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Lot’s of action this month. This 
fueled some wild market volatility, 
leaving many investors confused 
or nervous about what’s going on. 
There were also many questions…

Is this a new trend for the new 
year? Are we headed for a crash? 
Will stocks and gold keep rising? 
Should we buy, sell or hold?

We’ll answer these questions 
and more in this month’s issue. 
But first, we’ll start with what was 
foremost on your minds…

•What in the world happened 
this month?

As you know, the global economy 
has been plugging along, showing 
improvement. But the foundation 
has remained soft all along. 

The fact is, the U.S. recovery 
has been one of the weakest in 
history, and even though jobs are 
improving, they’re still sluggish. 
Millions remain unemployed and/
or on food stamps.

Sure, the stock market and 
housing have done well, but that’s 

primarily thanks to the Fed’s easy 
money. So it’s been a spotty recov-
ery… good in some areas, but not in 
others, keeping it vulnerable.

That being the case, the market 
got spooked on several fronts this 
month. 

Most important were signs of a 
slowdown and possible debt cri-
sis in China, Fed tapering, weak 
manufactuing and a devaluation in 
Argentina, triggering turmoil in the 
emerging markets.

•So what’s the current situation 
and is it dangerous?

It could be… 
On its own, the slowdown in man-

ufacturing probably wouldn’t have 
been a big deal. The same was true 
of the Fed’s moderate tapering. 

But since they were combined 
with these other factors, they basi-
cally fed on each other.

Argentina’s currency devalua-
tion was a big one, but Argentina 
has had problems for years, so this 
wasn’t a surprise. 

Nevertheless, and as we’ve seen 
before, it created uncertainty regard-
ing most of the emerging markets.

The end result was they all fell 
into the mud pile, whether it was 
warranted or not. 

Both their currencies and stock 
markets were hard hit (see Chart 1).   
And this spread over to the rest of 
the global stock markets as well.

The main difference was the 
developed world’s markets held up 

better... Yes, they declined but their 
corrections were moderate compared 
to the drops in the emerging stock 
markets.

You can see this clearly on Chart 
2, for example, which compares the 
Dow Industrials to Brazil and Hong 
Kong.  In both cases, the Dow re-
mains very strong.
CHINA HAD THE MOST IMPACT

Moving along, however, events in 
China had the most impact. 

For decades, China has been the 
strongest growing economy in the 
world (see Chart 3). It’s been the 
engine for global growth and many 
countries depend on this to keep 
their own economies going.

While still strong by most stan-
dards, China’s growth has slowed 
over the past two years (see Chart 
4). 

Again, this hasn’t been a big deal 
on its own but when China’s manu-
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“Gold was not selected arbitrarily 
by governments to be the monetary 
standard. Gold had developed for 

many centuries on the free market as 
the best money; as the commodity 
providing the most stable and desir-

able monetary medium.”
Murray N. Rothbard
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facturing turned down 
to worrisome levels last 
month, it was enough 
to fuel concerns about 
the future of the world 
economy.  

That was especially 
true for the emerging 
countries, and those 
who rely on China’s 
trade and demand for 
their own products.

China, for instance, 
is the world’s largest 
importer of copper, oil, 
iron ore and more. Its 
demand for imported re-
sources is at an all time 
high and it’s expected to 
stay high, assuming its 
economy stays firm.
CHINA’S FINANCIAL 
CONCERNS

That’s why renewed 
concerns about China’s financial 
situation also added fuel to the fire.

Like many other countries, China 
has big debt problems, fed by its 
massive private debt binge. 

Some feel the debt bubble is go-
ing to burst, like it did in the U.S. in 
2008, which would obviously have 
worldwide repercussions. Others 
believe China will maneuver a soft 
landing and so far, so good. 

But this is essentially a big wild 

card for all of the mar-
kets and it warrants 
attention.

•So is a recession a 
real possibility this 
year?

It’s possible but un-
likely. 

All of the world’s 
major central banks 
are doing whatever they 
can to avoid a reces-
sion. They’re keeping 
interest rates near zero 
and the money spigots 
are wide open to boost 
their economies.

But of course, there’s 
always the chance of 
an accident. Plus, time 
is becoming a factor.

Previous recover-
ies, for example, have 

lasted 57 months on average, and 
this one is already 54 months old.

Plus, deflationary pressures 
persist. The Fed just can’t get in-
flation up above 2%, despite all its 
efforts. 
THE DEMOGRAPHICS DRAG

One important reason why is 
demographics.

The baby boomers are aging, 
which means they’re not borrowing 
or spending like they did before. 
This is an international phenom-
enon in the developed countries 
and it’s keeping a drag on their 
economies.

In other words, it suggests that 
QE and central bank intervention 
will likely be with us for a long time. 
This in turn should keep recession 
at bay.

Indeed, as we move into this 
new year, consumers are super 

confident. And as you know, that’s 
a big plus for the economy and the 
markets.

•Where do the markets stand?
While they’ve been volatile, the 

stock market remains clearly bull-
ish and it’s still looking good. 

Bonds are also looking much 
better and we’re buying some this 
month. 

In addition, gold is breaking up 
in a C rise and finally showing im-
pressive strength. 

We’re adjusting our recommend-
ed currency position.  Overall, 
however, our diversified strategy is 
essentially still intact.

But as we’ve warned many 
times, keep an open mind, stay 
flexible and cautious, and be quick 
to change your positions if market 
conditions warrant. 

For now though, despite all the 
noise and concerns, things are 
looking a lot brighter and it’s best 
to stay put.
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U.S. & worLd StoCK MarKetS  
wild ride, but still bullish!
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The U.S. stock market is on the 
rise again. It was quick to shrug off 
the worrisome news and the bull 
market remains solidly intact.
FAST WHIP, BUT NOT SO BAD

Even though this month’s down-
ward correction scared many inves-
tors, it really wasn’t that severe. 

In the end, the Nasdaq, which 
has been the strongest index, only 
declined 5.9%. And as you can 
see on Chart 5, that’s really insig-
nificant considering the rise it’s had 
since late 2012.

On the other hand, the Dow 
Industrials was the weakest index. 
But even in this case, the Dow’s 
downward correction was 7.2%, 
which was not that steep following 
last year’s strong rise.
WATCH NASDAQ

Currently, it looks like the down-
ward corrections are over. The mar-
kets are rebounding from bombed 
out levels and they’re gaining mo-
mentum. 

This strongly suggests stocks 
are headed higher. This will be 
confirmed once the Nasdaq rises 
and stays above its January high at 
4245. (It’s essentially there today.)

Since Nasdaq is the strongest, 
it’ll likely confirm first. 

If the other stock indexes then 
follow and also rise above their 
December-January highs, it’ll be a 

portant bullish factors that’ve been 
driving stocks higher all along…

Interest rates, for instance, are 
declining and new Fed head, Janet 
Yellen, again reiterated they’re going 
to stay low for a long time. 

That’s great news for stocks be-
cause they thrive in a low interest 
rate environment.

The Fed’s also going to keep 
its QE program going. That’s been 
good for both the economy and 
stocks. 

And even though the Fed’s go-
ing to continue tapering, or cutting 
back on its bond buying, monetary 
stimulus will keep a solid founda-
tion under the stock market, like it 
has since 2009.

You’ll recall at that time, the 
world was in recession, following 
the biggest financial crisis since the 
Great Depression, and it was teeter-
ing on the brink of a depression. 

The Fed saved the day with its 
QE stimulus program and, consid-
ering the economy is still sluggish, 
it’s not going to be quick to give up 
QE easily.
BULLISH INDICATORS

Also important, the technicals re-
main very bullish (see Chart 6A).

Like the S&P500, all of the ma-
jor U.S. stock indexes are holding 
well above their 65-week moving 
averages. 

major confirmation that a renewed 
rise within the bull market is indeed 
getting underway.
BULLISH ENVIRONMENT

The Super Bowl indicator re-
inforces this (just kidding, but it 
does, and it’s been accurate 80% 
of the time). 

The same is true of the most im-
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These identify the major trends 
and they’re signaling a solid  bull 
market remains in force. As long 
as it does, stocks are going to rise 
further.

The leading indicator is also 
bullish, and so are Dow Theory and 
seasonal factors.
PANIC?

Another interesting point is in-
vestor sentiment. Many investors 
began to panic when stocks were 
down only a couple of percentage 
points. 

When this happens, it’s usu-
ally NOT the sign of a top.  

At real tops investors are nor-
mally super bullish. Everyone is 
invested and very enthusiastic, like 
during the tech boom in 2000.

That’s certainly not the case 
now. Main Street investors recently 
started moving into stocks in a big 
way. And as we just saw, sentiment 
was quick to turn on a dime. 

Investors are still nervous. This 
tells us the speculative phase, 
when stocks really take off, lies 
ahead.
GETTING PRICEY

As for value, the stock market is 
above its historical norm, meaning 
it’s starting to get expensive (see 
Chart 7). This alone is not yet a 
big concern but we’ll want to keep 
an eye on it.

Some internet related compa-
nies are indeed at crazy high levels 
with P/E ratios at 800 or higher. In 
case you were wondering, 
that’s why we haven’t been 
recommending them.
EMERGING MARKETS: 
High risk

We’re also avoiding 
the emerging markets. 
Although they’re currently 
rebounding, they fell hard 
and they’re still vulner-
able. 

That is, they’re on 
shaky ground and with 
Yellen saying the emerging 
markets will not affect the 
Fed’s decisions, it doesn’t 

help these markets much. 
The bottom line is, they’re sim-

ply too risky for now. That could 
change, but not yet.

As for the markets in the de-
veloped world, they’re holding up 
better.  Germany, for instance, 
remains strong and so does the 
World index. 

Nevertheless, for a number of 
reasons, we like U.S. stocks best 
and that’s where we’re keeping our 
focus, at least for the time being.
OUR RECOMMENDED STOCKS 

The stocks we’re recommending 
are generally holding up fine. 

We continue to recommend 
keeping them and if you want to 
buy new positions, then buy the 
strongest ones, which are QQQ, IHI, 
EWG, IOO and JNJ. 

This applies to new subscribers 

as well. If you feel more comfortable 
dollar cost averaging into the market 
over the next month or two, that’s 
okay too. 

But overall, we’d stick to buy-
ing new positions in the strongest 
stocks.
Stops are a good thing

At this point, all investors may 
want to put stop losses on their 
stock positions. 

If you do, we’d keep it at about a 
15% trailing real or mental stop. 

That is, if a stock drops 15% or 
more, you’ll automatically sell it. 

If that makes you uncomfortable, 
then a tighter 10% trailing stop is 
also okay. The only problem with 
a tighter stop is that you could get 
stopped out during times of volatile 
market action.

On the downside, stocks will 
show renewed weakness if they de-
cline and stay below 4000 Nasdaq, 
1735 S&P 500 and 15350 Dow 
Industrials. 

Should this happen, we may 
sell some of our stocks and we’ll 
keep you advised via our weekly 
updates.
BONDS READY TO OUTPER-
FORM STOCKS?

Interestingly, Chart 8 compares 
stocks and bonds, going back to 
1972. 

Stocks have had the advantage 
since then. They’ve been the bet-
ter investment. That’s also been 

the case since 2012, which 
is illustrated by the rising 
ratio.

For now, the ratio is at a 
strong resistance. 

In other words, if the ra-
tio breaks above this trend, 
stocks will continue to be 
stronger than bonds. 

On the other hand, if 
it resists and turns down, 
bonds will be a better in-
vestment than stocks.

We’ll soon know the out-
come. But as you’ll see next, 
they’re both poised to rise. 
That is, U.S. stocks and 
bonds are looking good.
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U.S. IntereSt rateS and BondS
 Bonds: Looking better in low interest rate world
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Interest rates are the most im-
portant of all markets. This may 
sound strange, but it’s true.
INTEREST RATES ARE KEY

Think about it for a moment… In-
terest rates dictate what happens to 
the economy. Low interest rates, for 
instance, encourage consumers to 
buy. And since consumers account 
for about 75% of economic growth, 
this helps boost the economy.

Housing becomes more afford-
able and attractive. And as the 
economy moves along, businesses 
do better, enabling them to hire 
more workers, which improves the 
employment situation. The stock 
market rises, and so on. 

It’s a chain reaction that keeps 
deflation under control and gener-
ally makes people more confident 
and content.

The big exception are retirees. 
Having worked and saved all their 
lives, they haven’t been able to col-
lect a decent rate of return on their 
savings for several years now.

With interest rates near zero, 

retirees are not only frustrated and 
concerned, but they’ve also had to 
take more risks in order to generate 
some sort of income. 

That’s why many retirees have 
turned to the stock market.
LOW RATES TO STAY

Even though many seniors would 
love to see interest rates rise some-
what, the rest of the economy 
wouldn’t. So for now, the future of 
the economy pulls a lot more weight 
than anything else. 

Basically, the Fed knows that 
rising interest rates would stop the 
economy in its tracks. It would slow 
the housing sector, stifle buying, 
create more unemployment and 
likely fuel a recession, which is obvi-
ously what they’re trying to avoid.

Nevertheless, many believe the 
bond bubble is soon going to burst. 
After all, it’s been more than 30 
years in the making and it’s not 
going to last forever. 

Pundits cite a whole slew of 
reasons why. But despite these 
reasons, as we saw again this 
month, it won’t be happening any 
time soon.
THE STRUGGLE

As you’ll recall, interest rates were 
at a crossroads last month. They’d 
been rising this past year (see Charts 
9A and 10A). In fact, the 10 year 
yield had doubled since 2012, and 
these long-term rates were stalling 
at strong resistance areas.

In both cases, these levels were 
too tough to overcome. Instead, 
interest rates turned down and 
they’re currently near three to seven 
month lows. 

This has been a big relief for the 
Fed and the economy.

In its all-out effort to keep inter-
est rates low, the Fed is buying 90% 
of all U.S. government bonds that 
are coming to market. Even though 
the Fed has cut back on its monthly 
bond buying, the amount they’re 

buying is still massive.
FED STILL BUYING BONDS

Currently, for example, the Fed 
has already bought $4 trillion in 
Treasuries and mortgage backed 
bonds in recent years. They con-
tinue buying $65 billion in bonds 
each month and this is keeping 
downward pressure on interest 
rates.

Why? Because there’s always a 
buyer (the Fed). Under normal cir-
cumstances, interest rates would 
have to rise to attract buyers. But 
with the Fed in the buyer’s seat, 
it’ll continue doing all it can to keep 
interest rates low, well after the 
unemployment rate declines below 
its 6.5% target level.

That’s because inflation remains 
stubbornly low. As long as that’s 
the case, the Fed will be nervous 
the delicate economy could slip into 

LOWS SINCE
1950s

65 WEEK MA
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CUrrenCIeS
emerging currencies took center stage

deflation, which is 
enemy #1.

In fact, rumor 
has it that Yellen is 
concerned about the 
risk of another Great 
Depression, just like 
Bernanke was, and 
she’ll work to avoid 
this.
BONDS:  Safe 
haven

Meanwhile, the 
emerging market scare is causing 
investors to seek out safe havens 
and some are turning to bonds. This 
intensified the interest rate decline, 
pushing rates down quickly and 
sharply. And it’s not only happening 
in the U.S., but in other developed 
countries too (see Chart 11).

All of this reinforces the bot-
tom line… interest rates are going 

gain 37%, and it could happen 
quickly.

That’s why we think bonds are a 
good buy and we’re recommending 
a 15% position in them. 

For now, bonds make sense, es-
pecially with the U.S. dollar holding 
steady.  If you already have bonds, 
keep them for the time being. 

to stay low this year and 
probably next. 

Our most important 
leading indicator is also 
backing this up.  As you 
can see on Chart 10B, 
it’s now declining from a 
major high area, which 
has always coincided with 
a decline in the 30 year 
yield.

In other words, inter-
est rates are headed a lot 
lower, probably down to 

near the 2008 and 2012 lows, at 
about 2½%.
BONDS POISED TO RISE

This means bond prices are 
poised to head higher (see Chart 
12). With interest rates already so 
low, it may seem like it’s not worth 
buying bonds. But keep in mind 
that if the 30 year yield drops from 
3½% to 2½%, bond prices would 
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Many of the cur-
rencies were hard hit 
this month. That was 
certainly the case for 
the emerging market 
currencies.

Some are call-
ing this a new cur-
rency crisis, but it’s 
still to be seen if 
this proves to be the 
case. In any event, 
these markets war-
rant close attention 
because a domino 
effect can’t be ruled 
out. So what hap-
pened?
ARGENTINA

It started sever-
al weeks ago when 
the Argentine peso 
dropped 16% in two 
days, the most in 
12 years (see Chart 
13). Other emerging 

currencies followed. The 
Turkish lira, for example, 
dropped to a record low 
and the Russian rubble 
hit a five year low.

Weaker economic news 
out of China was one of 
the main factors affecting 
these markets. 

As you can see, it was 
the same story for the 
commodity cur-
rencies since they 
all rely on China’s 
demand as trad-
ing partners, in 
one way or an-
other. In addition, 
the possibility of 
slowing global 
monetary stim-
ulus was also a 
concern.

As a result, 
international in-
vestors turned to 

the safe haven currencies, as they 
have in the past. But in this case, 
the main beneficiaries were the 
euro, Swiss franc, British pound 
and Japanese yen (see Charts 13 
and 14).
WORLD IS CONNECTED 

At this point, you may be think-
ing this doesn’t apply to you. 
After all, unless you live in these 
countries, who really cares about 

what happens to the 
emerging market 
currencies?

As we’ve often 
pointed out, the 
world is so inter-
twined, what hap-
pens in some re-
mote corner of the 
globe could indeed 
end up affecting us 
all.

In the latest ex-
ample, don’t forget 
Greece in 2012. As 
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it imploded, it hurt the Eurozone. 
This in turn affected markets 
around the world.

The story was similar in the 
1990s. Thailand’s currency plunged, 
which triggered the Asian financial 
crisis. And it’s happened in many 
other cases as well.

So we do have to keep an eye on 
what happens next.
U.S. DOLLAR:  Quiet

As for the U.S. dollar, it has held 
steady and there hasn’t been much 
change since last month 
(see Chart 15A).

The dollar is still being 
boosted by generally bet-
ter economic news and the 
Fed’s tapering. This rein-
forces a stronger economy, 
able to withstand the mod-
erate cutting back on its 
bond buying.

Meanwhile, the dollar 
index continues trading 
within its sideways band. 
It’s basically been quiet but 
it could still head higher. 
This will be confirmed if the 
U.S. dollar index rises and 
stays above 81.50.

As we mentioned last 
month, if this happens, 
we’ll then want to sell our 
currencies and move back 
into U.S. dollars. 

With so many curren-
cies declining, not only in 
the emerging markets but 
in the developed countries 
too, this is not a good sign 
for the currency markets 
overall.

In other words, the 
U.S. dollar could start rising sooner 
rather than later, and it’ll remain 
firm above 79.50. If it does start 
rising, it’ll provide a double bonus 
as U.S. bond prices also move 
higher.
KEEP BIG PIC IN MIND

But regardless of what happens 
in the weeks or months ahead, it’s 
always important to keep the dol-
lar’s big picture in mind. As you can 
see on Chart 16, it’s not a pretty 
picture.

The U.S. dollar has been on a 
downhill slope since 1972, shortly 
after going off the gold standard. It’s 
lost nearly 80% since then and you 
can bet it’s going to lose a lot more 
before this long-term drop eventu-
ally ends.

As we’ve noted before, the global 
monetary situation is clearly in 
uncharted waters. The massive 
monetary stimulation and cre-
ation that’s taken place in recent 
years is an experiment that’s never 
been tried before. Money is being 
churned out like mad, not only by 

the Fed but by every 
major central bank in 
the world.

From Europe, to 
China, Japan, the 
UK and Switzerland, 
they’re all in this to-
gether in efforts to 
boost their economies 
and ward off defla-
tion. And if deflation-
ary forces need to be 
pushed back again, 

then the money will keep coming 
to offset these pressures, which are 
intensifying.

The bottom line is, Yellen will 
continue in the footsteps of her 
predecessors. She’ll keep the party 
going and if an ongoing drop in the 
dollar is the ultimate effect, then 
so be it.

But as you know, no market 
goes straight up or straight down, 
and the dollar is not an exception. 
Despite its steep decline, it’s also 
had good sized rises, which peaked 
in 1985 and 2000. 

Could a similar rise be upcom-
ing? It’s still too soon to tell, but 
it’s possible and we’ll be watching 
this closely.
THE STRONG RENMINBI

In the meantime, the Chinese 
renminbi gets first place in the cur-
rency arena as it keeps hitting new 
20 year highs against the dollar (see 
Chart 17). The Chinese currency is 
not widely available and that’s why 
we haven’t recommended it. But if 
you want to buy it, talk to the folks 

at Everbank who do have a 
Chinese based investment 
linked to this currency.
KEEP BRITISH POUND 

The Br i t ish pound 
reached another high and, 
we continue to recommend 
buying and holding it. The 
euro is less strong, and 
while it remains bullish, 
we’re selling it to buy U.S. 
bonds.

The euro and British 
pound will stay firm by 
staying above 1.35 and 
1.63, respectively. 

CHINESE RENMINBI
Stands alone                           

CHART 17
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THE WORLD 
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Gold moved to the front burner, 
rising over 10% from its New Year’s 
Eve low.   

2014 is off to a good start.
Gold broke out to a 3+ month 

high.  The falling stock market, a 
sluggish dollar, strong demand, 
safe haven buying the emerging 
market turmoil and tapering by 
the Fed have been boosting the 
gold price.  

China also added more strength 
as buyers came back to the market 
following their lunar holiday.  
GOLD SHARES STRONGER

Gold shares are rising even 
more than gold.  This bombed out 
sector shrugged off the weak stock 
market, which in itself was a posi-
tive sign for gold shares this past 
month. 

We like gold shares and 
recommend buying both 
gold and gold shares. The 
upside is open to at least a 
decent intermediate rise.

Silver is also breaking 
out, after dragging in recent 
months.  It held at a key sup-
port and it’s bouncing up.  

Platinum, and especially 
palladium, are also looking 
good. The whole precious 
metals universe is looking 
better.  

This upcoming rise will 
tell us a lot about the overall 
strength (or weakness) in 
the gold and precious metals 
markets.  

When taking a look at the 
gold price around the world 
on Chart 18, it’s saying that 
gold could have a good sized 
rise.  

Note the nodal point gold 
has formed in several curren-
cies over the past 6 months.  In 
past cases, the market tends 
to change direction when this 
occurs.

The push-pull of strong demand 
vs manipulation

It’s very interesting to see the un-
usual events and comments about 
gold, especially over the past few 
years.  We’re asked on a regular ba-
sis if the gold price is manipulated, 
and why the U.S. didn’t give Ger-
many their gold when they asked 
for it last year.

This month we got some insight 
from a comment by the  head of 
Germany’s top financial regulator.  

She said that possible manipu-
lation of currency rates and prices 
for precious metals is worse than 
the Libor rigging scandal, which 
has already led to fines of around 
$6 billion.

Normally, if you don’t give some-
one what is owed to them, it’s be-
cause you don’t have it.

And considering there hasn’t 
been an audit of U.S. gold 
reserves in 60 years, it makes 
a strong case that it’s simply 
not there.

We’ve heard about so 
much manipulation, espe-
cially  since the Fed start-
ed its massive stimulus to 
help the fragile markets and 
economy following the 2008 
financial crisis. 

And it hasn’t just been the 
Fed, it’s also been the ECB, 
BOE and BOJ. The theme 
has been to do what is neces-
sary to keep it all going and 
build confidence.

We just read a revealing 
article about gold manipula-
tion that we picked up from 
our dear friend, Chuck But-
ler’s excellent Daily Pfennig. 
It explains the mechanics 
of how the Fed manipu-
lates the the gold market. It 
makes sense, and we sug-
gest reading the article...    
http://www.paulcraigroberts.
org/2014/01/17/hows-whys-
gold-price-manipulation/
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CHART 20

2014: The start 
of a change? 
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Obviously the Fed 
is fearful of a runaway 
gold price. Manipula-
tion can keep pressure 
on the gold price, but 
we believe that strong 
demand will eventu-
ally win in this normally 
“free market.”
Growing demand, 
keeps growing

It’s no secret that 
China is the world’s 
top producer and big-
gest buyer of gold.  It 
had record production 
and consumption according to the 
China Gold Association.  China’s 
2013 consumption topped 1000 
tons for the first time.  

China is on a mission to push up 
its gold reserves. It now holds the 
third largest amount of gold, behind 
the U.S. and Germany.

The U.S. Mint, for example, saw 
a robust January with  gold pur-
chases surging 63%, while silver 
coin sales were even more impres-
sive, almost quadrupling. 

And this is continuing the strong 
demand of 2013... The U.S. Mint 
sold 14% more gold eagle coins.  
But its silver coin sales broke re-
cords, in the biggest haul sold in a 
single year since the Mint started 
producing the series in 1986!

This is just a sample of the 
demand around the world.  Ja-
pan’s biggest bullion retailer, for 
instance, saw gold sales reach a 
5 year high as investors sought 
refuge from Abe’s campaign 
to fuel inflation and weaken 
the yen.  

This is a world wide 
phenomenon as increasing 
demand for coins, bars and 
jewelry in many countries 
continues.

We had previously talked 
about the physical market 
being stronger than the pa-
per market.  And while this 
is still true, we also saw the 
biggest jump in holdings in 
the largest ETF, GLD, since 
Nov 2011.

BE PREPARED
With all this de-

mand, we could be in 
for surprises this year, 
and we want to be pre-
pared.  For long-term 
investors, a dollar 
cost averaging is your 
best bet when accu-
mulating gold.  

And the price to-
day is still a good 
buy.

Not many expect 
much for gold and sil-
ver this year after the 
poor price action in 

2013.  
In fact, many banks and com-

panies are looking for around the 
$1000 level for this year.  From 
UBS, Goldman Sachs,  Deutsche 
Bank, Morgan Stanley to Moody’s 
Investors Services, they all foresee 
lower gold prices.

But even so, Goldman Sachs 
won’t give up their commodity trad-
ing due to its popularity.
GOLD HAS APPEAL

Keep in mind, gold has appeal, 
in spite of its bear market. It has 
safe haven appeal during monetary 
turmoil (as we saw this month).  

Plus, it’s appealing with interest 
rates low. 

Chart 19 shows gold compared 
to the real T-bill rate since 1967.  
Note how gold moves higher in a low 
interest rate world when rates are 
lower than inflation.  In the 1970s, 

even though rates were high, they 
were lower than the rate of inflation, 
thus it was a good environment for 
gold.

Gold’s bull market since 2001 
was backed up by low interest rates, 
which were also usually lower than 
inflation.  

This has essentially provided a 
positive environment for the gold 
price, in spite of gold’s decline since 
its 2011 peak.

The stock market is similar, and 
a close up look since the new year 
began gives a good picture on Chart 
20.  Gold has been rising while the 
stock market declined.

The gold market has been the 
weakest and most hated market 
over the last several years.  As you 
can see on Chart 21, it fell versus 
both the stock and bond markets.  

But gold has found support. If 
these levels hold, we could see gold 
continue to outperform stocks,  and 
possibly bonds later this year.
GOLD TIMING:  ‘C’ rise starting!

Gold’s breakout, above $1265 
shows that an intermediate rise has 
started.  Gold is now clearly above 
its 15 week moving average and gold 
shares are too.

Most interesting was the decline 
from August to December, when 
gold fell from the $1420 level to the 
$1180 level.  This decline ended up 
being a B decline because gold held 
at its June lows while the leading 
indicator formed a higher low (see 
Chart 22).

The B closing low was actually 
on Dec 19 at $1193.60, but the 

intraday low was on Dec 
31 at $1180.  For our 
purposes, we’ve always 
used the closing price.

We know this may 
seem surprising, but a 
B decline it was.  This 
means with gold now 
breaking up, we’re see-
ing the start of a C rise. 

Now, this  is going to 
be very interesting.
Upcoming rise

C rises tend to be 
the best rise in the pat-
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CHART 23

HUI GOLD BUGS INDEX
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tern, and in a bull market this leg 
up reaches new record highs.  We 
don’t expect anything like that now, 
but depending on its strength we’ll 
see if the bear market tries to turn 
bullish.

The last C rise was the best and 
longest C rise in the bull market.  
It lasted from Apr 2009 to Sept 2011 
and gold gained almost 120%. 

Considering the Fed pumped 
more than $2 trillion into the finan-

cial system from Dec 2008 to June 
2011, you can understand why this 
was by far the best C rise in the bull 
market.

Before this, we saw a range of 
gains from 11% to 56%, with a solid 
average being around 30%.
WHAT TO WATCH FOR

This means if gold now stays 
above $1265, it could rise to the 
$1420 level, which was the A peak 
last August.  This also coincides 
with the 65 week moving average 
level, and it would be a 20% rise.  

If this is all the rise we get, then 
the bear market will still have its 
grip on gold.

If the $1420 level is surpassed, 
we could see gold jump up to the 
$1536 level, which was the old sup-
port of a year ago before gold fell 
last April.  And it’s also near the 23 
month moving average.   

In this case, it would be an im-
pressive 30% rise from the Dec lows 
but, if this is all we get, then the 
bear market would still be in the 
driver’s seat (see Chart 22).

Keep in mind, this type of rise, as 
good as it would be, would merely be 
erasing the worst part of the 2013 
decline.  The market won’t  begin 
to look like it’s really bullish until 
it surpasses the $1536 level.

These are the stepping stones we 
could see going forward.  

Meanwhile, on the downside, 
gold below $1265 means it could 
test the Dec lows once again.  Then 
the $1180 level would be the key 
support to watch.

Gold shares:  Good value buy
Gold shares are breaking up 

with the HUI index rising clearly 
above its 15 week moving average 
(see Chart 23A).  This bombed out 
sector, especially the junior mines, 
bounced up sharply, rising more 
than gold.

They disregarded the fall in the 
stock market, which in itself shows 
good strength.  Gold shares are 
poised to rise further, they’re firm 
with the HUI above 225,  and we rec-
ommend keeping your positions.  It’s 
also not too late to buy more.

As you can see, the HUI index 

CHART 22
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CHART 26

NATURAL GAS: Catching up
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could rise to the 280 - 
300 level, which could 
become the neckline 
(NL) in a possible head 
and shoulders bottom 
formation.  If so, a 
break above it would 
clearly be bullish.

When comparing 
gold shares to gold, 
B, you can see gold 
shares are set to con-
tinue outperforming 
gold.  The ratio is 
breaking out of an 
over one year down-
trend, within a clearly bombed out 
area.  

This means gold shares could 
outperform gold this year, and pos-
sibly next.
Silver:  Ready to catch up

Silver has been quietly bot-
toming, and with the 
recent week’s rise, it’s 
ready to take off and 
follow gold.  

Like gold, silver 
reached a low on New 
Year’s Eve at $18.72 
and it’s risen over 10% 
since then (see Chart 
24).  

Silver is breaking 
out as we write.  It 
broke above $20.50 
and we could now see it 
jump up to its August 
high near $25.

This level is also the top side of 
an almost three year downchan-
nel, as well as its 65 week moving 
average.

This would be a nice 30%+ 
bounce up from the lows,  and a 
decent rise to take advantage of, 
but it wouldn’t change the major 
bear trend.

A clear break above $25 would 
begin to show real promise of a turn 
around.

Keep in mind, 2014 started the 
year with a $1225 gold price and 
a $20.13 silver price.  This means 
2014 will most likely end on a posi-
tive note for these two metals.  That 

is, barring a sharp fall 
from the December lows.
Resource influence

Copper and the base 
metals took a hit from the 
slowing economic growth 
in China this past month, 
which affected silver, as 
well as platinum and pal-
ladium (see Chart 24).

But silver is now pop-
ping up and copper is also 
looking better.  

Buy silver if you don’t 
have your position set.   
Silver shares, like our fa-

vorite Silver Wheaton, are looking 
very good.  Keep your position.

Palladium is holding up the best 
of the four metals.   It’s very firm 
above $700 and it would look great 
if it can surpass $770.

Platinum is holding above its 
2013 lows, but let’s see if it can 
overcome the $1490 level.  

South Africa accounts 
for about 70% of global 
platinum output, run by 
several platinum mines 
like Anglo American Plat, 
Impala and Lonmin.  In 
recent weeks, the severe 
labor turmoil caused over 
70,000 workers to go on 
strike, which is pushing 
the price up.  
Resource & Energy:  
Mixed

The resource sector 
was hurt by the slow 

manufacturing in China, as well as 
the emerging market turmoil, but it 
still looks like materials are bottom-
ing (see Chart 25).

China’s economy 
may be slowing, but 
their demand for im-
ported resources is at 
an all time high, show-
ing that the biggest 
buyer of raw materials 
remains resilient.

China is also the 
world’s largest oil im-
porter, surpassing the 
US about a year ago.  

Just seeing their 

cars sales surge 500% in 10 years, 
you can see why oil is in big de-
mand. 

Plus, a good indication of China’s 
well being is Caterpillar’s good earn-
ings  since China is a big source of 
revenue for them.

Natural gas is finally getting a big 
boost upward to a 4 year high, and 
it’s catching up to the oil price (see 
Chart 26).  This disparity started fol-
lowing the 2008 financial crisis but 
its gap is now beginning to close and 
it took the frigid winter cold, the worst 
in 20 years, to push it up.

Crude oil, meanwhile, remains 
strong in an uptrend, in spite of its 
decline since last Fall (see Chart 
27).  Oil is gaining ground on the 
back of China’s import data and a 
sluggish dollar.

The US is relying less on oil and 
gas imports than at any time in the 
last two decades.  This is causing 
energy expenses for Americans to 
fall, keeping a lid on inflation.  As 
a result, in good part, consumer 

prices will likely rise less 
than 2% for the second 
year, which is a first dur-
ing an expansion in 50 
years. 

The soft commod-
ities are also mixed.  
Some have been rising 
sharply, like coffee due 
to a drought in Bra-
zil (see Chart 28). But 
overall, the commodity 
market is looking much 
better. 

CHART 28
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    The markets were volatile this month.  Gold shot up, stocks are rebounding and 
the general trends remain in force.  We’re currently keeping the largest portion of 
our portfolio in U.S. stocks because they’re looking good.  We’re also buying some 
bonds, lowering our cash position, and buying and keeping our metals related 
investments, which are on the move.

PRECIOUS  METALS, ENERGY, RESOURCE  
    Gold and gold shares have broken out into a clear C rise, and silver is now 
following.  This intermediate rise is one to take advantage of, but we don’t think it 
will necessarily change the bear market. We’ll be taking it one step at a time.  It’s 

not too late to buy gold, silver and their 
shares, if you don’t have all of your 20% 
positions in place.  The shares have 
been stronger.  We continue to recom-
mend buying Silver Wheaton (SLW), 
and we’re adding a new gold share, 
Agnico Eagle (AEM).  Central Fund 
of Canada (CEF) has been on our list 
for many years.  We continue to like it 
because it has both gold and silver.  We 
continue to recommend the ETFs, but 
it’s also still best to keep more physical 
than paper gold and silver.

U.S. & GLOBAL STOCK  MARKETS  
   Stocks were volatile this month.  But 
the U.S. downward correction was 
moderate and the bull market remains 
intact.  We continue to recommend 
keeping 50% of your total portfolio in 
our recommended stocks, listed on the 
left.  If you want to buy new positions, 
buy the strongest ones, which are QQQ, 
IHI, EWG, IOO and JNJ.  

CURRENCIES  
    The British pound hit a new high while 
the U.S. dollar and euro remain firm.  
But we’re lowering our cash position to 
15%, which means selling the euro in 
order to buy U.S. bonds. Buy and keep 
the British pound.

INTEREST  RATES  &  BONDS  
     Interest rates are declining and they’re 
poised to fall further.  They’ll likely stay 
low this year and probably next.  This 
means bond prices are headed higher 
and we now recommend buying long-
term U.S. government bonds with 15% 
of your total portfolio, using half of your 
cash position.  (Sell the euro and keep 
15% in the British pound.)

OVERALL   PORTFOLIO  RECOMMENDATION 

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

15% Cash 
Euro  & BP 

50%  U.S. & 
Global Stocks

20%  
Precious Metals 

Gold & silver 
physical & ETFs 

& gold & silver 
shares. 

Palladium ETF

15%  LT U.S. 
Gov’t Bonds

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

Agnico Eagle * AEM Feb-14 33.72 Buy
Silver Wheaton SLW Sep-09 11.66 25.38 117.67 Buy/Hold
Central Gold Trust GTU May-09 36.53 47.43 29.84 Buy/Hold
iShares Gold Trust IAU May-05 4.17 12.80 207.03 Buy/Hold
SPDR Gold Shares GLD Nov-04 44.38 127.15 186.50 Buy/Hold
Gold (physical) Oct-01 277.25 1318.60 375.60 Buy/Hold
NewGold NGD Apr-10 5.13 6.36 23.98 Buy/Hold
Palladium PALL Jan-13 69.71 71.82 3.03 Hold
Central Fd of Canada CEF Apr-04 6.39 14.93 133.65 Buy/Hold
Silver (physical) Aug-03 4.93 21.42 334.48 Buy/Hold
iShares Silver Trust SLV May-06 14.50 20.65 42.41 Buy/Hold

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

Powershares Nasdaq QQQ Aug-12 66.86 89.81 34.33 Buy/Hold
Mkt Vect Vietnam VNM Feb-13 23.27 22.24 -4.43 Hold
iShares US Med Dv IHI Oct-13 86.70 97.23 12.15 Buy/Hold
MSCI Germany EWG Oct-13 28.31 31.57 11.52 Buy/Hold
Global 100 IOO Oct-13 72.97 76.11 4.30 Buy/Hold
Johnson & Johnson JNJ Feb-13 76.16 92.76 21.80 Buy/Hold
DJ US Telecom IYZ Sep-12 25.22 29.26 16.02 Hold
Microsoft MSFT Feb-13 28.01 37.62 34.31 Hold
Dow Diamonds DIA Dec-13 164.47 161.59 -1.75 Hold
Energy Select SPDR XLE Aug-12 72.37 86.03 18.88 Hold
iShares Russell 2000 IWM Oct-13 107.68 114.06 5.92 Hold
Mkt Vect Retail RTH Oct-13 56.05 58.46 4.30 Hold
iShares Glbl Telecm IXP Oct-13 65.97 65.65 -0.49 Hold
BHP Billiton BHP Aug-13 67.68 68.32 0.95 Hold
SPDR S&P Bank KBE Jul-13 30.30 32.47 7.16 Hold
iShares Transports IYT Oct-13 118.85 130.97 10.20 Hold
US Global Inv Res PSPFX Sep-12 10.02 9.24 -7.78 Hold
Procter & Gamble PG Sep-12 68.10 79.40 16.59 Hold

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

British Pound ETF FXB Sep-13 161.11 164.98 2.40 Buy/Hold

OUR OPEN POSITIONS

CURRENCIES 
PURCHASE

PURCHASE

PURCHASE

GOLD AND SILVER ETFs & SHARES

STOCKS & ETFs

* NEW POSITION


