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Well, the first quarter has come 
to an end, and what a quarter it 
was…
STOCKS: BEST QUARTER IN 13 
YEARS

Stocks rose strongly in their best 
first quarter in 13 years. The U.S. 
dollar and interest rates moved 
higher too.

Unfortunately, it was the opposite 
for the gold price in the first quarter. 
It continued its decline, hitting last 
Summer lows, and breaking its re-
lationship to stocks in the process 
(see Chart 1).

As you can see, stocks and gold 
have generally been moving to-
gether. This has been going on since 
2002, but when stocks broke out to 
new highs, gold did not. 

In other words, this correlation 
has not been in lockstep since the 
new year began. And we’re seeing 
similar disruptions in other mar-
kets too.

At this point, we’re not yet sure 
what to make of it but one thing 
is very clear… The Fed’s monetary 
stimulus is spotty and it’s only 
working in certain areas. 

Many experts, for instance, talk 
about the asset bubble the Fed is re-
sponsible for. And while it’s true the 
QE1 and 2 programs gave stocks, 
housing and gold a strong boost, 
that changed with QE3. 
LIQUIDITY EFFECTS CHANGED 
COURSE

You’ll remember that QE3 was 
launched last September. At that 
time, the Fed vowed to buy billions 
in U.S. bonds and mortgage backed 
securities until unemployment de-
clines to 6.5 % (it’s now at 7.6%).

Linking monetary stimulus to 
employment was totally unprec-
edented and it’s resulted in vast 
amounts of money creation. This 
in turn fueled the stock rise, but it 
hasn’t triggered a full blown asset 
bubble as the gold price clearly il-
lustrates.

The QE programs were also ex-
pected to weaken the U.S. dollar. 
Too much money would make the 
dollar worth less. But here too, the 
opposite happened. The U.S. dol-
lar has been strong since QE4 got 
underway.

The QE programs were surely 
going to boost the economy and fuel 
inflation. And while the economy 
has recovered and it’s looking a lot 
better than it did before, growth has 
been lackluster.

In 2011 the economy only grew 
by 1.8%. It rose 2.2% in 2012 but 
in the last quarter of 2012 growth 
was a sickly 0.4%. This quarter the 
economy has been picking up but 
employment remains a concern, 

especially after job cuts recently 
showed a 30% rise since last year. 
This pretty much guarantees the 
Fed will continue its QE program, 
and maybe increase it even further, 
Japanese style. 
CBs: Fighting deflation

For now, the world’s major cen-
tral banks are going all out to fight 
deflation and bring on inflation. 

As Bloomberg reports, not only 
do we have the most in terms of size 
of economy or number of central 
banks, but the effort is a record. 
We’ve never seen such unconven-
tional methods used on a global 
scale to create as much inflation 
as possible.

But so far, inflation is not in sight. 
It certainly could pop up, however, 
because excessive money creation 
is the direct cause of inflation. But 
as we showed you last month, the 
money isn’t turning over, so the 
normal effect (inflation) isn’t mate-
rializing. Could that change?

Yes and as you’ll see in this 
month’s issue, it may already be 
starting. 
3 PHASES OF INFLATION

The great economist Murray 
Rothbard defines the three phases 
of inflation and Dan Amoss recently 
described Rothbard’s phases very 
well…

In the first phase, the money 
supply grows at a faster pace than 
overall prices. Savers hoard cash, 
instead of spending it. So inflation 
doesn’t show up and the Fed over-
does it. 
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This sounds very familiar.  It’s es-
sentially where the global economy 
is now, and it takes us to phase 2.

In this phase, the public starts 
to expect rising prices and deflation-
ary expectations are superseded by 
inflationary ones. The public will 
then spend its money faster to make 
purchases ahead of price increases, 
which intensifies inflation, and at 
the rate the central banks are going, 
this will probably happen sooner 
rather than later. 

Once phase 2 is underway, the 
Fed must choose between deflating 
the system of its excesses (reces-
sion) or continuing its loose policies 
and risking phase 3.

If the Fed chooses the phase 3 
route, prices will skyrocket. That 
would be very bullish for gold. But 
since gold anticipates inflation, we’ll 
probably see it start rising in the 
early stages of phase 2.

It’s also important to note that 
once inflation gets going, it tends 
to rise very fast. In two years, for 
example, it could soar from current 
levels to double digit levels. 

The latest example was in the 
1970s. But the money creation this 
time around is far, far greater than 
it was then. 
UNCHARTED WATERS

As we’ve often said, we’re literally 
in uncharted waters, which makes 

it more difficult. We’ll do our best to 
keep you out of harm’s way and since 
the markets tend to lead, we’ll let 
them tell us what’s likely coming. 

If this phase 2 scenario does 
unfold, we’re fairly certain the U.S. 
dollar will also fall steeply. But the 
markets aren’t telling us much (see 
Chart 2). 

With the exception of U.S. stocks, 
which have benefitted from the Fed’s 
easy money, the other markets are 
mixed.

Many of the global stock markets 
have stalled out. Copper and oil, 
which are good economic barom-
eters, are sluggish. 

That is, they’re reflecting the 
sluggish global economy and they 
haven’t yet broken clearly out, one 

way or the other. 
CYPRUS, EURO CRISIS, 
N.KOREA

This month, events in Cyprus 
rattled the markets. Although 
things have now settled down, the 
biggest concern was the EU’s res-
cue package, which included taking 
some of the depositor’s money to 
help rescue the banks. 

This spooked the markets be-
cause it suggested that future Eu-
rozone problems would be handled 
this way. This was quickly retracted 
but it temporarily brought the Eu-
rozone crisis back to center stage. 

North Korea has been another, 
even more serious concern. It is 
truly the current wild card and de-
pending on what happens, it could 
affect all of the markets. 

North Korea has threatened to 
attack the U.S. with nuclear weap-
ons and its military is ready for com-
bat. Is this just attention grabbing 
talk? It could be, but then again it 
may not. Washington is taking the 
threats “very seriously.”

And while we hope it’s all a 
bluff, we can’t be sure. That’s one 
important reason why we advise 
keeping both stocks and gold. As 
you’ll see, even though they’ve gone 
their separate ways so far this year, 
we don’t think that’ll be the case 
for long. 
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U.S. & WORLD STOCK MARKETS  
Bull market ends great first quarter

CHART 5

RECORD HIGH!

65 Week 
Moving Average 

at 1420

2007

00         02         04         06         08         10         12

 S&P 500  

2000 2013

2002

2009

CHART 4

02   03   04   05    06   07   08   09   10    11   12

CORPORATE PROFITS AFTER TAX (CP)
S&P 500 STOCK PRICE INDEX (S&P500)

S&P 500

SOURCE: http://research.stlouisfed.org

CORPORATE 
PROFITS

The stock market surged higher 
this month to new record highs, 
courtesy of the Fed’s sea of liquid-
ity. The market is very bullish, it’s 
been the prime beneficiary of the 
Fed’s policies and we believe this 
bull market rise will continue. 

At some point, however, we could 
see hesitation before stocks head 
higher. This would not be unusual 
considering the strong upmove this 
year.
IMPRESSIVE RISE

The Dow Industrial Average has 
already posted its longest upmove in 
17 years and most of the other stock 
indices are similar (see Chart 3). 
And following a strong first quarter, 
stocks usually do well for the rest 

of the year. 
Nevertheless, stocks have 

been climbing a wall of worry. 
Even though many investors 
have jumped into the market, 
others have not, and that’s 
good. It means stocks have 
not yet entered the frenzied 
state, which tends to coincide 
with the end of major bull 
markets.

Basically, there’s a ton of 
money sitting on the side-
lines. Savings is three times 
greater than it was eight years 
ago and with interest rates near 
zero, investment options are few. 

Corporate cash is near a record 
high.  All this money has the poten-
tial to drive stocks sharply higher 
and eventually it probably will.

Plus, corporate profits have 
been strong and they’ve risen more 
than stocks (see Chart 4). For now, 
they’re poised to slow down some, 
but they remain bullish for stocks. 

The same is true of the econ-
omy. It’s been showing renewed 
strength... that is, until the latest 
employment numbers came out.

Private sector job growth was 
disappointing and so was the ser-
vices sector, which accounts for 
about 90% of the economy. This 
raised concerns of a stalling econ-
omy and it put some temporary  

pressure on stocks.
IS TRANS STILL LEADING?

The Dow Jones Transportations 
has been the strongest stock index 
and it led the way up. But it’s been  
under some pressure and it may be 
suggesting the other stock indices 
could stall as well.  

So far though, there’s no sign 
of this.

The S&P500 finally hit a new 
record high, joining the other stock 
indices and reconfirming a solid 
bull market (see Chart 5). 

The same is true of the Dow 
Industrials. It keeps hitting new re-
cord highs, well above its old 2007 
high (see Chart 6). 

It’s very important to remember 
that stock investors have the Fed 
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stocks are doing well 
and if anything, a down-
ward correction would 
provide a good buying 
opportunity if you’re 
not in the market, or if 
you want to add to your 
positions.

If so, we would stick 
with the strongest U.S. 
stocks listed at the top of 
our stock recommenda-
tion list on page 12.
WORLD MARKETS: 
Selectively bullish

As you can see on Chart 9, most 
of the global stock markets are 
bullish too. But some of them, like 
China, have been bucking the bull-
ish trend all along, so it’s important 
to be selective.

Also interesting is that there’s 
been a shift in relative strength 
(see Chart 8). Markets like Hong 
Kong and Mexico had been stron-

ger than the S&P since last Fall, 
but that also changed this year.

They’re still bullish, but they’ve 
been correcting downward and they 
could be leading the way for the 

U.S. market... It’s something to 
keep an eye on.

For now, the U.S. is stron-
ger.

As we’ve said before, regard-
less of what happens in the 
short-term, the major trends 
are most important. 

They’ll remain up, mean-
ing stocks are headed higher, 
with the Dow Industrials, 
Transports, Nasdaq and the 
S&P500 above 13300, 5350, 
3050 and 1420, respectively. 
And as long as they do, keep 
your stocks.

on their side.  And if the economy 
is slowing, the Fed will provide even 
more liquidity to keep the economy 
going. 

That in turn will continue to be 
good for stocks, likely driving the 
Dow to impressive new highs in the 
months ahead.  And the percentage 
gains could well be similar to the 
1980s (see Chart 7).
SELL IN MAY...?

Keep in mind, however, 
that downward corrections are 
normal, especially following 
such steep rises. As Jon Stre-
bler points out, the Dow has 
declined 7% or more six times 
since its 2009 bottom, but each 
correction was followed by a 
rise to new highs.

The old saying, sell in May 
and go away may apply to this 
year too, but we don’t advise 
selling as long as the bull mar-
ket stays intact. 

Most of our recommended 
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U.S. INTEREST RATES AND BONDS
 Bonds topping while rates bottom

That being the case, let’s take a 
look at the old inflation – deflation 
barometer and see what it’s telling 
us (see Chart 11A).
INFLATION TO TAKE OVER?

This ratio chart compares gold 
to bonds. In other words, it signals 
which market is stronger and which 
one is weaker. Since gold generally 
does well during inflationary times, 
and bonds do not, this ratio also 
provides a good indication of eco-
nomic conditions.

For example, the ratio soared in 
the 1970s. That is, gold was much 
stronger than bonds and it coincided 
with surging inflation. The opposite 
happened in the 1980s and 1990s.

The ratio declined, meaning gold 
was weaker than bonds. Bonds were 
the stronger investment and since 
bonds rise when inflation is low, in-
flation stayed under control during 
that time.

Currently, it’s another story. As 
you can see, the ratio has been ris-
ing since the early 2000s, clearly 

of events in Cyprus. This bought 
the Eurozone’s problems back to 
the front burner, fueling a flight 
to safety. And as we’ve seen many 
times before, investors bought U.S. 
government bonds, which drove 
interest rates lower.

The bottom line is that bond 
prices are still topping and interest 
rates are bottoming.  You can see 
this clearly on Chart 10.

Note the leading indicator on 
the 10-year yield has risen sharply, 
reinforcing that interest rates are 
headed higher. They’ve risen too fast, 
however, and rates will likely decline 
further in the upcoming weeks while 
they continue to bottom.

In other words, the current up-
move in bond prices is providing a 
good opportunity to sell bonds if 
you’re still in the market and/or if 

you want to lighten 
up within a good 
selling area.
BETTER SIGNS

Meanwhile, the 
economy is generally 
showing good im-
provement. Not only 
are housing and re-
tail sales up, but so 
is business activity. 
This positive outlook 
is being reflected 
in the rising stock 
market.

As you know, 
the Fed is basically 
financing the U.S. 
debt. And high debt 
levels, as is currently 
the case, combined 
with easy money 
have always fueled 
inflation.

But as we pre-
viously mentioned, 
the money isn’t cir-
culating and that’s 
deflationary. So the 
debate continues. 

Interest rates dropped this 
month as they continue to bottom, 
and bond prices rose. 

Interest rates and bonds have 
been especially sensitive to world 
events because bonds have been 
a safe haven for the past couple 
of years. The jump up since mid 
March coincided with the Cyprus 
uncertainty and the jobs situa-
tion.
RISK ON

Basically, when global investors 
get nervous they generally turn to 
bonds. And when all is calm on the 
world stage, investors feel safe and 
they buy into other “more risky” 
investments. So this risk on - risk 
off mode has been an ongoing fac-
tor in all of the markets, especially 
bonds.

This month, risk was on because 

CHART 10
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CURRENCIES
U.S. dollar: Under pressure

CHART 12 
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above its mega moving average, and 
gold has been the stronger invest-
ment since then.

Even though the ratio has been 
declining since last year’s gold peak, 
and  gold’s been weaker than bonds, 
the major trend still favors gold. 

So despite the ups and downs, 
gold is still the better investment 
and that coincides with the un-
precedented easy money being pro-
vided by the world’s major central 
banks.

Plus, the ratio’s leading indicator 
is now rising from an oversold gold 
area. This too tells us the ratio is 
currently poised to head higher. 

So the bottom line is, gold is 
set to outperform bonds in the 
months ahead. 
BUT STILL NO INFLATION 

Interestingly, gold’s superior per-
formance over the past decade has 
not coincided with inflation. This 
has surprised many experts but the 

ingredients are in place 
and we feel it’s just a mat-
ter of time until inflation 
becomes more obvious.

We a lready know 
things cost more than 
they did a few years ago, 
but this hasn’t been re-
flected in the inflation 
figures. That too may 
now be changing.

Last month, for in-
stance, import prices 
surged 13% and they 
were up over 8% the 
month before (annual-
ized). Producer prices 
also rose over 8%, and so 
did consumer prices. 

This could be the 
start of higher inflation 
to come. Currently, it’s 
too soon to tell but keep 
a close watch on the 
numbers because we wouldn’t be 
surprised if it is.

If so, then interest rates will also 
head higher and bond prices will fall 
further (see Chart 12).
WIDE SPREAD TO NARROW

We know the Fed is also keeping 
short-term interest rates near zero 
as part of their stimulus policy. You 
can see this looking at the 90-day 
T-Bill rate and how it’s artificially 
been held down for the past four 
years (see Chart 13A).

But if inflation starts picking up, 
the Fed will likely be forced to raise 
rates a bit. And even if the T-Bill 
rate were to only rise to ½ of 1%, it 

would still be somewhat significant 
compared to where it is now (see 
gray line).

We know that seems pathetic 
but it would still be an important 
sign. Not only would it start to 
close the spread between long and 
short-term rates, but it would signal 
a more normal environment and 
diminishing deflation pressures.

For now, it’s still okay to keep 
bonds if you have them for the in-
come they provide. But if the 30-year 
yield rises above 4%, you’d definitely 
want to sell because it would be 
the biggest sign yet that the bond 
bubble has finally burst and prices 
are headed much lower. 

It was another interesting month 
in the currency markets, and 
changes are now taking place.

After rising strongly last month, 
the dollar stayed firm as many of the 
currencies fell further. But it looks 
like that’s changing.

Cyprus and Japan were the pri-
mary forces moving the markets, 

along with the U.S. economy…
First, the Cyprus bailout upset 

investors and they dumped the 
euro, opting instead for the U.S. dol-
lar as a safe haven. But once things 
settled down, the euro rebounded 
and it looks like it’s headed higher 
(see Chart 14).

Most important is that despite 

the ups and downs, the Eurozone’s 
central bank stressed they’ll do 
everything they can to help the 
euro. In the end, that’s all investors 
needed to hear… reassurances that 
all will be fine.
EUROZONE UNCERTAINTY

Still, the recurring troubles in 
the Eurozone have taken their toll. 
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Ever since the PIGS (Portugal, Italy, 
Greece and Spain) had problems 
several years ago, it increased the 
euro’s vulnerability. 

Last year’s problems in Greece 
intensified euro uncertainty, and 
its standing in the global financial 
system has diminished in recent 
years.

As a result, central banks have 
been cutting back on their euro 
holdings and exchanging them for 
U.S. dollars (see Chart 15). 

But as we’ve often discussed, 
central banks are also cutting 
back on their U.S. dollar holdings 
in favor of gold. Central banks 
generally seem to be increasingly 
uncomfortable with paper curren-
cies, period.

More and more countries are 
eliminating the U.S. dollar from 

their trade transactions with the 
latest being the BRICS countries 
(Brazil, Russia, India, China and 
So. Africa).

They recently agreed to establish 
a new world bank and use their 
own currencies more freely, which 
could undermine the U.S. dollar 
even further.
U.S. DOLLAR CHUGGING

That could be one reason why 
the U.S. dollar index has been 
stalling and having a tough time 
breaking above its 83 resistance 
level (again, see Chart 14). The 
sluggish job reports have been an 
influence too.

Investors are beginning to won-
der if the economy is stumbling. If 
so, it’ll mean more Fed stimulus, 
which could fuel inflation and, 
therefore, weaken the dollar.

So we’re watching the dollar 
index closely. The first sign it’s 
headed lower would be a sustained 
decline below 82. And it would turn 
outright bearish if it declines and 
stays below 80.
THE YEN LESSON

Of all the currencies, the Japa-
nese yen has been in a league of 
its own and there are lessons to be 
learned…

The yen has simply collapsed 
and it’s likely headed even lower 
(Chart 14). In its efforts to boost 
its economy and inflation, Japan 
took bold steps, surprising most of 
the world.

They embarked on the most ag-
gressive stimulus program to date, 
doubling their monthly bond pur-

chases. This drove bond yields to 
the lowest levels in the world and 
sent the yen reeling.

The new Prime Minister Abe 
vowed not to make the same mis-
takes he did before when stocks 
fell out of bed after his resignation 
in 2007. So he’s going full speed 
ahead, and as he pours trillions 
into the economy it’s causing the 
yen to fall and stocks to soar. 

Keep in mind, the U.S., the Eu-
rozone and the U.K. are all doing 
the same thing. Abe has just taken 
it a few steps further.

But like the yen, the British 
pound is following and it looks like 
the U.S. dollar could soon follow 
these two down. 
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METALS, NATURAL RESOURCES & ENERGY
Is gold’s bull market really coming to an end?

COMMODITY CURRENCIES: 
Fine 

As for the other currencies, the 
Australian dollar is strong, in large 
part due to China’s growth, which 

will likely continue (see Chart 14). 
The New Zealand dollar is also do-
ing very well. The Canadian dollar 
is firm and it continues moving with 
the oil price (see Chart 16). 

The same is true of the Norwe-
gian krone.  Overall, we continue to 
recommend holding a 30% diversi-
fied cash currency position, includ-
ing the U.S. dollar. 

The latest fall in gold and silver at 
the start of April was the straw that 
broke the back of investor’s hopes. 

The words “bear market” started 
to come out more times than we can 
remember. Investors are starting to 
throw in the towel on the 12 year 
bull market, and a bull-bear debate 
is heating up.
GOLD HOLDING KEY SUPPORT

Gold shares clearly got ham-
mered. But gold is holding up well, 
which is most impressive. The fact 
that gold has not declined more 
than 20% since its September 
2011 record high shows its resil-
ience.

The sharp rise in the stock mar-
ket this year has made gold yes-
terday’s paper. But just looking at 
gold by itself, what seems to bother 
investors most is the length of time 
gold’s taking to rise again. Its lack-
luster sideways moves of the last 1½ 
years are taking a toll.  

Gold has been dragging its heels, 
but the bottom support shows firm-
ness and it’s key. This is impressive 
for several reasons (which we’ll get 
to in a moment), but the market 
has “strong hands” keeping the 
price from falling below the lows of 
last May. 

The low reached last May was 
within dollars of the prior December 
2011 low. And now, for the third 
time, gold has approached this 
growing base at $1536.  

The recent sell-off was filled with 
paper gold sales as investors sold 
gold ETFs and bought into the stock 
market. 

Gold ETFs have made it easy to 
buy gold for the average investor. 

world’s central banks are concerned 
with these open spigots, which is a 
main reason why they’re buying lots 
of gold. 

Central banks have been buy-
ing gold for several years now, and 
their buying continues to grow each 
year. 

Countries, like Brazil, Turkey 
and Iran have doubled their pur-
chases since 2011. And according to 
Bloomberg, Russia is now the world’s 
biggest gold buyer.

Plus, the individual states are 
starting to protect themselves. Ac-
cording to our friends at the Daily 
Pfenning, there’s a bill working its 
way in Arizona that would recognize 
gold and silver as legal tender. 

If passed, it won’t be the first. 
Utah has already passed a similar 
bill, and three other states are also 
considering these measures.

Many countries and states see 
the writing on the wall. 

All this stimulus should be bull-
ish for gold, and eventually we 
believe it will be, but for now, since 
QE forever started, gold has taken 
a back seat. The main reason is the 
better economy is taking away the 
need for a safe haven like gold.
GOLD & THE DOLLAR: Reserve 
currency vs. ultimate currency

The relationship of gold and the 
U.S. dollar, and its subtle actions 
can be telling.   Chart 17 shows 
the basic obvious, that gold and the 
dollar move in opposite directions. 
Gold has been down and the dollar 
has been in an uptrend since gold’s 
peak in September 2011.

But there are times when they 
tell us a change is coming. For 

Many investors who wouldn’t have 
normally bought gold, did so with 
ETFs, which enhanced the bull 
market. GLD, for instance, has 
grown to a whopping $61 billion. 

And now these same investors 
are selling gold. A record more than 
$4 billion was pulled out of many 
gold ETFs in February. 

But at the same time, we’re also 
seeing more safe haven buying be-
cause of the uncertainty surround-
ing the banking industry due to the 
Cyprus situation.  Plus, the ongoing 
Euro crisis, together with the latest 
weak U.S. job numbers is keeping a 
solid floor under the gold price.
CENTRAL BANK DEMAND 
KEEPS GROWING

Central banks have taken their 
share of center stage in the gold 
market.  

On the one hand, you have the 
major world countries, the U.S., 
Britain, Eurozone and a hyped up 
Japan, on an unprecedented mis-
sion to pump massive liquidity into 
the system for the sake of economic 
growth and some inflation.  

The Fed, the ECB and BOJ 
have more than doubled the 
combined size of their balance 
sheets since the global financial 
crisis broke out in 2007. And the 
latest Japanese action is on top 
of this.

The verdict is still out for the 
final outcome. One thing seems 
clear, a currency war is in process. 
We’re wondering how low can the 
yen decline until the world doesn’t 
tolerate it anymore?

On the other hand, the rest of the 
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CHART 18

LEADING INDICATOR (MEDIUM-TERM):  
‘B’ bottom forming           
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example, in May 2012 when gold 
bottomed, the dollar index contin-
ued to rise until June. This showed 
gold’s strength because it didn’t fall 
when the dollar rose. Gold then rose 
thereafter.

And it’s now happening again. 
Since February 22, gold started to 
rise until mid-March while the dollar 
stayed strong. Then when gold fell 
sharply in recent weeks, the dollar 
index did not rise.  

Both of these moves are a good 
sign for gold, and it’s saying there’s 
a good chance that gold is bottoming 
and the intermediate trend is ready 
to turn up.

This works both ways. If gold 
soars but the dollar doesn’t fall to 
new lows, like they did in 2011 when 
gold hit a record high, it’s a good sign 
for an upcoming stronger dollar.  

The bottom line now is that 
gold is poised to rise and the dol-
lar is poised to decline.

And gold is technically oversold. 
It’s oversold versus the stock mar-
ket, versus the bond market, versus 

the euro and versus the 
dollar. 
GOLD TIMING

Chart 18 shows the 
gold price with its mega 
23-month moving aver-
age and its two leading 
indicators since 2007.  

Gold has stayed clear-
ly above this moving av-
erage during the entire 
bull market. The excep-
tions were during the 
heat of the financial crisis 
in 2008, and now (see 
Chart 18A).

In 2008 gold fell much 
more (almost 30%) and it 
took eight months to do 
so.  This time it fell less 
(almost 20%) but it took 
longer. Gold is vulnerable 
on a bigger picture basis 
below this moving aver-
age at $1665, but both 
indicators show that gold 
is at a low area, an area 
that isn’t easily reached. 

In other words, gold’s 
downside is limited sug-

gesting it won’t be too much lon-
ger before it rises back above its 
moving average.

Now taking this same gold price 
and long term indicator back to 
1967, you can see the big picture 
shown on Chart 19... and the ex-
treme volatility in the 1970s com-
pared to today. 

Considering we currently have a 
bigger global gold market with more 
serious problems, it looks like the 
rise is only heating up, in spite of 
the last 12 year rise.

The indicator has clearly reached 
a low area for the bull market (see 
red line).  It’s been even lower in 
the past, but the extreme lows of 
the 1970s - 80s are unlikely to be 
reached for now because we have 
yet to see similar wild moves.  

In those days the bull market 
gained 2300%. Within that move, 
gold fell almost 50% in 1976... now 
those were wild.  We haven’t seen 
anything like that yet.

Today’s bull market has gained 
660% and the worst decline was 

29%.
A closer look at the two worse 

declines in the current bull market  
can be seen on Chart 18A. They 
were both D declines, which are the 
worst declines in the recurring A 
through D cycles. The latest D de-
cline actually ended last May and it 
lasted 9-10 months. This was simi-
lar in time to the 2008 D decline.

A ‘B’ decline has been underway 
since last October. Gold has fallen 
about 15%, and it’s nearing the D 
lows at $1536. According to these 
phases, if a B low closes lower than 
the prior D low, it’s a bearish sign 
for the bull market.  

This is precisely where we are 
today!  And with gold holding 
above the May lows, the bull mar-
ket is still on its path.

CHART 17
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CHART 20

STILL LOOKING GOOD!
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Granted, the fact that 
gold is below both its 65-
week moving average and 
its 23-month moving aver-
age is not good for the bull 
market, but we’ll give it the 
benefit of the doubt because 
the lows are holding well.

One more thing about 
timing, the full C-D-A-B 
sideways moves in 2008-
09 took one year and one 
month, from March 2008 
to April 2009. It wasn’t until 
September 2009, 1½ years 
later, when gold reached 
another record high, which 
marked the onset of the C 
rise and the best in the bull 
market. 

This shows that today’s 
sideways performance isn’t 
so unusual.

Let’s now see how gold 
performs. It’s at a critical 
juncture and it’s important 
to hold above $1536 on a 
closing basis. If broken, 
gold could fall another 
$100 to $200 as outlined 
last month.

But once gold closes back above 
$1665, it’ll be poised to jump back 
up to the $1800 level. This is a 
stronger resistance area, and once 
surpassed, then $1900 is possible 
and record highs thereafter.
SILVER: Still okay

This month marks two years 
since silver has seen its near record 
high. Silver had such an incred-
ible surge leading up to that high, 
that it’s taken time to unwind the 
excess. 

For instance, silver gained 452% 
in 2½ years... rising from its Nov 
2008 lows at $8.80 to its April 2011 
high at $48.59.  

Again, like gold, silver’s decline 
since that high gave back 45% when 
it reached the $26.30 level last year 
in June. While 45% is a lot, it’s 
small compared to the rise.

As many of you know, when sil-
ver takes off, it tends to never look 
back. When a bull market is un-
derway, that’s how silver performs 
(see Chart 20A).  During each run 

up silver was clearly stronger than 
gold’s rise as you can see on the   
ratio (B). The ratio rose reaching a 
high in 1998, 2007 and 2011. 

Silver’s been weaker than 
gold since the 2011 peak, but 
the ratio is still in an uptrend, 
favoring silver. This is say-
ing that if silver stays above 
the $26 level and the ratio 
remains in an uptrend, silver 
will continue to outperform 
gold.

If the resource sector re-
mains sluggish, however, it 
will keep pressure on silver un-
less gold takes off in a renewed 
rise. Keep an eye on $26 this 
month.

Of all the precious met-
als, palladium has held up 
the best. It neared its 2011 
highs this past month and it’s 
strong above $715.  Once pal-
ladium eventually surpasses 
its 2011 highs near $1080, it 
could soar. Keep your position 
(see Chart 21).

Platinum is sluggish and 
whichever way it breaks out 
of its 2011-12 range, at $1730 
and $1400 will determine the 
next direction.

Gold shares are beaten 
down. The poor sector is down 

about 37% since last September. 
It’s extremely oversold and some 
of the shares are holding up better 
than others.  Gold shares are on the 
bargain table, but again selective 
buying is key.

The gold mining business is 
facing very high ongoing capital 
expenditures. After buying out the 
smaller mines and projects around 
the world over the past decade, most 
of the easily mined sources of gold 
are tapped out or mature. 

Miners have been forced to pro-
cess lower grades of ore, dig deeper or 
go into unstable areas of the world. 
Plus, some major projects have seen 
their costs almost double.

Nevertheless, the fall is not justi-
fied, and once gold rises again, gold 
shares should bounce up too. The 
rising stock market hasn’t helped. 
Instead, it’s been hurting the metals 
sector as investors move into the 
equity market.

If the XAU index now stays 
above 122, and rises back above 
140, we could see a renewed rise 
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develop. Keep your small 
gold and silver share 
positions.  
RESOURCES: Not 
good... what does this 
mean?

The resource sector 
has taken a hit. If the 
U.S. economy is truly 
looking better and the 
global economy is turn-
ing around, then why 
are the resources and 
commodities in general 
down?

Crude oil has been 
holding up better than some of 
the others, but it too is still under 
pressure.

During the past month, what’s 
been good for gold (Cyprus, the 
Euro crisis) has been bad for the 
commodities because it hurts the 
outlook for the global economic re-
covery. And if the global economy 
wanes, there’s less demand for com-
modities.  

The most obvious 
is copper. It fell this 
month, it’s under pres-
sure below $3.75 and if 
its 2012 lows are bro-
ken, we could see the 
$3 level reached before 
a rise gets underway 
(see Chart 22).  If the 
$3 level is broken, it 
will clearly reflect a fal-
tering global economy.

Chart 23A shows 

the copper price since 
2000. Here you can see 
that copper reached a 
peak in 2006, and 
while it reached an-
other record high in 
2011, it’s been top-
ping near the highs for 
the last seven years. 

Now what does this 
say about the global 
economy? Hmmmm... 
still chugging along 
with a heavy weight.

The good news is 
that copper looks like 
it’s trying to bot-

tom. The leading indicator, B, 
is bottoming near a major low 
area, an area that was reached 
only twice before at the lows in 
2001 and 2009. 

Keep an eye on the 2011 lows 
at $3.05  If it holds and copper 
begins to rise back above its 
moving average at $3.60,  and 

especially above 
$3.75, we could 
see the 2011 
highs tested once 
again. A new re-
cord high above 
$4.60, would be 
bullish for cop-
per and for the 
world.

Natural gas 
has been rising 
from the pits over 
the last several 
months, recently 

reaching its 2011 highs. 
Chart 24 shows how much 

weaker natural gas has been com-
pared to oil since 2009. It never 
recuperated from the 2009 crisis 
low. It’s now starting to catch up 
to the oil price and it’s now looking 
better above $3.50.

Crude oil is stable above $90 and 
it would look great above $99.

Overall, we’ll keep the small posi-
tion we have in the resource sector 
and once commodities in general 
clearly turn the corner we’ll add 
more.
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  The first quarter has come to an end and it was a wild one.  Stocks rose 
strongly to new record highs in their best first quarter in 13 years.  Meanwhile, 
the gold price remains under pressure but it’s holding above strong support, 
which is good.  Changes are happening in the currency markets and they’re 
currently rebounding.  Bonds are also rising as a safe haven.  All things con-
sidered, we feel we’re well positioned and we’re keeping our allocations the 
same this month.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION

    Despite its latest decline and bearish sentiment, gold is holding up well.  It 
has stayed above solid support at $1536 and as long as it does, it’s firm.  The 
same is true of silver by holding above $26. But the metals are at a critical 
juncture.  For now, the market has strong hands keeping the price from falling 
below the May lows and this level is key.  If it holds, and gold closes back above $1665, it’ll be a very positive and bullish 
sign.  And since gold is so oversold versus all of the markets, the downside is limited and it could soon head higher.
   Gold shares are beaten down and trying to find a bottom.  Once 
gold heads higher, the shares should bounce up too.  Continue to 
hold the metals and shares that you have, but let’s wait to see how 
things unfold before buying new positions.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION

   The stock market is very bullish and it has the Fed on its side.  It’s 
hitting new record highs, signaling stocks are headed higher.  This 
has also been confirmed by the S&P 500.  Most of our recommended 
stocks are doing well.  We continue to advise keeping a 40% position 
in the stocks and ETFs listed on the right.  If you want to buy new stock 
positions, buy the strongest ones, which are the top six in the box to the 
right under Stocks and ETFs.  The major trend will remain up with the 
Dow Industrials and Transports above 13300 and 5350, respectively.  

CURRENCIES  RECOMMENDATION

    Changes are taking place in the currency markets.  The U.S. dollar 
index has been stalling at a strong resistance level and the currencies 
are rebounding.  For now, watch the dollar index.  The first sign it’s 
headed lower would be a sustained decline below 82 and it would turn 
bearish below 80.  We continue to recommend holding a 30% diversified 
cash currency position, including the U.S. dollar.  Buy new positions in 
the New Zealand and Australian dollars, which are the strongest.

INTEREST  RATE  &  BOND  RECOMMENDATION

   Interest rates dropped this month and bond prices rose.  Despite this 
latest flight to safety, bond prices are still topping and interest rates 
are bottoming.  In fact, the current bond price upmove is providing a 
good opportunity to sell bonds if you’re still in the market or if you want 
to lighten up.  However, if you want to keep your bonds for income 
reasons, it’s still okay unless the 30 year yield rises and stays above 
4%.  If that happens, all bonds should be sold.

OVERALL   PORTFOLIO  RECOMMENDATION 

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

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

 
STOCKS AND ETFs

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

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

30% Cash 
U.S., Aust, Can, NZ  
dollars, Norwegian 
krone & Euro

30%  
Precious Metals Gold & silver physical 
& ETFs & gold & silver shares 

40%  
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. 


