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 The new year is starting off on 
a wild ride. Stocks are surging and 
gold is dropping. Meanwhile, the 
global economy is looking good and 
inflation is under control.
UPSIDE DOWN

This all comes on the heels of 
massive debts, deficit spending, 
worldwide easy monetary policies, 
and a tug of war between deflation 
and inflation that’s been going on 
for years.

Due to the enormous amount of 
money that’s been created, we’ve 
been anticipating inflation, which 
would be the normal effect. But 
it hasn’t happened, despite four 
years of QE programs. And gold’s 
weakness is suggesting it may not 
happen for the time being.

For now, this is turning econom-
ic fundamentals upside down. 

Could it be the Fed has suc-
ceeded in boosting inflation free 
economic growth with all the li-
quidity it’s providing, and all will 
be well?

Increasingly, it looks that way. 
Perhaps the deflationary pressures 

and the declining money velocity are 
keeping a lid on inflation. At this 
point, we’re not sure but like we’ve 
always said, you have to go with 
the flow. That is, watch and listen 
to what the markets are telling you 
and then go with them. 

So what are they currently say-
ing?
STOCK MARKET:                  
Looking ahead to better times

Stocks are signaling a better 
world economy over the next six 
months to a year. It’s telling us 
that growth will stay on course 
and that’ll be especially true if the 
S&P500 and Dow Industrials break 
out into new record high territory.

We all know that stocks could 
keep rising because there’s so much 
liquidity in the economy. And if they 
hit new highs, it’ll simply reinforce 
the good news we’ve been seeing, 
regardless of the debt or anything 
else. Remember, the market is 
the ultimate judge and that’s why 
we’re raising our stock position this 
month.

The same is true of gold. It 
“should be” rising due to these same 
fundamental factors, but it’s not. 
We could debate this all day long 
but here too, you have to go with 
the market action and as you’ll see 
in this month’s Metals section, we’re 
lightening up on our holdings.

This strategy change is war-
ranted because gold broke below 
important levels this week.  The 
market is far more vulnerable than 
it was before and caution is also 

clearly warranted.
We believe that gold will eventu-

ally head higher and the 12 year 
bull market will continue. But for 
now it’s been postponed, gold will 
likely fall further and it’s still to be 
seen how long this delay will last.
HISTORICAL BULL MARKETS 
COMPARED

Looking at the historical bull 
markets of the past, you can see 
what we mean (see Chart 1).

Since the 1970s there have been 
10 big bull markets in everything 
from stocks, bonds, land and gold. 
The average gain during these bull 
markets has been about 1000%.

The current upmove in gold that 
started in 2001 has been slow and 
steady, and gold has only gained 
660%, which is modest compared 
to the other bulls. Plus, there have 
been no signs of a bubble, which is 
also pretty common during big bull 
markets.

Once bull markets really get go-
ing, investors tend to stampede into 
the market, driving prices sharply 
higher and creating a market bub-
ble. These mass emotions get the 
crowds all worked up. It happens 
in the markets and in nature.
STAMPEDES START WITH ONE

We saw this firsthand in 1989 
when the first East Germans start-
ed going to Austria. Soon the hun-
dreds turned into thousands, then 
a stampede of tens of thousands 
and the Berlin Wall fell shortly 
thereafter.
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Albert Einstein                            
on Crisis and Change

A crisis can be a real bless-
ing to any person, and to any 
nation.

For all crises bring progress. 
It’s in crisis that invention is born, 
as well as discoveries, and strate-
gies. Whoever overcomes a crisis, 
overcomes himself, without being 
overcome. 

There is no challenge without 
a crisis. Without challenges, life 
becomes a routine, a slow agony. 
It is in the crisis where we can 
show the very best in us. To speak 
about a crisis may promote it. 
Not to speak about it perpetuates 
conformism. Let us work hard 
instead.

Animal migrations are simi-
lar. Following the first rainfall 
in Costa Rica each year, the 
crab migration starts slowly 
but eventually millions of 
bright orange crabs come out 
at night, forming what looks 
like an orange carpet. Then 
they’re gone in the morning 
just as fast as they came.

The story is similar with the 
wildebeest in Africa. It takes 
the first one to jump into the 
Mara River, then a few more 
and the masses become an 
avalanche of animals crossing 
for as far as the eye can see.

Market bubbles are the same. 
What is the tipping point? It’s rarely 
crystal clear but if we take the 
current stock market action, new 
record highs could certainly be the 
trigger.

As for gold, we feel it’ll eventually 
happen and it could be due to dollar 
weakness, the worsening underly-
ing debt fundamentals, inflation, 
uncertainty or a random event.
GERMAN GOLD: Is it there?

For example, one event that 
should’ve made headlines this 
month but didn’t was the gold story 
out of Germany. It’s big and the 
repercussions could be long last-
ing and widespread. Time will tell, 
but in case you missed it, here’s a 
quick recap…

During the Cold war, Germany 
decided to keep a big chunk of its 
gold reserves at the New York Fed-
eral Reserve bank for safe keeping, 
and that’s where it’s been for over 
50 years. Germany also stored gold 
in Paris.

During that time, the Germans 
tried to audit their NY gold sev-
eral times but the bank refused. 
As you’d expect, public pressure 
mounted for the gold to come home 
and last Fall the German courts 

officially requested an inspection 
of its gold.

The bottom line is, the Germans 
now want their gold back, but the 
Fed and the Banque de France 
will not complete the delivery of 
Germany’s 674 tons of gold until 
2020. This in turn has raised a lot 
of questions…

Most specifically, is the gold re-
ally there? And if it is, why will it 
take seven years to deliver it? Ru-
mors are flying and this is fueling 
global uncertainty.

SAFETY AND DEMAND
The biggest concerns involve 

safety. As Pimco head Bill Gross 
noted, “could it be that central 
banks don’t trust each other”? It 
certainly looks like it and if so, other 
central banks will start asking for 
their gold too.

In the meantime, central banks 
are now buying the most gold in 50 
years. There’s a reason for this… 

Russia has been quite open 
about it, saying they’re looking 
to diversify out of paper curren-
cies, which they feel are risky, and 
they’ll continue buying gold. China 
is doing the same and so are other 
emerging countries, and this is bull-

ish for gold.
Whether this is the end of the 

German scandal, or the begin-
ning of a global change remains 
to be seen. But in either case, 
there are straws in the wind in-
dicating that central banks are 
growing more uncertain about 
their reserves.

This simply reinforces that 
we should follow Germany’s 
example. As we’ve mentioned 
before, we believe it’s best to 
hold physical gold and silver. 
Take delivery and keep the gold 

in your possession. That’s the best 
route to take.

Okay, but where to keep it? If you 
have a safe place at home, that’s 
good for some of your metals. You 
can also keep some in a safety de-
posit box at your local bank.

And even though we are selling 
some  of our metals position this 
month, diversify the precious metals 
holdings that you are keeping. 
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U.S. & WORLD STOCK MARKETS  
5 year highs, 12 year highs and record highs

CHART 3
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Like the energizer bunny, the 
stock market keeps on going and 
going. Without a doubt, this month 
the market was truly impressive, 
resulting in the best January since 
the 1980s.
WILL S&P 500 FOLLOW TRANS 
TO RECORDS?

The Dow Jones Transportations, 
which has been the market leader, 
hit a new record high and then it 
kept going (see Chart 2). The Nas-
daq also surged higher, hitting a 12 
year high. It too has been a market 

leader and the others followed.
The S&P500 broke through the 

1500 level, hitting a new five year 
high. And we’re now waiting to see 
if it can surpass the all important 
1550 highs, which were reached in 
2000 and 2007 (see Chart 3). If it 
does, it will be a huge deal. Why?

The S&P500 is the popular stock 
index and 1550 has been a big resis-
tance area. In 2000, it marked the top 
of the tech stock boom and stocks 
then fell sharply. 

In 2007, it coincided with another 
important top that preceded the 
stock plunge during the financial 
crisis and the worst recession since 
the Great Depression. 

So if the S&P is able to break 
above this level, it will show ex-
treme strength for the entire stock 
market, both domestically and 
internationally.

As for the Dow Industrials, it 
too is rapidly approaching its all 
time high at 14164. As you know, 
the Dow is also widely followed 
and if it’s able to break this 2007 
high it will have the same effect. 
That is, it’ll attract a lot of positive 
attention.
BURST OF OPTIMISM

This is already happening and 
that’s why we’re raising our stock 
position this month (see page 12). 
Stocks are surging higher on a sea 
of global liquidity and low interest 
rates provided by the world’s central 
banks.

Investors are pouring into the 
markets at a pace last seen five 
years ago. They see the global 
economy improving and stocks ris-
ing, and they don’t want to be left 
behind. So sentiment is now the 
most bullish in nearly four years 
and investors are taking on more 
risk.

In the meantime, investors are 
focusing on the good news, such 

CHART 2
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as better corporate earnings, and 
they’re ignoring the bad news. The 
debt ceiling, for example, came and 
went, and it was essentially a non-
event. 
NOT EXPENSIVE

Despite this enthusiasm, the 
stock market is not too expensive 
or at a speculative level, like it was 
in the late 1990s. In those days ev-
eryone was in the market and stock 
talk was all you ever heard. Day 
traders bragged about their profits 
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CHART 5
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all bullish and for the most part, 
they’re poised to rise further (see 
Charts 4 and 5).

Just this month, for instance, 
Hong Kong shares hit a 2+ year 
high and Japan reached a four year 
high. European stocks also surged 
to multi-year levels and so did many 
of the emerging markets. Several 
are at new record highs.

So far, the best performer this 
year has been Venezuela. Argentina 
and Greece are in the top five too, 
but as we’ve mentioned before, we 
wouldn’t invest in these top per-
formers. Like in previous years, the 
top global performers are usually 

very risky.
The only exception is Vietnam, 

which is also in this year’s top five. 
It’s an emerging market that has 
several positives going for it now  
and into the future, and it’s worth 
buying with a small portion of your 
stock portfolio.
INCOME BASED STOCKS

Currently, with interest rates so 
low, many investors are also look-
ing for good stocks that pay decent 
dividends. As our friend Steve Sjug-
gerud has often mentioned, in this 
case you want to look for stocks 
that have a global presence and 
a niche in their market. You also 
want a stock that is financially solid 
and has a history of paying good 
dividends. 

A couple of companies that fit 
this bill are Microsoft, Johnson & 
Johnson and Coca Cola. As the 
stock market moves higher, these 
stocks will too and they pay out a 
dividend of about 3%. 

Combined with PG and AEP, 
which pays over 4% and we already 
own, these are basically buy and 
hold stocks.  Income would be your 
primary objective.

In the meantime, stocks have 
risen far and fast. This means that 
some sort of downward correction 
would be normal at this point. If 
so, don’t be alarmed because the 
bull market will remain in force 
with the Dow Industrials, S&P500 
and Nasdaq above 12950, 1375 
and 2950, respectively. Use weak-
ness to buy new positions.

and many people quit their normal 
jobs to trade stocks.

Currently, that is not the case. 
This tells us that the stock market 
rise still has further to go, but that 
has not yet been reconfirmed. It will 
be, however, if the S&P500 and the 
Dow Industrials break out to new 
record highs.

Our leading indicators are sig-
naling this will likely happen soon 
because they are not overbought 
and they have room to rise further 
(see the S&P as an example on 
Charts 3B and C). As long as that’s 
the case, stocks will head higher.

UP, UP & AWAY
There’s no question that the ac-

tion so far has been very bullish. 
And if the S&P500 and the Dow 
Industrials follow the Transporta-
tions and also hit new record highs 
it would also be a Dow Theory bull 
market confirmation.

That would likely be the trigger 
for even more investors to pile into 
the stock market. It would also 
likely fuel a speculative phase that 
could eventually take stocks far 
higher than most are anticipating.

The bottom line is, the underly-
ing foundation is currently bullish 
for stocks. Barring a financial acci-
dent, if interest rates stay low, which 
is almost certain, and the global 
economy keeps chugging along, then 
the upside is wide open for the stock 
market in the months ahead.
IT’S A GLOBAL BULL

The global stock markets are 
reinforcing this as well. They’re 

HONK KONG
HANG SENG

2007
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U.S. INTEREST RATES AND BONDS
 Yields hit 10 month high: Turning up

CHART 8
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ber has soared nearly 260% over the 
past four years. Plus, the Fed will 
add another trillion in bonds to this 
total by year end.

Normally, this would keep long-
term interest rates low, and it did 
in recent years (see Chart 6A). But 
that’s no longer the case. Why?

One reason is because stocks 
have been rising and the upmoves 
have been impressive. So investors 
have been moving out of bonds to 
buy stocks. 

Another reason is due 
to the Fed’s inflationary 
monetary policies. The 
Fed is ‘printing money’ 
like mad to buy all these 
bonds and that will even-
tually fuel inflation, which 
makes bond investors 
nervous. Plus, all of the 
developed countries are 
also printing money at 
the same time. As Swiss 
banking veteran Felix Zu-
lauf recently pointed out, 
“thirty eight countries are 

pursuing a zero or negative real in-
terest rate policy. I have never seen 
anything like it.”
LIQUIDITY FIGHTING               
DEFLATION FORCES

Since the financial crisis of 
2007-08, deflationary pressures 
have weighed heavy on the world 
economy. To offset these pressures 
central banks have taken extraor-
dinary measures and the world has 
simply become dependent on this 
stimulus.

So, the global economy is looking 
better. China is picking up steam, 
and the Eurozone has calmed down 
and it’s doing better. The same is 
true in the U.S.

This month, for instance, the 
economic indicators mostly all 
showed improvement… Housing 
starts rose the most since 2008 and 
housing prices increased. Durable 
goods, retail sales and manufactur-
ing all rose. Initial jobless claims hit 
a five year low. But despite these 
positive signs, consumer confidence 
dropped and so did the economy.

In the last quarter of 2012, 
the economy chalked up its worst 
performance in over three years. 
So, even though the Fed has been 
pumping the economy with its vari-
ous QE programs for the past four 
years, the economy is still sluggish 
because it’s being dragged down by 
too much debt. This means the Fed 
will have to continue pumping to 

Interest rates surged higher 
this month, hitting new 10 month 
highs. It still looks like they’re going 
higher. In other words, bond prices 
are headed lower.

We know that may seem strange, 
especially since the Fed is so deter-
mined to keep interest rates near zero 
to boost the economy. Nevertheless, 
the bond market has been doing its 
own thing since the new year began, 
despite what the Fed wants.
BOND MKT: Stronger than Fed

This means the bond vigilantes 
are in control. That’s pretty amaz-
ing considering the Fed is spending 
$85 billion every month to buy U.S. 
government bonds and mortgage 
backed securities. And they’ll keep 
doing this until unemployment 
drops to 6.5%. (This month unem-
ployment ticked up to 7.9%.)

The end result is, the Fed has 
become the biggest U.S. bond 
buyer in the world, making it the 
largest holder of U.S. government 
debt. Its Treasury holdings are ap-
proaching $2 trillion and this num-

2007

A

B
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CURRENCIES
U.S. dollar: Vulnerable

CHART 9
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keep it all afloat.
TOPPING BOND MARKET

That’s why interest rates have to 
rise in order to make bonds more 
attractive to potential buyers. But 
so far, no luck.

As you can see on Chart 7A, as 
interest rates rise, bond prices are 
falling and they’re turning bearish. 
That will be confirmed if the leading 
indicator continues to drop and the 
30 year yield stays above 2.95%. If 
so, the major trend will remain up 

Should it rise and stay above 
that level, however, rates could go 
to 5%, which has been the aver-
age rate over the past 200+ years. 
For now though, above 4.10% 
would be a strong confirmation that 
the bond bubble is bursting and 
prices are going to plunge. In that 
case, you’d definitely want to sell 
all of your bonds and get out of the 
way. Until that happens, bonds are 
bearish and they’re headed lower, 
but they’re not yet signaling they’re 
going to collapse.

for interest rates and down for bond 
prices meaning they’ll fall to much 
lower levels. For this reason, we 
recommend selling your bonds.

If this is something you don’t 
want to do because bonds provide 
you with some income, which we 
know is hard to obtain, then it’s still 
okay to keep your bonds for the time 
being. Even though we think it’s 
better to sell, you can see that the 
mega trend remains down and it’ll 
stay that way if the 30 year yield re-
mains below 4.10% (see Chart 8).

The U.S. dollar is balancing on 
the edge and it appears to be wait-
ing. Waiting for what? For that one 
piece of info or sentiment shift that’ll 
push it over the edge. The line in the 
sand has been drawn and the dollar 
is now close to the line.
U.S. DOLLAR: At juncture

To refresh your memories, let’s 
first look at the technicals. The line 
we’re referring to is 79-80 on the 
U.S. dollar index (see Chart 9A). 

dollar, like in 2006-
08 and 2009 when 
the dollar dropped 
23% and 17%, re-
spectively.

This time around, 
however, the dol-
lar top is forming at 
a lower level than 
in those previous 
cases. And a similar 
percentage decline 
would indeed take 
the dollar to new 
lows.
DOLLAR TRIGGER

At this  point , 
what could trigger a 

steep dollar decline? As we’ve often 
discussed, there are a number of 
factors and following are our top 8 
main ones…

Negative real interest rates.• 
Improving outlook in the Euro-• 
zone.
Fed’s easy monetary policies.• 
Debasement of the U.S. dollar.• 
Inflationary pressures.• 
Weakening demand for dollars by • 
the world’s central banks.
Growing global economy, which • 
boosts commodity currencies, 
putting downward pressure on 
the dollar.
U.S. dollar is slowly losing its • 
global reserve status.
These are all causes for concern 

As you can see, this 
level has provided very 
strong support for the 
dollar for over a year. 
It also coincides with a 
head and shoulders top 
formation and the mega 
trend identifier the 80-
month moving average, 
which is at 80.

In other words, if the 
dollar index declines 
and stays below this 
average the mega trend 
will be turning down, 
indicating the dollar is 
headed lower. That will 
be confirmed if the dol-
lar drops below 79.

Once that happens, the dollar 
will likely continue down to its 2011 
lows, which is also the support 
that’s been in force since 2008. 
That support level is near 73 and if 
the dollar index eventually breaks 
below 73, it could then plunge to 
new record lows.

The dollar’s leading indicator is 
signaling the 79 level could be bro-
ken at any time. It’s also telling us 
that the 2011 lows will also probably 
be violated sometime this year (see 
Chart 9B).

Note that the leading indicator is 
declining from a major overbought 
area. These declines generally co-
incide with significant drops in the 
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CHART 11 
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cheaper and therefore more at-
tractive. The bottom line is, no one 
wants a strong currency and some 
are calling this a currency war, but 
this is nothing new.

Over the centuries, debasement 
has happened hundreds, if not 
thousands of times. The end result 
has been inflation, social unrest 
and blame throwing. This has 
mostly affected the working people 
who eventually end up with a worth-
less currency, as life’s essentials 
become more expensive and savings 
evaporates.

In a recent study, Dylan Grice 
noted… in ancient Rome, for ex-
ample, expensive wars resulted 
in currency debasement. Social 
unrest erupted with the Chris-
tians bearing the brunt of the 
blame throwing until the empire 
collapsed. In medieval inflations, 
the debasement and turmoil was 
blamed on witches.

The story was similar following 
the French revolution. Debase-
ment and inflation soared, and the 
nobles were held accountable and 
executed. Germany’s famous hyper-
inflation in the 1920s resulted in 
Hitler’s rise and 
the Jews were 
blamed for the 
nation’s ills. And 
these are just a 
few of the histor-
ical examples.

We saw this 
firsthand in the 
1980s when the 
Sandinistas took 
over in neigh-
boring Nicara-

gua. War and currency 
debasement resulted in 
soaring inflation and 
blame throwing against 
the old regime, the con-
tras and the gringos.

Personally impressive 
was a dinner we were in-
vited to in Managua. Our 
host carried a bag filled 
with money. When the bill 
came he piled the money 
into a huge heap on the 
table. It was so big, the 
waiter didn’t even bother 
counting it. That’s what 
hyperinflation looks like.

SLOW GRIND
While the world isn’t anything 

like that now, it is on the path. 
The U.S. dollar, for example, has 
plunged about 75% against the 
major currencies over the past 40 
years.

And debasement continues. While 
it does, unrest and blame throwing 
are brewing under the surface. With 
a large portion of the population re-
ceiving some sort of federal benefits, 
the rich blame the poor and the 
poor blame the rich. Political and 
religious differences, and intolerance 
have clearly intensified over the past 
decade or so. 

This is all too bad but, unfor-
tunately, it goes with the turf. For 
now, if the U.S. dollar index breaks 
clearly below 79, we’ll probably see 
even more of these divisions as the 
dollar falls further.
WHAT TO DO?

Meanwhile, the currency markets 
are mixed. Most of them are bullish 
but a few have turned sluggish and 
the Japanese yen has collapsed (see 

but debasement of the dol-
lar is an important one that 
goes way back, historically 
speaking.
DEBASING  CURRENCIES

Whenever a country has 
too much debt, or spends 
more money than it receives 
in taxes, it only has a couple 
of choices to deal with the 
situation. Basically, they 
can raise taxes, but that’s 
unpopular, or they can cut 
back on spending, which 
can also be unpopular and 
rarely happens, or they can 
default on their debt, but that’s also 
undesirable. 

So the easiest route is debas-
ing the currency. This process is 
normally done gradually in order 
to pay the debts back in cheaper 
currency.

Currently, most countries are 
involved in this process because a 
weak currency also makes exports 

    MIXED YET STABLE
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METALS, NATURAL RESOURCES & ENERGY
Gold down... but not out... yet

CHART 14

JUN          2012         

BASE METALS: 
ON THE RISE!

100 = JUN 2012       

Chart 10).
The cheaper yen and massive li-

quidity has in turn helped push the 
Japanese stock market up sharply. 
Will the U.S. market follow this pat-
tern? It sure could.

Safe havens have fallen out of 
favor and you’ll recall that the yen, 
U.S. bonds and the U.S. dollar were 
the favorites just a few months ago. 
The yen has plunged, U.S. bonds 

nadian and Norwegian krone, for 
instance, are benefitting from the 
firmer oil price. A stronger global 
economy and demand out of China 
continues to boost the Australian and 
New Zealand dollars (see Chart 12).

These are the currencies we ad-
vise buying and holding as you ease 
out of U.S. dollars. And rising global 
interest rates are an extra plus (see 
Chart 13).

CHART 15
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are breaking down and we believe 
it’s just a matter of time until the 
U.S. dollar does the same. 

For now, the euro has become 
the strongest currency and we like 
it (see Chart 11). It hit a 15 month 
high and despite a negative fourth 
quarter, this is reflecting better 
prospects for the Eurozone.

We also continue to recommend 
the commodity currencies. The Ca-

Gold fell sharp and 
fast this past week, 
breaking below impor-
tant technical levels.  
This recent action war-
rants a change in our 
strategy and we advise 
lightening up on some of 
our metals positions.  

As you’ll see, this 
may end up being a tem-
porary measure and we 
could be getting back in 
soon.  But for now, the 
market is clearly signal-
ing caution.
GOLD’S BULL

It was 12 years ago 
this month when gold 
reached its low near $250.  It’s been 
a great ride up and we’re happy we 
were part of this bull market from 
the onset. There are many reasons 
why this bull market has further to 
go, but the recent gold fall is caus-
ing many bulls to question it.

We know, we get letters about 
this. We also know that gold has 
been lifeless, muddling around for 
almost 1½ years between $1900 
and $1536. And over the past year, 
the range has been even tighter, 
between $1800 and $1536.

We know that gold broke away 
from the stock market last Novem-
ber when the stock market took 
off like a bandit while gold turned 
down, dropping to where it is to-
day.

Plus, the other pre-
cious metals and base 
metals began to out-
perform gold too. This 
burst of optimism about 
a better global economy 
was the main reason 
why they rose sharply 
(see Chart 14).

On the other hand, 
gold has been under 
pressure due to the 
better global economic 
outlook because its ap-
peal as a store of value 
has been diminishing.  
The recent tensions 
growing over a cur-
rency war have also 
added volatility to the 

gold price.
We all know gold is the ultimate 

currency, and the competitive de-
valuations that’ve been going on for 
years have given gold a boost. The 
ongoing currency war will eventu-
ally be bullish for gold as well. 
TREND IS YOUR FRIEND…     
Until when?

We’ve always said, the trend is 
your friend until it’s over. The ques-
tion today is, which trend?

The major trend is the most im-
portant for serious investors. The 
intermediate trend is good for trad-
ers and for identifying good entry 
points.

Chart 15A shows how close the 
gold price has been to its 23-month 

moving average since last Summer 
(D). This moving average has been a 
good support until last week when 
gold fell clearly below it. 

Since 2001, gold has stayed 
above this moving average during 
the bull rise. Only once in 2008 did 
it dip below it, which means this 
could happen again. 

If gold stays below $1660, for 
instance, we could see a temporary 
shake out while it tests the May 
lows, near $1536... or it could mark 
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a major trend change.  
Note that the May 2012 and De-

cember 2011 low levels have been 
the base and extreme lows for this 
sideways market since gold reached 
a record high in September 2011.

So the $1536 level will tell the 
story and if it’s broken we’ll lighten 
up even more on our positions.

Bottom Line: If gold closes and 
stays clearly below $1536, the bull 
market would be over for the time 
being. This is our bottom line guide 
for staying with the trend until it’s 
over.
BULLISH FUNDAMENTALS

There are many reasons why gold 
should head higher One important 
reason is low interest rates. 
U.S. rates lower than inflation

Inflation has been low in the U.S. 
while growing in other countries. 
The U.S. also has low interest rates, 
but interest rates are even lower 
than the inflation rate. This means 
interest rates are negative.

Chart 16 shows 
that when the T-Bill 
rate is lower than 
inflation, the “real” T-
Bill rate is negative, 
below the zero line on 
the chart. When this 
happens, it tends to 
be very bullish for 
gold. 

Note in the 1970s, 
interest rates were 
negative and gold 
rose sharply, despite 
a steep midway de-
cline.

Since 2000, the 
situation has been 
similar and gold has 
been on the rise.  
In fact, the current 
weakness may end 
up being a midway 
decline like in the 
1970s.  

We’ll soon see but 
this chart is say-
ing... as long as 
rates stay lower 
than inflation, it’s 

bullish for gold.
DEMAND KEEPS GROWING

Demand is also bullish for gold. 
Just this month, Russia’s Putin 
changed his black gold to gold bul-
lion saying the U.S. is endangering 
the global economy by abusing its 
dollar monopoly. 

Mexico, Brazil and Korea are also 
all buying large quantities of gold. 
India more than doubled their gold 
imports in three years and their 
investment demand is up fivefold. 
They remained the biggest buyer 
last year.

And of course, you can’t for-
get the second largest gold buyer 
and producer, China. They could 
already have the second largest 
gold reserves in the world. And ac-
cording to the World Gold Council, 
China plans to back up their yuan 
with gold.

The demand for silver and pal-
ladium is also strong.  

To give you an idea of the de-
mand for silver coins, the U.S. Mint 

suspended sales of their American 
Eagle silver coins due to soaring 
demand, which reached a five year 
high last month. In spite of this 
suspension, when sales resumed 
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LOOKING GOOD!
CHART 18
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the Mint ended the month selling a 
record amount of silver coins.

Palladium’s demand has also 
been strong, which is why it’s been 
soaring in recent months. Demand 
is set to exceed supply and this goes 
hand in hand with a better global 
economy.

Plus, the stock market is up, the 
dollar is stable, the trade deficit is 
better, housing is stronger... and 
that’s why gold is weaker than the 
other metals (see Chart 17). 

But for now, the fundamentals 
and the technicals differ...

We know, for instance, that 
debt has skyrocketed since the 
end of the gold standard.  And we 
believe gold will eventually sky-
rocket with the grave imbalances 
in the world today before we start 
a healthy solid recovery.  

We also know the Eurozone 
is delicate and the crisis is still 
to be dealt with, and we know 
the U.S. has its own set of seri-
ous problems, but we’re also 
realists.
GOLD TIMING:                    
Long B decline

If gold turns down, even if 
it’s a temporary washout, and 
breaks clearly below $1536, we’ll 
go with the technicals, despite 
the bullish fundamentals.  

Even if it doesn’t make sense, 
the market knows best and the 
reasons why will become obvious 
in time.

As you know, the gold price 

has intermediate moves that help 
us measure gold’s strength or 
weakness.  

Gold back to Chart 15, you’ll see 
that gold reached a low last May, 
which was normal for the decline 
we call D. The rise that followed 
was also a good A rise, but once 
the A rise ended in October, some 
telltale vulnerable signs started to 
appear.

A decline we call B began in Oc-
tober, and all was well because gold 

declined moderately to its December 
low.  It did bother us somewhat that 
gold and silver didn’t take off with 
the stock market and resources in 
December, but it was okay within 
the big picture scope.

Gold then turned down with 
the new year, which was another 
sign that not all was well. But then 
again, it was fine because the De-
cember lows were holding. But with 
gold falling clearly below the Decem-
ber low at $1646 this past week, it 
showed renewed weakness.

The worst B decline was in 
2009 when gold fell over 13%.  
If gold falls similarly this time, 
we could see... once again... the 
$1550 level tested and it could 
take a month or two to do so.    

Many bottom lines are point-
ing to this level as a worst case 
decline.  

Overall, gold and silver are 
still oversold.  This doesn’t mean 
they can’t stay oversold a while 
longer, but it also means the 
major supports will most likely 
hold...  $1536 for gold and $26 
for silver.
SILVER, PLATINUM &        
PALLADIUM: Better than gold

Chart 18 shows how much 
firmer these metals are. Silver is 
breaking $30 as we write, which 
means if it stays below $30, we 
could see the major support at 
$26 tested. Silver is holding up 
better than gold due to its indus-
trial use.  

Palladium has been the stron-

At $1558.21
At $651.55 At $3.6038 At $94.71
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gest, reaching a 16 month high in 
recent weeks.  81% of palladium 
demand comes from the auto 
industry, which is improving.

Chart 19 shows the big pic-
ture of palladium since 1970.  It’s 
been in a mega upchannel since 
then and its 2008 low bounced 
up from this mega trend, reach-
ing its high in 2011.  Once pal-
ladium closes and stays above 
$880, it could jump up to the 
2000 record high near $1080.

When China and the U.S.’s 
growth looks promising, com-
modities get a boost, especially 
copper, the base metals and en-
ergy. Platinum also gets some of 
this strength.

Most interesting about plati-
num is its relationship to gold.  
Chart 20 shows this clearly.  
First note platinum has also been 
in a mega rise since 1970. Once it 
rises above the 2011 highs near 
$1905, it could test the record 
highs and possibly go higher.

Chart 20B shows the premium 
platinum usually has over gold.  
When this spread is above zero, 
platinum’s price is higher than 

gold’s.  It reached an extreme pre-
mium over gold in 2008, and it’s 
been working off this high premium 
since then.

But it fell to an extreme last year 
when platinum’s price was lower 
than golds for the first time since 
the 1980s.  It was totally out of 
whack, and only now is platinum 
rising and higher than gold.  This 
spread allows much more strength 
for platinum going forward.

We like palladium, platinum, cop-
per, tin and lead, and these resource 
metals are set to continue higher.  
Silver will benefit from this too. 

Overall, commodities see the 
global economy will be sustained 
by central bank stimulus.
Gold shares: further into the pits

Gold shares seem to be in a bot-
tomless pit.  The  HUI gold share 
index is testing its May 2012 low 
near 375,  which is the final support 
for gold shares (see Chart 21).

Gold shares have been extremely 
vulnerable since those May lows 
while the leading indicator has 
stayed oversold.

Markets can sometimes stay 
oversold, which is what happened 
in 2008-09, and it’s now happen-
ing again.

Gold shares have been bombed 
out versus gold too.  Chart 22 
shows gold shares at a record 
low versus gold. There comes a 
point when the word “bombed 
out” becomes meaningless. And 
this is where we feel the market 
is today.  

- - - - - - - - - - - - - - - - - - - - 
Unfortunately, this decline 

affects the investors who bought 
new positons in more recent 
times.  Since gold remained bull-
ish, we felt it was a good buying 
opportunity but we were wrong.  
We were too bullish and didn’t 
expect ongoing weakness.  

This is where it gets tricky for 
a newsletter writer.  Our long 
term subscribers initially bought 
years ago and several of these 
positions have triple digit gains, 
and they’re able to weather the 
volatile moves with ease.   

Overall, however, considering 
the vulnerable break down this 
past week, we are lowering our 

positions... but selectively.  We will 
keep our core gold and silver physi-
cal holdings, but we’re selling some 
of our gold ETFs and shares (see our 
recommendations on page 12).
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    The new year is starting off on a wild ride.  Stocks are surging and gold is drop-
ping.  Interest rates are rising, the U.S. dollar is marginal and the global economy 
is showing improvement.  While the rapid decline in gold was unexpected, we 
have to go with the flow.  That is, we are adjusting our recommendations this 
month based on what the markets are telling us.  You’ll see these changes and 
adjustments in our allocations and recommendations below and to the right.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
    Gold dropped to a six month low this past week while silver is flirting with its 
December lows.  Gold has broken below important levels, it’s vulnerable and this 
warrants some changes to our portfolio.  This may end up being temporary and 
we could be getting back in soon.  But for now, the market is clearly signaling 
caution and we want to protect ourselves until the dust settles.  Currently, we 
recommend lowering your metals position to 30% of your portfolio (down from 
40%).  Keep your physical gold and silver.  This is your core position and we recommend riding through weakness with this 
holding.  For our gold  ETFs, we recommend selling some of these.  If you don’t have much on a percentage basis of your 
portfolio,  then keep them.  Sell some of your GLD, IAU, GTU and CEF and keep a smaller position.  Keep your silver ETF 
(SLV), as well as your palladium ETF (PALL).    For our shares, we recommend selling the weaker ones, which are RoyalGold 
(RGLD) and GoldFields (GFI).  Keep Silver Wheaton (SLW) and 
NewGold (NGD). They are holding up the best and have yet to 
close at new lows.  Watch the market closely, especially the $1536 
level on gold and keep in touch with our weekly updates.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
   The stock market is very bullish.  It’s hitting new record or multi-
year highs and it’s poised to rise further.  That’s why we’re raising 
our stock position this month to 40% of your total portfolio (up from 
35%).  Keep our recommended stocks and buy new positions in 
the strongest ones at the top of the list.  This month we bought 
Hong Kong (EWH) and Germany (EWG).  Also buy the Vietnam 
ETF (VNM).  For stocks that pay decent dividends we recommend 
Microsoft (MSFT), Johnson & Johnson (JNJ) and Coca Cola (KO).  
For IYG, MOO and EMF, buy them on weakness using the levels 
provided in the box as a guideline.

CURRENCIES  RECOMMENDATION
    The U.S. dollar is vulnerable and it could soon fall further.  That 
will be reinforced if it declines and stays below the 79-80 level.  
For now, raise your cash position to 30% of your total portfolio 
(up from 25%).  Keep a small portion in U.S. dollars but sell if the 
index closes below 79.  Continue to buy and hold the Australian, 
Canadian and New Zealand dollars.  The Norwegian krone and 
the euro are stronger, so keep a larger portion in those two cur-
rencies.   You can buy currencies at Everbank, Chris.Gaffney@
everbank.com, or buy the ETFs (see box at the right).

INTEREST  RATE  &  BOND  RECOMMENDATION
    Interest rates surged higher, hitting a 10 month high, and bond 
prices are turning bearish.  This will be confirmed if the 30 year 
yield stays above 2.95%, signaling bond prices are headed lower.  
If you still have bonds, we recommend selling.  If you want to 
keep them for income reasons, it’s okay but if the 30 year yield 
rises above 4.10%, it would confirm the bond bubble is bursting, 
prices are going to plunge and you’d then definitely want to sell 
all of your bonds.

OVERALL   PORTFOLIO  RECOMMENDATION 

 * = New position

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

Palladium  PALL-NYSE 
Silver Wheaton  SLW-NYSE TSX:SLW 
New Gold NGD-AMEX TSX:NGD 
 iShares Silver Trust SLV-NYSE
Central Fd of Can CEF-AMEX TSX:CEF-A 
Central Gold Trust GTU-AMEX 
iShares Comex Gold IAU-NYSE 
SPDR Gold Shares GLD-NYSE  HKE:2840
 

STOCKS AND ETFs
Dow Diamonds   DIA-NYSE 
Vietnam ETF * VNM-NYSEArca
Procter & Gamble  PG-NYSE
Johnson & Johnson * JNJ-NYSE
Energy Select SPDR  XLE-NYSEArca 
DJ US Fn SVC iShrs * IYG-NYSEArca Buy at 63 or lower 
iShares S&P Glbl 100  IOO-NYSEArca 
US Global Res PSPFX-NYSE
American Elec Power  AEP-NYSE 
Hong Kong iShares EWH-NYSEArca 
Agribusiness Mkt Vec * MOO-NYSEArca Buy at 55 or lower
Germany iShares  EWG-NYSEArca 
Templeton Emerging * EMF-NYSE   Buy at 20.50 or lower 
Power Shares Nasdaq   QQQ-Nasdaq
Xstrata Plc  XSRAF-OTCMkt 
Mexico iShares  EWW-NYSEArca
Microsoft * MSFT-Nasdaq
ISE Glbl Copper  CU-Nasdaq 
Coca Cola * KO-NYSE
Wal-Mart  WMT-NYSE 
DJ US Telecom   IYZ-NYSEArca 

CURRENCY ETFs
Euro FXE-NYSEArca
Canadian dollar  FXC-NYSEArca
Australian dollar  FXA-NYSEArca

30% Cash (up from 25%) 
U.S., Aust, Can, NZ  
dollars, Norwegian 
krone & Euro

30% (down from 40%) 
Precious Metals Gold & silver physical 
& ETFs & gold & silver shares 

40% 
(up from 35%) 
U.S. & Global 
Stocks

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


