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Every day we’re bombarded with 
opinions, and we’re sure you are 
too…

Where the markets are headed, 
what the economy’s going to do, why 
a crash is coming, what Mr. expert 
said, and so on.
MARKETS TELL THE STORY

As we’ve often noted, this can be 
very confusing, leading to doubts 
and insecurities. That’s why we al-
ways feel it’s best to let the markets 
tell the story.

Since the markets tend to look 
ahead, taking everything into ac-
count, they’re far more accurate 
than all of the opinions combined.

That’s why we rely so much on 
our leading indicators, as well as 
our other technical indicators. 

A picture is worth a thousand 
words and we believe that our 
charts are far more reliable in de-
termining where a market is likely 
headed. 

So what are the markets cur-
rently telling us?

The picture is basically the same 

as last month, with a few excep-
tions. But first, let’s stand back and 
look at the overall situation…

INFLATION - DEFLATION
The big debate over deflation and 

inflation still rages on, and you can 
understand why. Both sides have 
fundamentals backing them up.

On the one hand, the monetary 
base has literally soared in recent 
years (see Chart 1). 

This unprecedented type of mon-
ey creation would normally cause 
big inflation, but so far it hasn’t.

This has shocked many experts 
but as we’ve previously discussed, 
the main reason why is because 
the velocity of money has been col-
lapsing. 

That is, the money’s not circulat-
ing, banks are still risk adverse, so 
they’re not lending like they nor-
mally would. 

As a result, the economy has 
remained lackluster and inflation 
is low.  Or is it? 

Inflation rising...
We all see prices going up in 

certain sectors. For example, food, 
gas, home prices and medical costs 
are up, and college tuitions have 
soared. 

Wholesale prices have also just 
started perking up. 

And if you calculate inflation the 
way it was done in the 1980s (like 
shadowstats.com does), current infla-
tion is closer to 10%, and not below 
2% as the Fed’s numbers show.

... and so is deflation
At the same time, however, defla-

tionary forces are intensifying. 
As we’ve consistently pointed 

out, the pressures are becoming 
ever more obvious and the markets 
are clearly reflecting this.

The world’s economies are super 
sluggish and barely holding on.

Plus, interest rates have been 
plunging around the world. 

This in turn has been one of 
the primary factors driving stocks 
and bonds higher. And as you’ll see 
again this month, these markets 
are signaling much higher prices 
ahead.
MAJOR COUNTRIES FIGHTING 
DEFLATION

Meanwhile, the Japanese, U.S., 
and now European central banks 
have taken extreme monetary 
measures to fight off these growing 
deflation pressures.
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 CHART 2No one wants deflation. So 
further actions by the world’s 
major developed countries are 
taking place to keep deflation 
from getting worse.  

Hopefully, this will also fuel 
some inflation in order to off-
set the deflation that’s already 
taken hold.  At least that seems 
to be their main goal.

It’s really a vicious tug of 
war but so far, deflation still 
has the upper hand, despite 
all the efforts. Chart 2 shows 
this clearly.
BONDS HAVE UPPER HAND

Here you’ll see our inflation-
deflation barometer, which is es-
sentially a ratio that compares gold 
and bonds since 2003.

Traditionally, rising gold has 
been an inflationary indicator. 

On the other hand, rising bond 
prices are a deflation indicator. And 
this ratio illustrates which one is 
dominating.

Note that gold was stronger than 
bonds up until 2011 because the 
ratio was rising. 

But since 2011, the ratio has 
been declining, showing gold has 
been weaker than bonds. 

That is, bonds have been stron-
ger, which means deflationary pres-
sures are in the driver’s seat and 
they’re gaining momentum.

Most impressive, the ratio 
has broken below its mega mov-
ing average and it’s near a key 
support level for gold. 

If this level is broken on the 
downside, deflation will become 
even more serious, which could 
result in further extreme mon-
etary measures by the world’s 
central banks.

At some point in the future, 
this will eventually increase the 
odds of a huge inflation. But 

that could be years away, especially 
if this ratio clearly breaks down.
DEBT IS THE MONSTER

We’ll see what happens. 
But with bonds poised to head 

higher in the months, and probably 
year ahead, we suspect this support 
level may be broken.

And if you think it can’t happen, 
look no further than the massive 
debt levels. 

They’ve put a drag on global 
economic growth that’s unlikely to 
be shaken any time soon.

In the U.S. and Europe, for ex-
ample, government debt is near 
90% of GDP. 

When this happens, the economy 
will generally contract at a .01 an-
nual rate. That’s what currently 
seems to be happening.

In Japan’s case, their debt 
levels are much higher and 
they’ve been fighting deflation 
for over 20 years. 

Many feel the U.S. is follow-
ing in Japan’s footsteps, and it 
sure looks like it.

If so, then interest rates 
could stay at super low levels, 
near zero, for many years to 
come (see Chart 3).
U.S. FOLLOWING JAPAN?

Here you’ll see U.S. rates 
since 2007 compared to the Japa-
nese interest rate from 1992 to 2014 
(the 10 year yields). 

Most interesting, the decline in 
U.S. interest rates has been very 
similar to the drop in Japanese 
rates in the mid-1990s.

If this continues because defla-
tionary pressures persist, then U.S. 
rates could theoretically stay low for 
another 10 years, like they have in 
Japan.

Japanese interest rates are still 
way below 1%, even after all these 

years,  and following multiple 
mega stimulus measures. 

And there’s no reason why 
it couldn’t happen in the U.S. 
and Europe as well.

This would obviously be a 
bad case scenario. But time 
will soon tell if that’s the path 
the Western world has indeed 
taken.

So keep an eye on gold and 
bonds. This barometer will tell 
the story and we should soon 
know the outcome.

 CHART 3
U.S. VS JAPAN, 10 YEAR GOVERNMENT BOND RATES

United States (2007 to present)

Japan (1992-2014)

5%

4%

3%

2%

1%

2007     2009      2011     2013     2015     2017     2019     2021     2023     2025     2027

U.S. rates are moving similarly to 
Japanese rates in the 1990s

A
nnual rate

COURTESY: www.stansberryresearch.com, www.dailywealth.com

SOURCE:  Bloomberg

 To me, a wise and humane policy 
is occasionally to let inflation rise 

even when inflation is running 
above target.
Janet Yellen
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U.S. & WORLD STOCK MARKETS  
Bull market plowing ahead!

CHART 5
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The stock market has been on a 
rip roaring roll.
IT’S REAL

Record highs have become com-
monplace, leaving many investors 
in awe or disbelief. 

That’s especially true for those 
who’ve been left behind because 
the market was too dangerous, too 
high, too risky, or it was going to 
collapse.

We’re sure you’ve heard all the 
reasons why the market can’t go 
higher and indeed, there have been 
some signs of caution.

Nevertheless, the stock market 
has plowed higher. It remains very 
bullish and as you’ll see, it looks like 
it’s going to rise even further.
CRAWLING WALL OF WORRY

Okay, we understand this may 
not make perfect sense, but it rarely 
does. 

As you know, the stock market 
tends to climb a wall of worry and 
that’s certainly been the case this 
time around as well.

Also remember, the stock market 
looks ahead. So for whatever reason, 
and despite the ongoing problems, 
the market likes what it sees.

In other words, it’s not worried 
about deflation, the slow economy, 
debt, QE, tapering, global tensions, 
the problems at GM or the Bank of 

America, or any of the other situa-
tions that’re going on. 

Instead, it’s focusing on the posi-
tive. It’s telling us it’ll all be okay, 
at least for the time being.

EASY MONEY & LOW RATES
Of course this could change at 

some point, but it doesn’t look like 
it will in the near future.

One important reason why is low 
interest rates. The market loves low 
rates and the Fed’s easy money. 

These have been the key factors 
driving stocks higher. The market 
is thriving in this environment.  
And again, the market’s actions 
are impressive and they’re telling 
the story.
TRANSPORTATIONS: The best

The Dow Jones Transportations 

is the strongest index and it’s been 
leading the way (see Chart 4). 

The Transports have been out-
performing all of the major stock 
indexes and the foreign stock mar-
kets too.

Taking a look at the stock line 
up, however, you can see the rises 
in the other stock indexes have 
been stellar, pretty much across the 
board (see Chart 5).

Both the Dow Industrials and 
the S&P500, for instance, are at 
new record highs and they too have 
been consistent leaders in this lat-
est upmove. 

The Nasdaq and Russell 2000 
are lagging but they’re picking up 
steam. And they’ll all remain bull-
ish by staying above their moving 
averages listed on the chart.

Some stocks have been left be-
hind. But for the most part, the tide 
is moving up and it’s taking most of 
the boats with it.
WORLD MARKETS BULLISH

You might remember our con-
cern a few months ago because the 
international stock markets weren’t 
joining in. They were generally 
mixed and most of them were lack-
luster or downright bearish.

But here too, that’s no longer the 
case, which is a very important new 
development.

When bull markets are solid and 
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SOME OF BEST GLOBAL MARKETS                                               CATCHING UP!

CHART 8

RECORDS & MORE RECORDS!
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“for real,” the rising tide 
will also normally take 
most of the global stock 
markets along with it. 
And that’s currently 
happening.

As you can see on 
Chart 6, markets like 
Germany, Canada and 
Malaysia are very strong 
and bullish. So is Swit-
zerland.

Thanks to the strong 
U.S. stock market, as 
well as better signs out of 
China and easier money 
in Europe, the global markets are 
headed higher. 

This also includes many of the 
emerging markets, which had been 
lagging and bearish, despite their 
better value (see Chart 7).
U.S. IS STRONGEST

But all things considered, we still 
primarily like U.S. stocks best. 

Overall, they’ve been the stron-

gest trend setters, and 
it looks like this is going 
to carry on.

L o o k i n g  a t  t h e 
S&P500 on Chart 8A, 
you’l l  see what we 
mean…

Not only did the S&P 
soar above 1900, but 
its leading indicators 
are both bullish and 
they have room to rise 
further.  This also tells 
us stocks are headed 
higher. Plus, the stock 

market has essentially been ignor-
ing the historical presidential cycle 
pattern (see Chart 9).

This too shows strength and if 
this pattern unfolds as it has in the 
past, then stocks could keep rising 
for a couple more years.

RAISED OUR POSITION
This month we advised buying 

more stocks, raising the stock po-
sition to 30% of our 
recommended total 
portfolio. 

The stocks we 
recommend are list-
ed on page 12.  For 
new purchases, we 
like XLE, JNJ, IYT, 
IOO, QQQ, IXN, DIA 
and EWG.  And ide-
ally, buy these on 
weakness. 

The bottom line 
is, keep the stocks 
you have and con-
tinue riding the 
bull for as long as 
it lasts.

This allocation generally gives 
us a good overall balance between 
stocks and bonds.  We feel this is 
best at this time because they’re 
both strong and bullish. 
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COURTESY: The Rude Awakening
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U.S. INTEREST RATES AND BONDS
 Correcting in a bull market

CHART

CHART 11

MEGA TREND CLEARLY DOWN

30 YEAR YIELD
       SINCE 1980

LEADING INDICATOR (Long-Term):
Declining from high area

B

80 MONTH 
MOVING AVERAGE 

IS MEGA TREND 
AT 3.82%

  MAJOR      HIGH           AREA

  MAJOR   LOW      AREA

SUPPORT

A 1980

Blow up on 
Chart 12

80         85         90         95         00         05        10       14

CHART 12
30 YEAR YIELD

J                     J   J                     D   J                     J
                       2013                                2014

      80 MONTH MOVING AVERAGE        MEGA DOWNTREND 

15 WEEK MA IS KEY 
INTERMEDIATE TREND

FED’S TAPER 
TALK STARTED

DAILY PRICES

MODERATE 
TAPERING 
STARTED

CHART

CHART 13

 08        09        10        11         12          13     14

PRESSURE IS DOWN 
10 YEAR YIELD 

LEADING INDICATOR 
(MEDIUM-TERM):  
On the decline

B

A

          RATES             TOO               HIGH

RATES       TOO                             LOW

2008

AdenOriginalChart

2012

6 YEAR DOWNTREND

Bonds are still out-
performing all of the 
other  markets  and 
they’re poised to head 
much higher.
KEEP YOUR BOND 
POSITIONS

That’s why we recom-
mend keeping the larger 
portion of your total 
portfolio in long-term 
U.S. government bonds 
and/or bond ETFs. 
Since ETFs move with 
the bond price, you’ll 
profit as bonds move 
higher.

Best of all, it looks like the bull 
market in bonds is just beginning. 
In other words, it has a long way to 
go, at least until year end and prob-
ably beyond.
BONDS HAVE UPPER HAND

Many investors feel that bonds 
will not be a good investment this 

year. After all, haven’t 
interest rates dropped 
enough? And if they 
have, then how can 
bonds rise much fur-
ther?

As you know, in-
terest rates and bond 
prices move in oppo-
site directions. This 
means if bond prices 
are headed higher, in-
terest rates are going to 
decline further.

That  may  seem 
strange considering 

they’re already at super low levels. 
The U.S. 10 year yield, for in-

stance, is near 2.60% and the 90-
day T-Bill has been below one-half 
of 1% for more than five years.

But no matter. If you really think 
interest rates can’t go lower, remem-
ber that deflation is the dominating 
factor in the world today. 

It’s becoming more forceful, and 
it’s essentially controlling most of the 
markets, in one way or another.
GLOBAL RATES FALLING

Interest rates are falling in the 
major countries (see Chart 10). And 
Europe just took dramatic steps, 
dropping its rates to the lowest since 
the days of Napoleon.

In its efforts to fight off deflation 
and boost inflation, the European 
Central Bank (ECB) dropped their 
key bank interest rate to negative. 

This effort was done to get banks 
lending again, rather than hav-
ing their money just sitting in the 
banks. More loans to businesses 
and individuals would hopefully 
help the economy to get rolling.

Negative interest rates would also 
encourage people to move their sav-
ings accounts into assets, like stocks 
and real estate. This in turn would 
also help boost the economy.

A similar situation has been hap-
pening in the U.S. Super low inter-
est rates have been instrumental in 

driving stocks higher and revital-
izing the housing market. 

The Eurozone hopes to do the 
same and so far, so good...

The European stock market 
surged on the news. And so did 
markets worldwide. Everyone’s 
happy with the additional stimu-
lation and Mario Draghi (the ECB 
President) says he’ll do even more 
if need be.

CHART 10
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CURRENCIES
U.S. dollar: Steady but vulnerable 

CHART

CHART 14
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LOW RATES ON AGENDA
This reinforces low interest rates 

are here to stay for a long time. And 
by staying low, bond prices will rise. 
That’s especially true in the U.S., 
considering the economy declined 
1% in the first quarter, for the first 
time since 2011.

If this continues, the Fed will not 
only drive interest rates lower but 
they’ll also have to kick up QE stim-
ulus and forget about tapering. 

Our technical indicators are still 
signaling this type of scenario. 
30 YEAR YIELD: On the decline

Looking first at the big picture for 
long-term interest rates, you can see 
the mega trend remains down (see 
the 30 year yield on Chart 11A).

Plus, the leading indicator is de-
clining from a major high area. This 
alone tells us that interest rates are 
going to decline much further, prob-
ably down to the strong support level 
near 2.50% for the 30 year yield. 

If so, a bond rise of about 38% 
from its current levels (not including 
interest) is a good possibility.

Taking a close up view, note the 30 
year yield clearly resisted at its mega 
downtrend earlier this year when ta-
pering started (see Chart 12). 

It’s been declining since then, 
and here too you can see, if it just 
declines back down to its 2013 low, 
it would still be a bond gain of about 
22% from today’s levels.

The 10 year yield is signaling the 

same thing (see Chart 13A). It’s also 
headed lower and its leading indica-
tor has room to fall further before 
it reaches the “too low” area. So all 
systems are go for lower interest 
rates and higher bond prices.
BONDS:  Also a safe haven

What else could drive bonds 
higher? World tensions. Don’t for-
get, U.S. bonds are still considered 
the safe haven of choice.

Another reason could be the 
baby boomers. As they get older, 
they’re becoming more cautious. 
That would make bonds more at-
tractive than stocks. 

And despite the record highs in 
the stock market, it looks like bonds 
will keep outperforming stocks, like 
they’ve been doing all year. 

Since January, for instance, 
bonds have risen 16.60% but the 
S&P500 has only gained 5.35%.  

Comparing bonds to the Dow 
Industrials, you’ll see the technicals 
are also reinforcing this; see Chart 
14A.

In this case, when the ratio rises, 
bonds are stronger than stocks. The 
percentage gains are greater. But 
when it declines, bonds are weaker 
than stocks, and that’s been the 
case for the past couple of years. 

The ratio, however, is now bot-
toming and so is the leading indica-
tor.  That is, bonds are currently at a 

major low area, signaling the ratio is 
poised to rise further.  This tells us  
bonds will continue to outperform 
stocks, providing bigger gains.

Again that’s why we still recom-
mend buying and keeping a larger 
part of your portfolio in U.S. govern-
ment bonds... We think you’ll be 
glad you did!

The big news this month was all 
about China, Russia and Europe, 
and it’s going to affect the U.S. 
dollar. 
MORE STRAWS IN THE WIND

Month after month, there are 
international straws in the wind 
diminishing the U.S. dollar’s status, 
which we can’t ignore. It’s hap-
pening slowly but surely, and this 
month we saw a big straw.

Due to ongoing tensions in the 
Ukraine, Russia is feeling more 

isolated from the West. So Russia 
is turning to the East rather than 
the West.

The bottom line is Russia clinched 
their agreement with China to pro-
vide them with natural gas for the 
next 30 years. 

The deal is worth $400 billion 
and most important, they will not 
be using the U.S. dollar in their 
transactions. They also agreed to 
take new steps toward expansion 
of relations.

This will help keep Russia on top 

of its game as the world’s largest 
energy producer. But again we see 
the U.S. dollar’s dominance gradu-
ally being chipped away. 

But, this didn’t affect the dollar 
this month. On the contrary the dol-
lar moved slightly higher because 
of the negative interest rate moves 
in Europe.
U.S. DOLLAR

Still, the dollar is on thin ice. As 
you can see on Chart 15A, the U.S. 
dollar index remains at the lower 

  MAJOR LOW AREA FOR BONDS

2011
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CHART 15
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starting to break down. 
And since it leads the 
dollar, it’s telling us the 
U.S. dollar could soon 
follow.

This will be con-
firmed once the dol-
lar index declines and 
stays below 79.  
DOLLAR & YIELDS

Looking at the 30 
year yield and the U.S. 
dollar, you can see that 
the two move together 
(see Chart 16). That is, 
low interest rates equals a weaker 
U.S. dollar.

U.S. interest rates are now 
poised to fall much further, so it’s 
reasonable to assume the dollar’s 
going to go with them. 

And if so, we suspect the dollar 
index could decline to about the 72 
level, near the 2008 and 2011 lows. 
At least that’s how it’s currently 
looking.

It also doesn’t help that the U.S. 
economy contracted in the first 
quarter. 

Plus, the Fed is sticking to their 
tapering schedule even though the 
overall economic signs aren’t look-
ing so good.

On the contrary, Europe is basi-
cally pulling out the stops to get 
their economy on track.  And so 
is Japan; its economy grew at the 
fastest pace since 2011, thanks to 
massive stimulus.

They’ve both taken aggressive 
monetary measures and we believe 
the U.S. will probably have to do 
more than they already 
have.
CURRENCIES: Mixed

For now, however, 
the global currencies are 
still mixed.

The British pound 
remains the strongest 
in the international cur-
rency arena and it’s bull-
ish (see Chart 17). 

We continue to rec-
ommend keeping it be-
cause Britain’s funda-
mentals are still positive, 
especially compared to 

a lot of the other coun-
tries.

On the other hand, 
the euro and Swiss franc 
have declined, primarily 
on the negative interest 
rate news and because 
of ongoing deflationary 
pressures. 

And even though the 
Swiss franc is not part of 
the Eurozone, it moves in 
tandem with the euro.

If you have these cur-
rencies, we would keep 
them for the time being, 

but be on the alert.
If the U.S. dollar weakens as 

we suspect, they’ll move higher. If 
not, then we’d sell them if they de-
cline below 1.3450 on the euro and 
1.0950 for the Swiss franc.
AUST DOLLAR: Looks better

One currency that is benefitting 
from the ECB’s actions is the Aus-
tralian dollar (see Chart 18). That’s 
mainly for two reasons…

First, China’s economy is looking 
better. And if China is doing good, 
so is the Australian dollar because 
Australia is one of their biggest trad-
ing partners.

It’s also a resource currency and 
again, if China is picking up, then 
so will the global economy, along 
with world demand for resources. 
As you know, Australia is a resource 
center, so that too is good for the 
Australian dollar.

Second, Australia’s interest rates 
are among the world’s highest. 
Sure, they’re not much at 3.78%, 
but that’s better than most other 
countries. 

This alone makes 
the Australian dollar 
more attractive than 
other countries.

We like the Austra-
lian dollar. Increas-
ingly, it has good up-
side potential.  If you 
want to buy it, that’s 
fine.

For  now,  we ’ l l 
stick with the Brit-
ish pound, but that 
may change soon as 
the currency world 
adjusts to these new 
global developments.

side of its two year trading range.
Also important, its leading indi-

cator has been losing momentum 
since 2012 (see Chart 15B). It’s 
been on the decline but it’s now 

2013                      2014   

CHART 17
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METALS, NATURAL RESOURCES & ENERGY
Bear market in the final year stretch

CHART 19

COURTESY:   ww2.dowtheoryletters.com

Gold and silver finally gave 
way to another leg up in the 
stock market, a jump in the 
bond market and a stronger 
U.S. dollar.  

Signs of a rebounding 
economy from its weak first 
quarter, together with easing 
tensions in Ukraine, pushed 
gold to the back seat. Plus, 
seasonality isn’t in gold’s 
favor.

Gold fell to a 15 week low, 
breaking its April support.  
This makes May the worst 
month so far this year, and 
June is starting off vulner-
able. 

Gold is usually weak go-
ing into the seasonally slow 
Summer months, in May and 
June, as you can see on Chart 19.  
So don’t be surprised to see more 
weakness before it reaches a low.  

Gold broke its $1280 support 
on May 27 when it then quickly fell 
to the $1240 level.  It found some 
support there when the ECB cut 
rates even further last week, boost-
ing gold.  

BULLISH BACKDROP
Three large economies now have 

a zero-interest rate policy for the un-
foreseeable future. This is keeping 
real interest rates negative, which 
is a bullish backdrop for gold, not 
to mention the unprec-
edented global monetary 
system we have today.

You’ll remember that 
gold hit a six month high 
last March when Russia 
took over the Crimean pen-
insula.  And while tension 
has eased, this conflict is 
far from over.  Russia has 
big plans and time.  

This will clearly con-
tinue to boost the gold 
price going forward, as 
well as the other growing 
hot spots, like Iraq, in the 

world today.

GOLD MANIPULATED?
Many of you have asked us if 

gold is a manipulated market.  
When you see so many irregu-

larities coming to light in recent 
months, including a manipulated 
London gold and silver price fix, you 
have to agree that it probably is.

More important is the seemingly 
deliberate push down in gold.

The fall gold had a few weeks 
ago, just like the fall gold had a year 
ago both look deliberate. And a gold 
shortage is the reason why many 

feel this way.  
Last year started it.  
You’ll remember we point-

ed out at the time the unusual 
massive selling of paper gold 
(ETFs) in  April, May and 
June.  And at this same 
time, physical gold was being 
grabbed up by China.

It seems China’s central 
bank took advantage of gold’s 
decline in 2013, by buying lots 
of gold when it fell sharply. 

Paper gold really became 
popular with ETFs in 2005, as 
it grew by leaps and bounds.  
In this environment, we’re 
now seeing the dark side of 
paper gold.  It’s easier to 
manipulate gold and silver 

this way.
Our friend, Alasdair Macleod of 

Gold Money points out an interest-
ing observation.  He writes... 

“There have been three bear 
raids on Comex since April 2013 
which have occurred at six-month-
ly intervals, the first being a year 
ago, followed by December, and 
the third is in progress.  The bears 
appear to be timing their raids to 
coincide with end-quarter account-
ing periods, suggesting coordinated 
manipulation.1” 

If gold ends up falling to new lows 
during the current weak-
ness, below the December 
lows, then the bear will be 
roaring.  In other words, the 
coordinated manipulation 
will have been successful.    

Chart 20 shows a close 
up of gold and silvers’ bot-
toming action over the past 
year.  While we wouldn’t 
rule out another wash, it 
seems unlikely that a steep 
fall will develop. 

TRYING TO BOTTOM FOR A YEAR NOW
GOLD PRICE                 SILVER PRICE

2013                          2014                                  2013                           2014

AT $21.50

- - - 65 Week Moving Average              Daily Prices

At $1330

CHART 20
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CHART 22GOLD: $8000?

SOURCE: Currency Wars by James Rickards                                                                                                          

We could easily see more slug-
gishness and a possible testing of 
the December lows once again.  

But demand seems too strong 
to see a waterfall type of decline 
develop.  That is, we’re seeing more 
buyers than sellers near these lows, 
in spite of possible intervention. 

DEMAND IS STRONG
China and Asia have been ongo-

ing buyers of gold.  And according 
to the World Gold Council (WGC) in 
London, demand may climb as high 
as 1000 tonnes this year.  This is 
higher than the 2013 total.  

Plus, India may soon ease restric-
tions on gold imports with the new 
government now in place, says the 
WGC. They reported  that gold de-
mand in Q1 was nearly unchanged 
from a year ago, in spite of lower 
Chinese sales.
THE 1980 BEAR MARKET: 
WORSE

So far, the 38% decline gold’s 
had since its 2011 peak hasn’t been 
nearly as bad as the bear market in 
the early 1980s.  You can see the 
comparison on Chart 21.

But if gold closes and stays below 
the December lows, we could see 
a similar fall, like the one in June 
1982.  So far, however, this bear 
market hasn’t been as vicious, de-
spite the possible manipulation that 
we’ve seen. 

This year is a trying year for 
the gold universe, but looking at 
the years ahead, gold is poised to 

rise.  It’s just a matter 
of when.
GOLD: THE ULTIMATE 
MONEY

If gold ends up playing 
a serious monetary role 
in the world, we’ll see its 
value soar.  

We’ve often said that 
gold could become part 
of the monetary system 
along with several curren-
cies. The world is heading 
in this direction.

Chart 22 gives you 
an idea of what the gold 
price would be if the 
money supply were to 
have a partial or full gold 
backing.  

If we take the partial 
backing as a more con-
servative level, we could 
still see gold 2 to 4 or 
more times higher than 
it is today.

The point is, gold has 
intrinsic value, and silver 
is growing in this direction as well.  
We believe it’s wise to buy gold and 
silver when they are cheap, like 
they are today, and hold them for 
years.   

Last month we showed you how 
good the big picture of gold looks.  
It’s still the same and today the main 
questions are ... Will the December 
lows hold?  And ... How long will this 
bear market last?

The bottom line in the big picture 
says 2015 is the likely time for a 
strong change to the upside.  Mean-
while, we’ll  continue to monitor our 

CHART 21
GOLD: COMPARING DECLINE SINCE 

2011 TO 1980’S BEAR MARKET

INDEXED TO 100 
FROM MAJOR PEAKS 

IN 1980 AND 2011
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2013
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favorite intermediate timing tool to 
guide us.
GOLD TIMING:  Moderate decline 
still going on

Chart 23 shows this indicator.  
It’s been saying that the now almost 
10% decline since March is a decline 
we call B.  This decline is within the 
norm of prior B declines.  

But if today’s weakness matches  
the 2009 B decline, we could see the 
December lows tested.

This means it would not be a big 
worry if last year’s double bottom 
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CHART 23
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CHART 24

HUI GOLD BUGS 
INDEX

GOLD SHARES:  Downside limited?
A

LEADING INDICATOR: Trying to turn up        
(LONG-TERM)                from bombed out levels
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GOLD SHARES              TOO LOW

GOLD SHARES              TOO HIGH

in June and December were tested 
once again, near the $1180 and 
$1200 levels.

A stronger bear would take place 
if these lows are clearly bro-
ken.  This is the risk we have 
today.

If clearly broken, the $1000 
level could be tested as a worst 
case scenario.  Note that the 
back side of the 2011 downslope 
and the 2008 high area meet at 
this level; see gold chart.

Note the B decline on the 
indicator.  It looks similar to 
the 2009 decline, but the lows 
must stay well above the D low 
for a true B to form.

Keep in mind, once the B 
decline is over, a C rise will 
begin.  B declines tend to be 
moderate, under a 14% de-
cline.  C rises in a bull market 
are the best leg up in the major 
uptrend, when new highs are 
reached.

Keep an eye on $1180 this 
month on the downside.  Oth-
erwise, once gold can rise back 
above $1280, it’ll be back on 
track.  But a clear close above 
$1330 would start turning the 

bear market into a bull market.
The mega moving average is at 

$1440.  Once this level is surpassed 
gold will clearly be out of the woods, 
and in a new bull market (see Chart 
23).  

We’ll see how this unfolds.  But 
seasonally speaking, we could see 
a bottom sometime this Summer.  
That is, from later this month to 
even August on the long side.  

But come the Fall, we could see 
a strong rise materialize, that could 
take us to year end. It’s unlikely 
we’ll see a new high this time but it 
would be a great building block.

Silver is similar.  Once gold 
takes off, we could see silver soar. 
Silver is trying to hold near $19, 
which is good.  Once it closes back 
above $21.50, it’ll be looking very 
good.

And the way gold shares are 
starting to act, we would see some 
better movements develop during 
the second half of the year.
GOLD SHARES:  Bombed out 
and bottoming

If ever there’s been a market that 
wants to rise, even if only in a de-
cent rebound rise, it’s gold shares. 

They’ve been the weakest sector (see 
Chart 24A) 

For all the weakness we’ve seen, 
gold shares continue to form a now 
one year head and shoulders bot-
tom.  The low we saw in late May 
just may be the right shoulder low 
in this bottoming process as gold 
shares currently bounce up.  

If HUI now stays above 205, 
it’ll begin to show stability in this 
bombed out market.  

Note its leading indicator on 
Chart 24B.  It’s starting to rise from 
an extremely oversold area for the 
first time. 

This  is a start.
The key is the HUI’s red 

65 week moving average. And 
once HUI closes and stays 
above this MA now at 239, the 
lows will be behind us.

Gold shares are complete-
ly bombed out versus gold 
too.  It’s the most bombed out 
since 2000 (see Chart 25).  

This too is poised to nor-
malize and it looks like the ju-
nior gold shares are leading. 

Normally junior gold stocks 
fall more than the seniors 
during bear or down markets.  
And they usually rise more 
than seniors during rising 
markets.

They’ve been rising more 
than seniors in recent weeks, 
and the rise looks impressive.  
This too indicates a limited 
downside.  And a rise is get-
ting ready to develop.

We’ll see what happens, but 
now is not the time to be selling 
your gold stocks.  Keep them.  

CHART 25
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CHART 29
2014 - Off and Running

JAN 2014     FEB        MAR  
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CHART 27

NewGold held up the best this 
past month.  It’s been holding above 
the lows and it’s now rising, possibly 
leading the way.  
PALLADIUM: The shiniest one!

Palladium continued its surging 
rise, touching its 2001 highs.  

Bad news has been boosting pal-
ladium in recent months... from the 
Russian - Ukrainian crisis to the 
strike in the South African mines.  
But as we go to press, the 20 week 
strike is ending, pushing palladium 
down. 

Palladium is produced in both 
countries and together they’re THE 
main world exporters of palladium.  

Chart 26 shows palladium’s big 
picture is bullish.  It’s been rising 
within a mega 44 year upchannel.  
And most interesting, palladium 
doesn’t always move with the pre-
cious metals.

Note how palladium soared, for 

instance, leading up to the 2000 
peak.  It soared with the stock mar-
ket, while gold, silver and platinum 
fell and were hated at the time.

Palladium looks poised to con-
tinue rising to probably 
test the 2000 record 
high near $1000.  Note 
the leading indicator, 
it’s bullish and it has 
plenty of room to move 
up before it reaches the 
high areas.

Palladium is hot.  
Keep it. 

Looking at palladium 
closer up on Chart 27, 
you can see its recent 
new high is a sharp 
difference compared to 
platinum.

Plat inum  moves 
similar to gold and it too has been 
bottoming above last year’s lows.  It 
looks coiled to rise further, but it’s 
premature to buy for now.

Johnson Matthey Plc said plati-
num and palladium supply short-
ages will be the largest in more than 
three decades this year on stronger 
demand from car companies. Plus, 
we could see supplies interrupted 
from Russia.
Resources:  Energy is strong

Crude oil’s been quietly rising 
this year and it’s now jumping up 
to an over eight month high as 
we write.  Violence is escalating 
in Iraq, OPEC’s second-biggest oil 
producer, and oil will stay strong 
above $100. 

Our energy ETF, (XLE) has been 
our strongest stock performer, and 
it’s still poised to rise further.

 Copper, on the other hand, has 

been weak.   It’s holding, however, 
well above its final support area.  
Considering the resource sector 
overall, it looks like a bottom is try-
ing to form.

Sign of the times ... 
Australia is the world’s 
major resource coun-
try, and it looks like ex-
ports are back in high 
gear.  Iron ore ship-
ments from their Port 
Hedland expanded to a 
record in May as min-
ing companies boosted 
output.  This helped 
push prices down and 
it’s adding to a rising 
global surplus.

BHP Billiton, based 
in Australia, is the larg-
est resource company 

and while it’s yet to show good 
strength in recent months, we’re 
keeping it in our portfolio.

Meanwhile, copper is down on 
mixed signs of a slowdown in China, 
the world’s biggest user. Slumping 
copper imports into China are keep-
ing pressure on the metal.  But with 
China’s  manufacturing looking 
better and copper holding above its 
strong support, we’re likely seeing 
the lows in the making.  Copper 
would look better above $3.10.

Lumber tends to move with 
housing in the U.S.  Chart 28 
shows lumber breaking below its 
2009 uptrend, which is suggesting 
a possible softening in the housing 
index upcoming.  

The soft commodities fell sharply 
from their highs.  But the meats 
are strong and so are soybeans (see 
Chart 29). So the picture remains 
mixed.

CHART 28
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    Most of the markets are looking very good.  Stocks and bonds have been top performers and we still advise buying and 
holding them.  You’ll see a couple of additions and adjustments this month in the box and Recommendations below...

PRECIOUS  METALS, ENERGY, RESOURCE  
   Gold, silver and gold shares fell further this month in their downward correction, we call a B decline.  It looks like a 
low area is trying to form, however, as gold shares bounce up the most from the recent lows.  Considering how bombed 
out gold shares are, and that the Juniors are leading, we could soon see an intermediate rise develop.  We recommend 
keeping your gold, silver and their shares 
positions, listed on the right.  Palladium 
soared to a high since 2001, and while 
it remains very strong, it was hit as we 
go to press with the end of the 20 week 
strike, thereby pushing palladium down.  
It’s strong and keep your position.

U.S. & GLOBAL STOCK  MARKETS  
   The stock market is pausing somewhat, 
but it’s been on a roll.  It’s super bullish 
and it’s likely headed higher.  Continue to 
hold our recommended stocks, keeping 
30% (up from 25%) of your total portfolio 
in the stocks listed on the right.  For new 
positions, we advise buying the top 8 on 
the list.

CURRENCIES  
  The U.S. dollar index remains vulnerable.  
It would turn bearish below 79.  Continue 
to buy and hold the British pound with your 
15% currency cash position.  The euro 
and Swiss franc have declined.  If you 
have them, they’re still okay to hold but 
sell them if they fall and stay below 1.3450 
euro and 1.0950 Swiss franc.
INTEREST  RATES  &  BONDS  
     Bonds are still outperforming the other 
markets and they’re headed higher.  That 
is, interest rates are poised to decline 
further, at least until year end and prob-
ably beyond.  We continue to recommend 
buying and keeping 35% of your total 
portfolio in long-term U.S. government 
bonds.  You can buy over 10 year U.S. 
bonds outright.  But bond ETFs are prob-
ably easier for most investors.  The ones 
we like best are listed on the right.  

OVERALL   PORTFOLIO  RECOMMENDATION 

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

15% Cash  
15% BP 

30%  
U.S. & 

Global Stocks

20% 
Precious Metals 
Gold & silver physical & 
ETFs & gold 
& silver shares.  
Palladium 
ETF

35%  LT U.S. 
Gov’t Bonds

 *New position

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

NewGold NGD Apr-10 5.13 6.08 18.52 Hold
Agnico Eagle AEM Feb-14 33.68 32.98 -2.08 Hold
Royal Gold RGLD Mar-14 66.04 66.77 1.11 Hold
Silver Wheaton SLW Sep-09 11.66 22.24 90.74 Hold
Palladium PALL Jan-13 69.71 80.22 15.08 Hold
Central Gold Trust GTU May-09 36.53 45.32 24.06 Hold
Central Fd of Canada CEF Apr-04 6.39 13.76 115.34 Hold
SPDR Gold Shares GLD Nov-04 44.38 122.64 176.34 Hold
Gold (physical) Oct-01 277.25 1273.60 359.37 Hold
iShares Gold Trust IAU May-05 4.17 12.35 196.16 Hold
iShares Silver Trust SLV May-06 14.50 18.76 29.38 Hold
Silver (physical) Aug-03 4.93 19.53 296.21 Hold

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

Energy Select SPDR XLE Aug-12 72.37 97.49 34.71 Buy/Hold
Johnson & Johnson JNJ Feb-13 76.16 102.53 34.62 Buy/Hold
iShares Transports IYT Oct-13 118.85 143.30 20.57 Buy/Hold
Global 100 IOO Oct-13 72.97 80.20 9.91 Buy/Hold
Nasdaq Powershrs * QQQ Jun-14 92.82 92.05 -0.83 Buy/Hold
S&P Glbl Tech * IXN May-14 87.75 87.90 0.17 Buy/Hold
Dow Diamonds * DIA Jun-14 169.08 167.29 -1.06 Buy/Hold
iShares Germany * EWG May-14 32.14 31.91 -0.72 Buy/Hold
iShares US Med Dv IHI Oct-13 86.70 98.73 13.88 Hold
Microsoft MSFT Feb-13 28.01 40.58 44.88 Hold
Utilities Select XLU Apr-14 43.11 42.27 -1.95 Hold
DJ US Telecom IYZ Sep-12 25.22 29.34 16.34 Hold
Procter & Gamble PG Sep-12 68.10 79.76 17.12 Hold
BHP Billiton BHP Aug-13 67.68 66.56 -1.65 Hold

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

20+ year Try Bond TLT Feb-14 107.78 112.21 4.11 Buy/Hold
Ultra 20+  Treasury UBT Feb-14 58.00 62.92 8.48 Buy/Hold
10-20  Treasury Bond TLH Feb-14 125.73 128.30 2.04 Buy/Hold
Intermediate Muni MUNI Feb-14 52.69 53.11 0.80 Hold
SPDR L-T Treasury TLO May-14 66.40 65.54 -1.30 Hold

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

British Pound ETF FXB Sep-13 161.11 165.66 2.82 Buy/Hold

OUR OPEN POSITIONS

CURRENCIES 
PURCHASE

PURCHASE

PURCHASE

GOLD AND SILVER ETFs & SHARES

STOCKS & ETFs

BONDS
PURCHASE


