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It was another action packed 
month. The volatility never seems to 
end, at least that’s the way it’s been 
for many months now… actually, for 
the past few years.

The markets have essentially 
been reacting to the news of the 
day for what seems like ages. When 
the news is good, they rise. When 
it’s bad, or perceived to be bad, the 
markets get nervous, they become 
vulnerable and they decline.  And 
investors simply don’t know what 
to do. They’re still edgy and uncer-
tain. And as long as this continues, 
the entire outcome could go either 
way….
STAY WITH GOLD

So what’s an investor to do? Stay 
in gold. Despite its recent volatility, 
it’s the one investment that benefits 
during times of uncertainty.  As 
you’ve seen, it does well during good 
times and bad. That’s been true 
throughout history, and it still is.

The numbers back this up. Gold, 
silver and metals related invest-
ments have by far been our top 
performing sector since we first 
recommended them over the past 

decade. This year has not been an 
exception. Again, they’ve been the 
top performing group. 

The currencies have come in at 
a distant second place, especially 
compared to gold, and so have U.S. 
and global stocks. Energy and re-
source stocks, however, have been 
disappointing and so have interest 
rate related investments.

So where does that leave us? 
We’re planning to keep most of 
our metals related investments for 
the long haul. Considering what’s 
happening behind the scenes, we 
currently don’t see a better alterna-
tive. That’s especially the case for 
gold. Why? 

There’s an old saying that goes…. 
watch what they’re doing, not what 
they’re saying. So we’re not being 
blind gold bugs because again, the 
numbers show what they’re doing…
A SAD TALE...

Even though we’ve talked about 
this for years and we don’t mean 
to sound like a broken record, but 
something very important is happen-
ing that you should be aware of… 

This year, for instance, the U.S. 
national debt has already reached 
87.5% of GDP. It’s expected to hit 
93% this year and over 100% of 
GDP within five years, a far steeper 
increase than almost any other 
country, says the IMF. And the ag-
ing baby boom population, along 
with their future needs, pretty 
much guarantees this.

The rule of the thumb is that 
over 90% of GDP a country stag-
nates and it doesn’t move ahead. 

But the U.S. is not alone. 
Italy and Japan are already 

over 100% and we know what’s 
happened in Japan over the past 
couple of decades. Zimbabwe is 
an extreme case, at 240% and we 
know that terrible story too. Other 
countries, while still well below the 
U.S. number, are moving up too. 
It’s a trend, most prominent in the 
developed countries.

This tells us that hard times are 
coming. If so, then what we’ve seen 
in recent years has been an intro to 
the years ahead. Yes, there will be 
ups and downs. There always are 
but things will be different. Stag-
flation, unemployment, inflation, 
global power shifts, recessions, 
higher taxes and lots of other reper-
cussions will be the likely effects. 
As our dear friend Harry Schultz 
notes... Biflation -a simultaneous 
inflation and deflation- is yet an-
other possibility.

This doesn’t necessarily mean 
the end of the world is coming as 
some are suggesting. And here too, 
Japan and Italy provide examples. 

Sure they’ve had serious prob-
lems but they’re basically still plug-
ging along, despite their repercus-
sions. But again, things will be dif-
ferent and those who’ve been hoping 
for a return to the good ol’ boom days 
will be sorely disappointed.

Considering that the U.S. is issu-
ing new debt this year that’s nearly 
equal to the rest of the world com-
bined, the picture remains pretty 
dismal. So we need to be prepared 
for what’s to come.

As you’ll see in this month’s 
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Metals section, central banks are 
buying more gold. And even some 
Wall Street types, who have tra-
ditionally shunned gold, are now 
starting to take note. This will con-
tinue as this new era, as we call it, 
intensifies.
PROTECT YOUR GOLD DURING 
DIFFICULT TIMES

Many of you have written over the 
past couple of months asking why we 
advised not storing your physical gold 
in safety deposit boxes at a bank. For 
now, it’s probably just fine. 

As the noose tightens, however,  
on the economy, the people, the 
deteriorating foundation, and the 
government in the years ahead, as 
a result of what’s taking place under 
the surface, anything is possible 
and it’s happened before.

In 1933 as the Great Depression 
worsened, for example, President 
Roosevelt issued a decree stat-
ing that, “all safe deposit boxes 
in banks or financial institutions 
have been sealed and are only to 
be opened in the presence of an 
IRS agent.” So there is a precedent 
during hard times and that’s why 
it’s much safer to store your gold 
in a personal safe place. 
MOST INVESTMENTS TAKE A 
BACK SEAT

Okay, but what about our other 
investments? As we’ve mentioned 
before, we’re watching the markets 
closely. Stocks are mixed and the 
currencies are starting to rise. 

The same is true of the other 
metals and the oil price. This should 
provide a boost to our recommend-
ed resource and energy stocks. But 
we’re very aware that these rises 
may not be long lasting and/or 
amount to much. 

That’s why we don’t want you to 
buy new positions in these sectors. 
If anything, we’ll likely soon be sell-
ing and/or lightening up on some, 

or most of these positions, ideally 
during a rebound rise and at a better 
price, depending on what happens.

As for our small interest rate 
related investments, it was a bad 
decision that simply didn’t work 
out. We’re looking to get out of these 
at the best possible time. But since 
it looks like interest rates could stay 
low for a while longer, this could 
take some time.

We’ll be keeping you posted on 
how these markets unfold in these 
pages and in our weekly updates, 
and of course what action to take 
during these challenging times, now 
and in the future.
WHEN IT RAINS, IT POURS

As you know, the big news this 
month has been the ongoing oil di-
saster and the resulting devastation 
in the Gulf of Mexico. The estimates 
of how much oil is actually spewing 
out keeps growing as it becomes 
obviously clear that no one knows 
what to do about the biggest oil spill 
in U.S. history.

That doesn’t mean they’re not 
trying. They are, but so far the 
efforts have been unsuccessful. 
Making matters worse, BP has 
been evasive all along, its shares 
have plunged and the future of the 
world’s third largest oil company is 
becoming more uncertain as criti-
cism rages, not only from the public 
and the government but from its 
competitors too.

The government, however, is not 
squeaky clean either. As the facts 
emerge, many government regula-
tors were not doing the job they were 
paid to do. Plus, many British are 
growing impatient and downright 
angry at the ongoing attacks, which 
are hurting their pension funds 
since BP was a fund favorite.
Beyond comprehension

Then there’s the full ecological 
damage, which has yet to be deter-

mined. Most disturbing was a report 
by our dear friend Chuck Butler 
citing Russia’s Shirshov Institute 
of Oceanology.  In this report they 
warn that the Gulf of Mexico’s sea 
floor has been fractured beyond all 
repair and the world should start 
preparing for an ecological disaster 
beyond comprehension unless the 
flow is stopped.

Sadly, the author also notes 
that they have been giving hourly 
updates to BP and the U.S. govern-
ment about what they were seeing 
on the sea floor. But they were for-
bidden to report their findings to 
the media or U.S. public in order 
to operate in U.S. waters.

If this is true, the still vulnerable 
U.S. economic recovery is going to 
be hit on this front too. Despite the 
rising oil price, so will the other oil 
producers. But let’s say this worst 
case scenario doesn’t happen, 
what’s currently taking place is go-
ing to be bad enough and we don’t 
yet know how all of the repercus-
sions are going to evolve.
EXPECT THE UNEXPECTED

It’s a terrible situation but this 
also provides a perfect example of 
these wild cards we’ve often talked 
about that unexpectedly occur. It 
could be a surprise war or some-
thing else, but when they happen 
they usually affect the markets and 
the economy.

We’re watching these unfold-
ing developments closely and we’ll 
take action accordingly, if need be. 
So far, it hasn’t been necessary in 
regard to our oil related holdings, 
but that could change. 

Oil has become a dirty word 
and emotions are running high. 
So we’ll see what happens.  In the 
meantime, stay put and we’ll be 
keeping you updated on all of our 
recommended investments as these 
massive changes make their marks 
on the markets.
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U.s. & World stoCK MarKets  
the moment of truth

- - -  65 Week Moving Average is major uptrend

CHART 1

TREND STILL UP
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It was a bad month for 
stocks. The action was not 
good and some technical 
damage has been done.

The moment of truth is 
now at hand and we’ll soon 
know what the outcome is 
going to be…

You may recall that last 
month we outlined two like-
ly options for stocks. The 
bottom line was, will the 
rise that started in 2009 
continue, or not? We then 
provided details regarding 
both options and what to be 
watching for. 
SO WHERE DO WE CURRENTLY 
STAND?

The bullish case is hanging by a 
thread following the first quarterly 
downmove in more than a year. 
The market is marginal, due to the 
recent drops. This may not last long 
but that’s the current situation.

Basically, the U.S. stock market 
is mixed. Some of the stock indices 
remain technically bullish, holding 
above or near their 65-week mov-
ing averages, which identifies the 
major trends (see Chart 1). Others, 
however, have dipped below their 
averages... let’s see if they now stay 
below them.

If so, the others will likely follow. 

And if they do, we’ll then want to 
sell all of our U.S. and probably 
global stocks except gold shares. 
Why?
BEAR CLAWS ARE UGLY

Bear markets can be, and usu-
ally are, brutal. They pull every-
thing down. It doesn’t matter if a 
stock has a good history, earnings 
or whatever, it’ll still get hit along 
with the others.

We definitely wouldn’t want to 
be on the wrong side of the mar-
ket if a true bear market kicks in. 
Rebound or not, it would then be 
best to just get out and stay safely 
on the sidelines.

Don’t forget what happened in 

2008. In that severe bear 
market, there was nowhere 
to hide. If a bear takes over, 
the resulting decline could 
be similar, and maybe even 
worse.

Looking at our U.S. and 
global stock portfolio, we see 
that over half of our recom-
mended stocks are showing 
a profit of between 2% to 
34%. These are the stocks 
that were bought nearly one 
year ago. The others, which 
were mostly bought this 
year are showing losses of 
between 7% to 17%. 

If we were to sell now, we’d come 
out ahead, assuming you bought 
when we recommended these 
stocks. If not, your losses could be 
greater than your gains.

Nevertheless, in a bear market 
you have to cut your losses. There’s 
no other choice because if you don’t, 
the losses could get a lot worse.

We’ve learned this the hard way. 
There’s no sense trying to swim 
against the tide by fighting the bear, 
and there’s no reason to discuss 
why it won’t happen, long-term 
strategies or anything else. 

Just do what you have to do 
and move on. It’s definitely the bet-
ter strategy and the way to go. So 
please, be prepared.
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U.s. interest rates and bonds
running to safety of treasury bonds

CHART 4
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MARKET NOT CHEAP
Even though the price/earnings 

ratio of the S&P500 is not histori-
cally high, it’s been coming down 
since its peak in 2000, it could fall 
further (see Chart 2, which goes 
back to 1900). And if it does, then 
stocks will fall further.

Remember what we told you last 
month, there’s a real possibility that 
the year 2000 marked the top of a 
mega bull market in stocks that 
started in the 1970s (see Chart 3). 
The market has essentially been 
moving sideways since then (in U.S. 
dollar terms), while it’s been in a 
downtrending channel in a strong 
currency since then.  If this proves 
to be a massive top, a huge bear 
market decline still lies somewhere 
ahead.

As our good friend Richard Rus-
sell and other experts note, primary 
bear markets tend to last one-third 
to one-half as long as the preceding 
bull market, which in today’s case 
it lasted 27 years. 

This means that if a primary bear 
market is going to correct the previ-

ous long-term bull market, then it 
could last for six more years or so. 
This is not a done deal. It’s a worst 
case scenario, but we have to be 
prepared for the worst. 
STOCKS LEAD ECONOMY 

The action in the stock market 
always provides a great preview for 
what’s upcoming for the economy. 
If the bull market can hold together, 
then the economic recovery will 
continue on its upward path. If the 
stock market caves in, however, so 
will the recovery and the chances 
of a double dip recession increase.  
The Dow could then drop to near 
the 6550 level, its 2009 low.

For now, the 9735 level on the 
Dow Industrials is very important 
(see Chart 4A). Currently, the Dow 
is dipping below this area but the 
Dow Transportations remains above 
its key level, which is at 3870. 
Conclusion… a mixed market, and 
that’s why we say the bull is still 
hanging on.

It’s been weakened for sure, but 
it’s still in force and most of the 
leading long-term indicators rein-

force this too.
Looking at  the 

Dow’s leading (medi-
um-term) indicator 
(B), however, it’s rap-
idly approaching the 
low area but it’s not 
there yet. This tells 
us that, even though 
many of the stock 
markets and individ-
ual stocks are super 
oversold, there’s still a 
possibility they could 
decline further.

Since the market 
is at such a critical 
juncture, we urge you 

to keep in touch. Don’t buy new 
stock positions and be prepared to 
sell, depending on which way this 
teetering market goes.

Interest rates declined still fur-
ther this month, hitting nearly a 14 
month low.

The reasons why were basi-

cally the same, but there was a new 
twist… with the economy show-
ing some signs of weakness and 
vulnerability, investors remained 

nervous.
Retail sales, for instance, 

dropped the most in eight months 
and consumer confidence fell, but it 
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CHART 5
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was the housing figures that really 
caused concern. 
HOUSING DILEMA

Even though home prices rose, 
housing starts fell and U.S. home 
seizures surged 44% as foreclo-
sures continued to climb. Com-
bined with the still high unemploy-
ment situation, these numbers 
signaled caution, despite other 
positive economic signs that were 
also released.

This prompted Bernanke to 
admit that the recovery isn’t as 
strong as he prefers and it faces 
risks from Europe’s debt crisis that 
may require further Fed action. But 
it’s not only Europe…
SIGNS OF A SLOWDOWN

Note that the Baltic dry index 
has been declining this month (see 
Chart 5). This is a subtle, yet wide-
ly followed indicator by insiders, 
gauging how the world economy 
is doing. Since it measures com-
modity shipping costs, a decline 
suggests that the global economy 
is slowing down.

This will mean ongoing stimulus 
and low interest rates. And sure 
enough, on June 23 Fed officials 
again pledged to keep interest rates 
low for an extended period. In other 
words, for as long as they have to.

That’ll especially be true if the 
housing market stays under pres-
sure. As you can see, housing and 
the 30 year yield tend to move to-
gether (see Chart 6). 

In a nutshell, as housing goes, 
so goes interest rates. Rising in-

terest rates would essentially kill 
the vulnerable housing market 
and that’s what the Fed is trying 
to avoid.
DEVELOPED WORLD WOES

In addition, Europe’s woes are 
still weighing on the markets. Fol-
lowing demonstrations and strikes 
in Greece, countries like Spain, Italy 
and France have seen similar situ-
ations. People are not accepting the 
cuts, extended retirement ages, and 
so on that fiscal restraint entails. 
They’re upset, and where this all 
ends is still one big unknown.

It didn’t help matters when Ja-
pan’s new Prime Minister warned 
that Japan could face a crisis too 
if the country doesn’t urgently deal 
with its debt. Everyone seems to 
agree that something has to be done 
in all of the debt ridden countries 
but when it personally hits home, 
people simply don’t want to make 
changes.

Since the U.S. seems to be 
weathering the storm best, ner-
vous investors keep turning to U.S. 
bonds. They’re considered safe for 
the time being and many individual 
countries agree.

T-BONDS: A safe haven
This month, for example, it was 

reported that China, Japan, Iraq, 
Iran, the U.K., Venezuela and Saudi 
Arabia all bought U.S. Treasury 
bonds in April to the tune of about 
$76 billion. In China’s case, it was 
their second consecutive monthly 
increase in bond buying, which 
pushed their dollar reserves closer 
to the $1 trillion mark.

This is great for now but the 
entire debt financing structure is 
far from stable and in large part, it 
essentially depends on the decisions 
of foreigners. 

But now that the Chinese cur-
rency is becoming stronger China 
will have less money to buy U.S. 
bonds. This won’t happen overnight 
but it is a factor to consider, to 
name just one.

Bill Gross, the bond king, has 
also increased his bond buying.  
The same is true of private inves-
tors all over the world. That’s why 
interest rates have been moving 
lower. When demand is weak, inter-
est rates generally rise in order to 
attract buyers. But big demand is 
currently pushing rates down (see 
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CUrrenCies
U.s. dollar: seven month rise over?  

CHART 9  
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The currency markets were on 
a roller coaster this month. Risk 
aversion was in, then it was out. The 
news was bad, then it was good. 
VOLATILITY IS COMMON

The markets basically reacted to 
every bit of info that came out. As 
they tried to get their footing and 
find direction, the currencies were 
edgy and insecure about what’s 
going on, and what might happen 
next.

But despite all of the ups and 
downs, they did find some direc-
tion. This month nearly all of the 
currencies bounced up, while the 

U.S. dollar declined (see Charts 9 
and 10). Nevertheless, the curren-
cies are still mixed.

As you can see, the euro and 
British pound remain bearish. So 
far, these rises have been rebounds 
following their steep declines.

On the other hand, the Austra-
lian and Canadian dollars, as well 
as the New Zealand dollar, are still 
bullish. In other words, their de-
clines have technically been strong 
downward corrections and not ma-
jor trend reversals. The Swiss franc 
is again turning bullish too, thanks 
to its safe haven status.

Mixed markets warrant caution. 

Never mind the reasons why one 
market is bullish and the other isn’t. 
As we’ve seen so often before, the 
fundamentals can stay out of synch 
with the price action for a long time, 
as is now the case.
JAPAN HURTING TOO

Let’s take the U.S. dollar and the 
Japanese yen as the current ex-
amples… Both of these currencies 
are bullish, they are considered to 
be the world’s best safe havens, yet 
their fundamentals are awful.

We already discussed the U.S. 
on page 1, but Japan is in the same 
boat, only worse. Its economy has 

U.S. DOLLAR  JAPANESE SWISS FRANC BRITISH POUND EURO
INDEX YEN  

Charts 7A and 8).
The only exception has been the 

Libor interest rate, which remains 
near a one year high. As 
we’ve mentioned before, 
this means that banks 
remain somewhat nervous 
about each other’s credit 
worthiness, which isn’t 
good either.
SO WHAT HAPPENS 
NEXT?

We’ll be watching and 
the leading indicators 
will help give us an early 
warning. 

Currently, the indica-
tor may be starting to 

CHART 8
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start stabilizing and move up. If 
not, then interest rates could stay 
vulnerable.

As we previously men-
tioned, we’ll keep our in-
terest rate related invest-
ments for the time being. 
But we’re looking to get 
out of these at the best 
possible time, and hope-
fully during some sort of 
rebound rise, considering 
they’re still very bombed 
out and due for a rise. 

Do not buy new posi-
tions and if you’re not in 
this market, stay out be-
cause interest rates could 
remain low for some time.

bottom at the 2009 low (see Chart 
7B). If so, then the 10 year yield, 
along with the other rates, will 
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CHART 11
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been struggling for years. As a re-
sult, it has the world’s largest pub-
lic debt, now approaching 200% of 
GDP.  (Remember, over 90% means 
trouble). In fact, the debt of the 
U.S. and Japan is way larger and 
far more serious than the problems 
in Europe.

Plus, both countries have near 
zero interest rates (see Chart 11). 
Then why are these currencies 
the safest? Go figure. We’ve tried, 
and the best we’ve come up with is 
this… 

Despite their problems, investors 
feel that these currencies are better 
than the alternatives, probably be-
cause they represent the two largest 
economies in the world.  So they’re 
not as risky and when investors are 

nervous they go where they feel saf-
est. It’s that simple.
REALITY WILL SET IN

But this won’t last forever. Soon-
er or later the fundamentals will 
matter and collective sentiment 
could then turn on a dime. We’ve 
seen this happen dozens of times 
and it’s going to happen again. The 
fundamentals and the price action 
will eventually get back into synch. 
The question is when?

Well, it may already be starting 
but it’s still too soon to be sure. 
Even though the currencies have 
been rising over the past month 
and the U.S. dollar has been de-
clining, keep in mind that these 
are still mixed markets. And as 
long as that’s the case, they could 
go either way.

That is, the bull-
ish currency markets 
could pull the weak-
er currencies up, or 
the weaker ones could 
drag the stronger ones 
down. The big signal 
we’re watching as to 
which side will win this 
struggle is the 83.30 
level on the U.S. dollar 
index.

This level has be-
come even more im-
portant than before 
because it’s now identifying the 
major and the mega trends for the 
dollar. That is, if the dollar index 
stays above this level, then it’s going 
higher and the currencies will fall. 

But if the dollar 
index declines 
and stays below 
83.30, it will fall 
much further 
as the curren-
cies continue 
to rise.

As far as the 
currency mar-
kets go, and the 
other markets 
too, there’s a lot 
riding on that 
number  and 
we’ll soon see 
what happens. 

If we look at the historical record, 
however, the odds favor a decline 
below this level and Chart 12 clearly 
illustrates this.

As we’ve shown you many times 

before, the U.S. dollar’s 
history is not a positive 
one. It’s been in an on-
going, long–term down-
hill slope ever since the 
early 1970s. That’s al-
most 40 years and don’t 
forget, this mega, multi-
decade downtrend is 
far more powerful than 
anything else.

Of course, there are 
times when upmoves 
take place within mega 
downtrends, like in 

1979-85 and again in 1995-2000.  
In both cases, the dollar fell sharply 
afterward, hitting new lows before 
moving  sideways, eventually fall-
ing to fresh lows (see numbers 3 
and 4).  If history repeats, we could 
see a similar pattern evolve in the 
years ahead as the dollar falls to 
new record lows this year or next.  

The bottom line is that this mega 
downtrend reflects the dollar’s fun-
damentals. It reflects what’s hap-
pened during the deficit spending 
generation, which only continues 
to intensify.

Many people thought that Obama 
would change things. He hasn’t. In-
stead it’s clear that personal politics 
aside, the deficit is out of control 
and, unfortunately, there are no 
signs of a happy ending. The dollar 
will continue to fall. It’s inevitable.
CHINA REVALUES YUAN

On another note, the big news 
this month was that the Chinese 
decided to allow their currency to 
be more flexible. Its value will now 
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Metals, natUral resoUrCes & energY
gold: a very special form of money

2007       2008          2009     2010

CHART 14  

GOLD PRICE AROUND THE WORLD
AT OR NEAR RECORD HIGHS

IN US$

 IN AUSTRALIAN 
DOLLAR

IN EURO

be based on a basket of currencies, 
instead of being pegged to the U.S. 
dollar (see Chart 13).

The previous arrangement cre-
ated a lot of tension, especially 
with the U.S. But more important, 
this tells us that the Chinese 
economy is strong, despite those 
who say it’s not… otherwise the 
Chinese wouldn’t have done this, 
and their 50% export growth backs 
this up.

This is good news for the com-

CHART 13  modity currencies, namely the Aus-
tralian, Canadian and New Zealand 
dollars. So for now, keep these cur-
rencies if you have them but don’t 
buy new positions yet.

The currencies are not out of the 
woods. And until they are, we’re go-
ing to maintain caution, keeping a 
small currency position. In a worst 
case, we hope to sell these during 
this rebound unless or until the 
mixed picture changes. We’ll keep 
you posted.

CHINESE RENMINBI
since 2009

Gold is showing the world how 
it reacts to difficult times. Better 
said, it’s showing how people and 
governments react during times of 
uncertainty. 

Gold buying is fear buying and 
we have lots to be fearful about 
these days. This is basically why 
we’re seeing gold hit record highs 
these last few months when almost 
everything else is falling.
THE FEAR FACTOR...

The conferences Pam attended 
in May and June in New York 
and Vancouver had this common 
thread… investors are nervous 
and they need reassurance. This 
is understandable when you see 
the very base of your upbringing 
being jolted. We haven’t had peace 
for almost two years now. Follow-
ing the financial meltdown, we 
started to feel better last year, but 
that was erased this year.

This year will probably go down 
in history as one of the worst 
for debt issues, from the U.S. to 
Greece to Europe, which is weigh-
ing on the global recovery. Then 
the most horrific of all manmade 
disasters occurred in the Gulf of 
Mexico and most frightening is 
that they seem to be at a loss.

Yes, fear is high and it looks 
like it will stay high for a good time 
to come. The second quarter saw 
the biggest quarterly gain in gold 
in two years, which was indirectly 
due to the collapsing euro. Chart 

14 shows gold rising in several 
currencies.
... AND HIGHER DEMAND

Central banks were clearly wor-
ried about their exposure to the 
euro. The weak euro was caus-
ing them to rethink their euro 
reserves. Russia and Iran, for 
example, were cutting down on 
their euros and buying gold (some 
dollars and other currencies too). 

Russia increased its gold re-
serves in May in the biggest one 
month increase ever, while Saudi 
Arabia is now saying they have 
twice as much gold as last re-
ported.

Central banks were net buyers 
of gold in 2009, which is very pow-
erful because it means they do not 

want to sell their gold like before. 
You may remember the Central 

Bank Gold Agreement under which 
central banks were allowed to sell 
400 tonnes of gold each year. Then 
there was the infamous gold sale 
about 10 years ago by the Bank of 
England, which occurred near the 
low in gold. 

Sales went on but by 2008, 
sales went way down. In 2009 
central banks were buying more 
than they were selling and 2010 
will surely be similar, as we’ve 
been seeing.

European investors were also 
running to gold as the Greek debt 
crisis took hold of Europe. Europe-
an demand for gold pushed sales 
at the Perth Mint to a record while 
also pushing Krugerrand produc-
tion up in South Africa last month 
to the highest level in 25 years.

And it’s not just Europe… gold 
is relevant again around the 
world because the other sectors 
are weak. This is further enhanc-
ing gold’s lure as more mainstream 
types start to get gold fever, which 
is one reason why the U.S. Mint 
is running short of gold coins. 
The sales of the one oz gold Eagle 
coin tripled in May from the prior 
month.

It’s also reported that gold’s 
ETF, the SPDR Gold Trust, is 
holding a record 42 million ozs, 
worth over $51 billion. When you 
think that the amount of gold 
held in ETFs has jumped almost 
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CHART 16

GOLD READY TO TAKE OFF
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fourfold since 2005, you can 
understand why vault space in 
general is getting tight. There’s 
not enough space to store so 
much gold. 

Gold demand is building 
but gold fever is nowhere 
near. You will recognize it 
when it comes because there’s 
no fever like gold fever. 

Well, maybe the tech fever in 
the late 1990s was close. Keep 
in mind though, the gold mar-
ket is small compared to stocks 
and bonds, which means it 
could easily spike up once the 
fever hits.

The 1970s saw gold rise ten-
fold. Today gold has only risen 
400% in nine years. This good 
solid, steady and consistent 
growth provides a very bullish 
backdrop for a further rise in 
gold. 

In fact, it’s been almost two 
years now since we’ve seen a 
decent downward correction in 
gold. The March to November 
2008 decline when gold lost 
almost 30% was the last great 
buying opportunity. 

Gold’s risen 80% since that 
November low without more than 
a 14% decline. This super rise 
caused the bull market to move 
into a stronger phase last Septem-
ber when the gold price reached 
the first record high that was well 
above the $1000+ record highs of 
2008-09.
GOLD: Best currency

Gold has been strong this year, 
especially since February, and this 
strength has been going hand in 
hand with a stronger dollar. An 
unusual situation but it happens 
at times and it usually doesn’t last 
long. Several weeks ago the dollar 
broke down as it ended the second 
quarter. Gold is now starting to fol-
low but for different reasons. 

The high levels of uncertainty 
floating around are making hard 
assets (gold) more attractive than 
paper currencies, as you saw on 
Chart 14. Gold is certainly entitled 
to some weakness while the euro 
rebounds, but this weakness when 
it comes should be viewed as a 
great buying time for gold… a time 

high on June 18 at $1258.30. 
It’s been a great run up this 
year… a very stellar rise in-
deed, but this week’s decline 
is starting to look like a nor-
mal correction could occur, 
especially considering that 
the Summer months tend to 
be slow months for gold.

The intermediate rise we 
call a C rise has been a long 
and very bullish one, rising 
for over a year now and gain-
ing 45% since its low in April 
2009 (see the B low).

Our older subscribers know 
that the C rises in a bull mar-
ket are the best intermediate 
rises in the gold price, when it 
reaches a new high. This lat-
est C rise is the eighth C rise 
in an almost decade long bull 
market and each one reached 
a new high for the move (see 
Chart 15A).

The chart also shows how 
the gold price became much 
stronger after breaking above 
$500 in 2005. The C rises 
thereafter were double in 

strength and this latest one at 
45% hasn’t been an exception. 
The 2006 rise was the strongest 
at almost 58%, while the 2008 rise 
was close at 55.65%.

On the downside, if gold now 
stays below $1230 and closes below 
$1180, the C rise will clearly be over. 
A “D” decline will then begin and, 
just as the C rise is the best rise, D 
declines are the worst declines in a 
bull market. The worst one to date 
was during the financial meltdown 
when gold lost 29.3% from March 
to November 2008.

The point today is not to be 
surprised or disappointed if gold 
has a healthy downward correc-
tion over the upcoming month(s). 
It would be normal at this time for 
gold to possibly decline to test its 
65-week moving average. 

All D declines have tested this av-
erage. The exception was when gold 
fell below it during the 2008 crisis. 
In other words, gold is unlikely to 
fall to a new low this year.

If gold ends the year above 
$1118, then 2010 will be the tenth 
consecutive year of gains for the 

we’ve actually been waiting for.
GOLD TIMING: Ready to soften?

Gold reached a record closing 
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CHART 18
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gold price. The June 18 record 
high reflected a 12½% gain for the 
year so far.

We will look forward to adding 
to our position by buying more 
gold during weakness.  But con-
sidering the various uncertain-
ties in the world today, we may 
not see such a steep decline 
this time around.
GOLD IN A GOOD POSITION 
VS STOCKS

Most interesting is when 
we compare gold to the stock 
market. It’s giving us a very 
telling message, backing up the 
idea that gold may not weaken 
that much. 

Most of you know that gold 
has outperformed the stock 
market for the better part of the 
past decade. Chart 16A shows 

the ratio of the two with its mega 
moving average since 2000. This 
mega trend clearly shows that gold 
has been stronger than stocks on 
a major mega trend basis.

The point now is that gold looks 
poised to clearly outperform the 
Dow even more than before. Note 
the ratio is now bouncing up from 
a stronger uptrend and channel, 
favoring gold, while the leading 
indicator (B) has fallen to a low 
area. 

This means that gold is too 
low versus stocks, the most since 
2007! And when this happens, 
gold tends to strongly outperform 
the Dow Industrials.

This is saying we could still see 
more drama on the global stage 
later this year and into 2011.
SILVER & GOLD SHARES

Gold shares and silver are 
moving similarly. They are not 
as strong as gold but they’re in 
a good position and they’re good 
investments. 

Both are approaching their 
2008 highs and they’re bullish 
above their moving averages (see 
Charts 17A and 18A). This 2008 
high, at $20.80 for silver and 206 
for the XAU gold share index, is 
the key to ongoing strength. Once 
these levels are broken, both could 
take off.

It may not happen right away, 
especially if the global economic 
recovery remains on thin ice, but 
once the uncertainties die down, 
these, as well as the other metals 
and materials, will bounce up. 

The medium-term indicators 
on both are neutral to bullish (see 
B), which means they still have a 
shot at breaking out. The extra 
long-term indicator (17C) is turn-
ing bullish for gold shares. This 
is good.

Silver tends to be a sleeper. It 
can be dull and quiet for years like 
it was during the 10 years, from 
1990-2000 (see Chart 19). But 
once it breaks up, it tends to take 
off and not look back. This is what 
we think will happen once $20.80 
is clearly broken on a close.

Chart 19 also shows that the 
$20.80 level on silver was also its 
second high in 1980. So this is a 

strong resistance and once 
it’s surpassed silver could 
jump up to the $26-$30 as a 
next target.

Platinum and palladium 
also flip flop from being pre-
cious metals to industrial 
ones. But regardless, Chart 
20 shows their rise is in a 
solid uptrend as they’ve been 
holding well above their 65-
week moving averages.
RESOURCES: Hard hit

The U.S. can no longer 
drive global growth, let alone 

a
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CHART 20
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its own growth. This is 
why all eyes are on China 
to guide the world to better 
times. And with concerns 
that China’s fast growth 
is slowing, the resource 
and raw material stocks 
were hit. Energy has also 
been affected by the BP oil 
disaster.

Commodities ended 
their worst quarter in over 
a year in contrast to gold’s 
best. This is not surpris-
ing when considering they 
are moving to a different 
drummer. 

Commodities are under pres-
sure as the global economy strug-
gles with the European woes and 
a possible slowdown in China. 
Bernanke, however, said that gold’s 
record high is sending a different 
signal on inflation than raw mate-
rials are… rightly so for the time 
being.

Certainly, China is not hurting 
and many parts of the world are 
doing fine. For example, China 
has now surpassed the U.S. for the 
first time in car sales. GM’s China 
sales jumped, as the world’s fastest 
growing major economy propelled 

global auto demand.
Plus, Australia’s new Prime 

Minister, Julia Gillard, the first 
women PM, is reaching an agree-
ment with mining companies on a 
new resource tax, which was her 
promise. 

This is boosting BHP, as well as 
the Australian dollar. The unrealis-
tic proposed 40% tax is fading into 
the background as the largest re-
source companies breathe easier.

Copper and crude, the two 
core resources for the global 
economy, give us good insight to 
the general condition of the global 

economy.  Crude is the 
blood line of the world, 
while copper is the key 
metal used for build-
ing.

Both can be seen on 
Charts 21A and 22A.  
The big picture of copper 
since 1979 shows that, 
in spite of the 2008 fall, 
copper is holding near 
the high area, which 
is the top side of the 
mega uptrending chan-
nel.  This shows overall 
strength, especially be-
cause the leading indi-
cator (B) is near a major 
low area.  

Th is  means  that 
if copper stays above 
$2.88 and rises above 
the record high at $4.00, 
we could see another leg 
up.  And if this occurs, 
you can bet a strong 
global economy will not 
be far behind.

Oil is similar.  Chart 22 
shows the exceptional rise 
it’s had since its $20 days 
in 2001.  That price seems 
like a distant memory 
nowadays.  The trend is 
clearly  up and its extra 
long term indicator is say-
ing the same as copper’s... 
it’s poised to rise further.  

Oil has a solid base at 
$40, which was the tip-
ping point and it’s bullish 
above $70.

The BP oil spill almost 
guarantees a higher oil 

price when looking ahead.  It’s 
making it more expensive to de-
velop new fields.  

Plus, the industry expects lower 
than expected output over the next 
two years due to the moratorioum 
on deep water drilling.  This is say-
ing to stay with your energy posi-
tions, in spite of recent weakness.  
The Canadian oil sands are looking 
more attractive as a result as well.  
One thing is certain the energy 
sector is in the midst of major 
changes and adjustments.
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OVERALL   PORTFOLIO  RECOMMENDATION 
     It was another action packed month.  The markets have been volatile and ner-
vous, and investors don’t know what to do.  Gold continues to be the clear winner 
during these times of uncertainty.  Bonds have benefitted too, but the stock market 
and the currencies are mixed.  For now, we’re keeping our current positions but 
this could change soon.  Since we may be selling, lightening up, or making adjust-
ments this month, please keep in touch with our weekly updates.
PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION

The gold price reached yet another record high in June, rising 12½% so far this 
year.  Considering it’s risen 45% since April 2009 without much of a correction, the 
recent weakness could turn into a downward correction, especially considering the 
Summer months tend to be slow months for gold.  If further weakness develops as 
we suspect, it will provide a great buying opportunity.  We have recommended buying 
physical gold consistently since 2002.  When GLD, the gold exchange traded fund 
began trading in 2004, we recommended it as well.  We also started buying physical 
silver in 2002. And like gold, when SLV, silver’s ETF started, we recommended that 
too in 2006.  Even though it’s been many years now, we are still very bullish and 
we continue to recommend keeping your positions and buying new ones gradually 
over the Summer months to take advantage of weakness.  

As for gold and silver shares, we’ve been in and out of gold shares over the years.  
We’ve had EGO and CEF since 2003-04, and while we had SLW in 2006 we got 
back in last year.  Our new position this year, NGD, has done well.   

Our resource and energy shares have been hit.  BHP has been our longest stand-
ing position in resources as we first bought it in 2004.  RTP has been a close second.  
We have always felt that BHP is the best company to own to have a good investment 
in the resource sector.  Some of the positions we bought this year (like USO, BTU, X, 
MT, PALL, SWC and PPLT) are down, but we recommend keeping them; don’t buy 
new positions yet.
U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
    It was a bad month for stocks and some technical damage has been done.  
The moment of truth is at hand and we’ll soon know what the outcome will be.  
The stock market is now mixed... some of the stock indices are still bullish, while 
others are bearish.  If the bear takes over, we’ll then want to sell all of our U.S. 
and some global stocks except gold shares.  Bear markets are usually brutal 
and even if you have to cut your losses, this would be the best course to take.   
If the bull market stays in force, the lows are most likely near, and we’ll probably 
keep most of our positions and/or lighten up on some of the weaker ones.  Don’t 
buy new positions and we urge you to stay in touch.  
CURRENCIES  RECOMMENDATION

The currency markets have been volatile.  But despite the ups and downs, 
nearly all of the currencies rose this month, while the U.S. dollar declined.  Nev-
ertheless, they are still mixed.  Some are bullish and some are bearish, which 
warrants caution.  For now, it looks like the U.S. dollar’s seven month rise is over, 
but we’re still watching the all important 83.30 level on the U.S. dollar index.  If 
the dollar stays above this level, it’s going higher and the currencies will fall.  
But if the dollar index declines and stays below 83.30, it will drop much further 
as the currencies continue to rise.  Keep the small currency position you’re now 
holding, but don’t buy new positions yet.  If you have U.S. dollars, keep them.
INTEREST  RATE  &  BOND  RECOMMENDATION
    Interest rates fell further this month, hitting a 14 month low.  Concerns over 
signs of economic weakness drove investors to the safe haven of U.S. bonds.  
This jump in demand pushed bond prices higher and rates could still decline to 
lower levels.  Our small interest rate related investments have done poorly and 
we’re looking to get out at the best possible time.  Keep the positions you have, 
but don’t buy new ones.  If you’re not in this market, stay out.

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

NewGold  NGD-AMEX
Eldorado Gold  EGO-AMEX 
SPDR Gold Shares GLD-NYSE 
iShares Comex Gold IAU-AMEX 
Silver Wheaton  SLW-NYSE 
Central Fd of Can CEF-AMEX 
iShares Silver Trust SLV-AMEX 
Central Gold Trust GTU-NYSE 
Stillwater Mining  SWC-Nasdaq
Physical Platinum  PPLT-NYSEArca
Physical Palladium  PALL-NYSEArca

RESOURCE & ENERGY SHARES
Peabody Energy  BTU-NYSE 
BHP Billiton BHP-NYSE
RioTinto  RTP-NYSE 
US Oil Fund  USO-Nasdaq
Freeport McMoran FCX-NYSE 
Suncor Energy SU-NYSE
Arcelor Mittal New  MT-NYSE 
US Steel  X-NYSE 
iShares Tr Glbl En IXC-NYSEArca
 

U.S. & GLOBAL STOCKS
iShares Malaysia  EWM-NYSEArca
iShares BRIC  BKF-NYSEArca
iShares Mexico  EWW-NYSEArca 
Japan Small Cap  JOF-NYSE
Templeton Emg Mkts  EMF-NYSE
Prshrs Dynamic Soft  PSJ-NYSEArca
Dow Diamonds DIA-NYSEArca
Nasdaq ETF  QQQQ-Nasdaq
PowerShrs Finan  PFI-NYSEArca
PowerShrs Leisure  PEJ-NYSEArca
SPDR Consumer Dis  XLY-NYSEArca
iShares S&P Glbl Tech  IXN-NYSEArca
iShares S&P Tech  IGM-NYSEArca
SPDR S&P Bio  XBI-NYSEArca 

   CURRENCY  ETFs  &  FUNDS
Australian Dl Tr  FXA-NYSE
Franklin Temp Hard ICPHX-NSDQ
Canadian DL Tr FXC-NYSE 
Merk HD Cur Inv MERKX-NSDQ

INTEREST RATES
Proshrs Ultra Short20+ TBT-NYSEArca
Profunds Rising Rates  RRPIX-NYSENote:   All of the shares, funds and ETFs  are listed in order of strength in each section. 

Keep the ones you have on the list. The gold and silver ETFs are listed in bold. 

10% Cash: 
Aust & Can $ 
or currency funds, 
U.S.$

40%  
Precious Metals 

Gold & silver physical & ETFs;  
plat & pall ETFs  & gold shares 

20%  Resource 
& Energy stocks

25%  U.S. & 
global stocks 
or ETFs

5%  Interest 
Rate Related


