between gold and 
the Dow Industrials rose above its 
mega moving average (see Chart 
17).  The ratio has been rising 
steadily since then, reaching a new 
high last year.

Interesting, is how platinum and 
gold shares fell by the wayside when 
gold rose sharply last year. Chart 
18 provides a good example.  Note 
that platinum clearly outperformed 
gold from 1999 to their peaks in 
2008. Then platinum fell much fur-
ther than gold did during the crisis, 
which also changed its strength.

Platinum went on to rise with 
gold from the 2008 lows but they 
rose at the same speed until last Au-
gust when they parted ways. Plati-
num fell back, in sharp contrast to 

CHART 17
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GOLD CHEAP VS SILVER

CHART 21

LOOKING GOOD!
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level it reached during the heat of 
the 2008 crisis.  

Then it was all about saving the 
financial system. Today it’s about 
saving countries. This ongoing 
debt crisis practically guarantees 
a higher gold price for the next few 
years.

Silver is the only precious metal 
that has outperformed gold. (See the 
ratio on Chart 19B.) 

Over the last 20 years, the ratio 
has moved from the 80 level down to 
the 40 level and back again. When 
the ratio is near 80, gold tends to 
be expensive compared to silver. 

Conversely, when the ratio is near 
40, silver is too strong compared 
to gold.

The ratio dipped below 40 last 
year when silver soared. It has since 
been rising as gold catches up to 
the silver rise. Gold could continue 
outperforming silver in the short 
term, but silver will likely again 
eventually take over.

We like both gold and silver, to 
buy and hold. Selective gold and 
silver shares are also good.
SILVER BIG PIC

Silver’s big picture is bullish and 
its rise since 2003 is eerily similar 
to its 1970s rise. Chart 20 shows 
this well. Silver is getting closer to 
the top side of the mega 43 year 
upchannel, but even so, it’s still 
poised to rise further, possibly 
overshooting this channel like it 
did in 1980.

Chart 21A shows a closer view.  
Here you can see silver’s upchannel 
since 2006 when the bull market 
strengthened. Silver shot up ap-
proaching its record high last April 
when it reached $48.59. It has 
since been coming down, and silver 
became an excellent buy when it 
dipped below $30.

It’s now rising from a low area 
(B), while silver is trying to rise back 
above its 65-week moving average. 
This shows that silver has room 
to move higher in the upcoming 
months. 
GOLD SHARES: Bottoming

Gold shares look like they are 
not only bottoming compared to 
gold, but they also look good on 

their own. They had a 
disappointing year last 
year, but as Chart 22 
shows, they too look 
poised to rise.

They’ve been rising 
from the bottom side of 
the three year upchan-
nel. And the indicator 
has room to rise fur-
ther. If the XAU index 
now rises and stays 
above its 65-week mov-
ing average at 206, a 
renewed rise will indeed 
be underway, and the 
high areas of a year ago 
could be attained.

GOLD TIMING: “A” underway
Gold recently reached an 11 

week high and an intermediate rise 
we call “A” is clearly underway. So 
far, this 14% rise is a good looking 
solid rise, and it’s moving within 
the norm of prior A rises (see Chart 
23A).

“A” rises tend to be moderate. 

CHART 22
GOLD SHARES: Poised to rise
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CORRECTION ABOUT OVER?
CRB COMMODITY    CRUDE OIL                PALLADIUM                 PLATINUM 

CHART 25

CHART 24
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They will usually recoup a good part 
of the D decline, but they normally 
don’t reach new highs for the move. 
This means if gold reaches the 
$1800 level, or possibly even tests 
its record highs near $1900, this 
will be a normal bullish A rise. 

If gold, however, reaches a new 
record high during this A rise, the 
market would be super strong and 
a take-off type of rise would be un-
derway. This is something to keep 
in mind, especially with geopolitical 

tensions growing.
Meanwhile, the ‘A’ 

rise will remain firm by 
staying above $1690.  
A rises, like B declines, 
tend to be the time 
when gold consolidates 
its previous strong C 
rise and sharp D de-
cline.

So barring any jolt 
to the system, don’t be 
surprised to see gold 
move within its $1560 
and $1900 level for a 
few months.  A break 
out of this area will 
clearly point the way 
for the next move.
RESOURCE & EN-
ERGY

Investing in com-
modities is expanding 
at the quickest pace 
in six years, thanks 
to signs of rising glob-
al economic growth. 
Raw materials are re-
bounding from their 
first annual drop in 
three years on growing 

signs the world will avoid another 
recession.

Europe’s widening debt crisis, 
however, is putting a bit of a damper 
on optimism as it’s still to be seen if 
it drags down the global economy.

But low interest rates are help-
ing to boost enthusiasm and confi-
dence. So far, the global economy is 
coming along, and the commodity 
market and base metals reflect this. 
We’ll continue to take this one step 
at a time, and for now, copper is 

looking good, and it also has room 
to rise further.

Note on Chart 24A copper has 
risen 20% in seven weeks and if 
it now rises and stays above $4, 
it could rise to the top of its rising 
wedge, near $4.60. The leading 
indicator, B, has room to rise fur-
ther before it’s overbought, which 
is saying this level is likely to be 
reached.

Platinum and palladium are ris-
ing with gold and copper. They’re 
looking better, but once they rise 
back above their 65-week moving 
averages, they’ll again turn bullish 
(see Chart 25).

Crude oil has been moving 
sideways since last year. It’s hold-
ing firmly within a major uptrend.  
Once oil breaks and closes above 
last year’s high near $114, it’ll likely 
shoot up.

Oil is the world’s hottest com-
modity and any disruption in supply 
would surely cause oil to soar. 

One good way to take advantage 
of a rising oil price is using an op-
tions strategy designed by our dear 
friends Sue Rutsen and Bob Meier.  
It’s a long term strategy and if you’d 
like to read more about it, call them 
at 800-3457026 and ask for their 
free special report. We don’t receive 
anything for this, but they are the 
best options strategists we know.

At 622
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OVERALL   PORTFOLIO  RECOMMENDATION 

    The new year started off on a good note.  Stocks surged with the Nasdaq hit-
ting an 11 year high.  Gold and the precious metals are moving up too.  Interest 
rates are staying low, keeping upward pressure on U.S. bond prices and the U.S. 
dollar remains strong.  The global economy is looking better and positive senti-
ment has become more dominant.  Our recommendations are doing well and this 
month we’re increasing our U.S. stock allocation, buying new positions in some 
of the strongest stocks.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
    Gold and silver had their best start to a new year since 1983.  Both metals are 
in big demand, they’re strong and poised to rise further.  Gold and silver shares, 
along with the other metals are all likely headed higher in the weeks and months 
ahead.   
     Gold is currently in an “A” rise and these tend to be moderate.  Gold will prob-
ably reach the $1800-$1900 level as its next target.  If gold hits a new record 
high, it’ll be super strong.   For now, it’s firm above $1690.  Silver and the XAU index will be very strong once they rise 
and stay above $34 and 206, respectively.  
     Continue to buy and hold gold, silver, and the gold and silver shares we recommend, which are listed below.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
    The stock market surged this month.  The S&P 500 enjoyed its best January in 15 years, Nasdaq surpassed its very 
important 2007 highs and it appears to be leading the way.  The U.S. market is looking good.  It’s bullish and strong and 
most of the global stock markets are now following its lead.  But stocks are not out of the woods yet and it’ll be important 
to see if the other U.S. stock indices can also break above their 2007 highs.  If so, the market would then be very bullish.  
Currently, we recommend increasing your U.S. stock position to 20% of your total portfolio, but you have to be selective.  
Buy new positions in Nasdaq 100 (QQQ), S&P Biotech (XBI) and DJ U.S. Medical Devices (IHI), as well as CAT, XLY 
and DIA.

CURRENCIES  RECOMMENDATION
    The currencies rebounded some this month and the U.S. 
dollar declined.  This is not unusual following the nearly non-
stop moves in these markets.  But the primary trends remain 
down for the euro and up for the U.S. dollar.  And even though 
the currencies may rise further in the weeks ahead, we rec-
ommend keeping your cash in U.S. dollars for the time being.  
This month, however, we’re lowering our cash position to 20% 
of your portfolio (from 25%) to buy more U.S. stocks.  If you 
have UUP (the U.S. dollar bullish index), sell it.

INTEREST  RATE  &  BOND  RECOMMENDATION
    The bull market in bond prices clearly remains intact.  Inter-
est rates remain low and the Fed stated they will keep rates 
near zero through 2014.  This suggests interest rates will likely 
decline further in the months ahead.  This would be confirmed 
if the 10 year yield breaks clearly below 1.75%  This is keep-
ing upward pressure on bonds, so keep the bonds you have 
and TLO.  The downward correction we were expecting ap-
pears to have been postponed.  If you want to buy new U.S. 
government bond positions, it’s okay to buy now and on any 
upcoming weakness.

Note:  The shares, funds and ETFs  are listed in the box in 
order of strength per each section. Keep the ones you have 
on the list. 

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

Central Fd of Can CEF-AMEX TSX:CEF-A 
New Gold NGD-AMEX TSX:NGD 
Randgold Res  GOLD-Nasdaq
Central Gold Trust GTU-AMEX 
SPDR Gold Shares GLD-NYSE  HKE:2840
iShares Comex Gold IAU-NYSE  
Silver Wheaton  SLW-NYSE TSX:SLW
iShares Silver Trust SLV-NYSE
Royal Gold RGLD-Nasdaq  TSX:RGL, FSX:RG3 

U.S. STOCKS
Nasdaq 100  QQQ-Nasdaq *
S&P Biotech XBI-NYSE *
Caterpillar  CAT-NYSE 
SPDR Consumer Dis  XLY-NYSE 
Dow Diamonds  DIA-NYSE
DJ U.S. Medical Dev IHI-NYSE*
  

BONDS  FUNDS
Barclays LT Treasury TLO-NYSE 

20% Cash 
US dollar   

40%  
Precious Metals 
Gold & silver physical 
& ETFs & gold & silver shares 

20%  Long-term 
U.S. government 
bonds

20% 
U.S. Stocks/Resource 

*  New Positions


