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Most of the markets had a rough 
time this month.  Once again the 
Fed took center stage and it wasn’t 
a pretty sight.

This has led to more questions 
and comments from many of you.  
So following is a compilation of 
what’s on your minds...

Q. With inflation building at 
the grocery store, etc and the 
money supply out the roof, why is 
gold going down? If inflation was 
calculated the way it was before 
the Reagan era it would be 7-8%. 
Why do you use false numbers 
(the official numbers)?

A. The official U.S.CPI inflation 
rate was 1.7% in the last year, a 
53 year low. Using the calculations 
prior to 1990, John Williams at 
Shadowstats.com says inflation is 
actually about 6.5%, which is still 
not soaring. We use the official stats 
because that’s what everyone else 
is watching. We know all govern-
ment stats are likely manipulated 
or “adjusted,” but they provide a 
sentiment guideline.

This partially explains why gold 
is going down, despite the soaring 

money supply. Inflation is perceived 
to be low, and worldwide it gener-
ally is. Plus, deflation has become 
far more dominant and, as we’ve 
seen this year, gold has dropped 
sharply in the current deflationary 
environment. 

Q. What happens if deflation 
gets worse?

A. The Fed fears deflation be-
cause it makes the economy more 
vulnerable and it could slip into a 
recession or depression. And since 
economic growth is weak, hovering 
around 2%, this is a possibility (see 
Chart 1). 

Plus, this expansion has already 
lasted 47 months and the average 
has been about 60 months. That’s 
why the Fed will likely keep mone-
tary stimulus going full speed ahead 
to not only boost the economy, but 
also to produce some inflation. 
That’s essentially the bottom line.

Q. How can one invest when 
the Fed is totally in control?

A. All of the markets have be-
come extremely sensitive to any type 
of Fed news… Keep in mind, the Fed 
created an artificial market by buy-
ing bonds to depress interest rates, 
which in turn affects other markets. 
We saw a good example this month 
when nearly all of the markets fell 
on the Fed’s remarks, suggesting 
it may start tapering its stimulus 
later this year.

It’s pretty insane that the whole 
world is so focused on the Fed. But 
it’s a reality we have to deal with. If 
it wasn’t the Fed, it would be some-
thing else. For now, the economy 
has become addicted to monetary 
stimulus. It’s the primary driving 

market force. This means we have to 
go with it and invest based on what 
the major market trends are doing, 
regardless of the Fed.

The markets will always tell the 
story. Our job is to invest accord-
ingly and try to interpret what the 
markets are telling us. Many times 
this will contradict the popular 
version, but in the end it’ll always 
become obvious.

Q. You say gold is very weak 
below $1320. This info is a bit late 
as gold has been below that level 
for a while. Please clarify.

A. This info is still timely and 
$1320 is the next important up-
side resistance. This illustrates 
how weak gold has been below that 
level.

Q. I am holding gold coins and 
have good gains, and I’m not a 
trader. But I don’t want to lose 
my gains. Do you think the odds 
are good for a coming rise or 
should I take my profits?

A. Yes, the gold market is bombed 
out and a coming rise is likely. That 
rise will tell us a lot. If it’s strong 
and gold regains its bullish tone, 
we’ll keep our positions. But if gold 
remains weak, then we’ll likely ad-
vise selling more. If you currently 
feel your precious metals position 
is too large, you may want to use 
upcoming strength to lighten up.

Q. Could you expand on last 
month’s comment about, “there’s 
a feeling of closing the gold win-
dow and the test run in April was 
a good lesson.”

A. When gold fell sharply in April, 
the Mint and others ran out of coins, 
and there was a high premium on 
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physical gold. That is, there 
wasn’t enough real gold to go 
around and this was happening 
in many countries. 

This raised concerns about 
the gold that is backing the 
ETFs. We see this as a safety 
warning, maybe not now but 
in the future. And it’s why we 
feel it’s better to hold all of your 
gold, or a large part in physi-
cal gold rather than the ETFs 
(paper).

Q. For those of us who have 
the majority of our metals 
holdings in ETFs in retire-
ment accounts with limited 
access to bullion or coins, should 
we lower our metals position to 
less than 15%?

A. No. Even though risk is higher 
in paper gold or silver, a 15% posi-
tion is okay for now. If physical gold 
and silver are an obstacle, then the 
ETFs are fine. That may not be the 
case over the long haul but we’ll 
be monitoring this on an ongoing 
basis.

Q. How does one prosper when 
everything is manipulated?

A. That’s an excellent question, 
but manipulation is nothing new… 
Remember, the Hunt brothers 
cornered the silver market in the 
1980s, the Plunge Protection team 
and many other cases over the 
years. Now it seems to be more fre-
quent with the Libor rate, gold and 
silver, and the currency markets 
more recently being manipulated. 
The manipulation theorists have 
become popular, and with reason.  

Basically, what this does is in-
crease volatility and it fuels faster, 
sharper market moves. But ma-
nipulation aside, the trends are still 
the trends and if they’re up, you 
stay with them. If not, you don’t, 
and that hasn’t changed.

Q. You have two letters. Please 
explain the difference between 
The Aden Forecast and GCRU.  

A. The Aden Forecast is an 
investment letter and GCRU is a 
trading service. More specifically, 
GCRU is a weekly trading service 
designed for those who are look-
ing to trade short to medium-term 
market moves, buying on the upside 
or shorting on the downside, some-
times keeping trades for only days, 
weeks or months with very specific 
buy and sell orders.

On the other hand, The Aden 
Forecast is an investment letter fo-
cusing on the major market trends,  
as well as intermediate trends. TAF 
is designed for investors who are 
planning to buy and hold their in-
vestments for months and/or years.  
Our goal is to keep you invested in 
the major trends and to stay with 
them.  We also offer timely buy and 
sell signals.  

Basically, they are two totally 
different services. Trading and in-
vesting require different criteria and 
skills.  And our in-house trader, 
Omar, designs specific trades and 
strategies based on our investment 
philosophy and research. 

In both cases, we do our best 

for all of our subscribers. We 
follow the markets every day, 
always with your best interests 
in mind.  

Q. I would like to see 
recommendations on solid 
companies that offer good 
dividend returns. I need in-
come.

A. With interest rates near 
zero, everyone is looking for 
income, but income sources 
are few and far between. With 
stocks in a bull market, the best 
sources for income are indeed 
solid companies with a consis-
tent dividend paying track re-

cord. That’s one reason why we rec-
ommend buying and holding stocks 
like Microsoft, Johnson & Johnson, 
Procter & Gamble and Coca Cola, 
which provide yields near 3%. 

Q. Could you comment on the 
safety of banks in the European 
Union?

A. Unfortunately, we can’t. But 
you may want to try the Sovereign 
Society (sovereignsociety.com) or 
International Man (international-
man.com) as they tend to focus on 
these areas. 

Q. Mr. X is recommending Ren-
minbi bonds as a safe harbor be-
cause they didn’t sell off when all 
the other bonds did. Comments?

A. No, we wouldn’t buy them. As 
you’ll see in this month’s Curren-
cies section, the Chinese renminbi 
is undergoing big changes and it’s 
best to wait and see how their quest 
goes in becoming more internation-
ally accepted.

------
We want to thank you for your 

questions and comments.  Please 
know that we read every letter and 
try to answer as many as we can.  
So keep your questions coming be-
cause it helps us focus on what’s 
important to you.

CHART 1
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U.s. & WOrLd stOcK MarKets  
Mildly correcting in a bull market

CHART 3
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The stock market is still looking 
good. Despite this month’s down-
ward correction, the bull market 
remains in force and stocks are 
poised to rise further.
DOWNWARD PRESSURE...

This followed an obsessive few 
weeks. The market’s primary focus 
has been the Fed and stocks came 
under downward pressure as the 
prospect of less monetary stimulus 
gained momentum.

As you know, the stock market’s 
in love with the Fed’s stimulus and 
any hint the punch bowl wasn’t 
going to be refilled spooked the 
markets. That was true not only in 
the U.S. but around the world (see 
Charts 3 and 4).

But the market has finally settled 
down some. Slower economic signs 
fueled optimism that the Fed won’t 
be quick to remove the punch bowl. 
Similar signs out of the U.K. and 
Europe also provided a boost for 
stocks.

When all was said and done, the 
Dow Industrials chalked up its 
best six months in 13 years! It 
gained nearly 14% in the first half 
of this year. The S&P 500 was simi-
lar and as you can see on Chart 2 
it’s holding up well on a big picture 
basis. This alone is impressive.
BULL MARKET UNDERWAY

The Dow Industrials is also not 

CHART 2
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far from its all time record high and 
its leading indicators remain bullish 
(see Chart 5). 

This tells us the major trend is 
up and stocks are headed higher. 
And since the stock market leads 
the economy, this also suggests the 
Fed’s stimulus will have a positive 
impact and better economic times 
lie ahead.

Investing in the stock market 
has become more popular on Main 
Street. With few options to choose 
from, especially for income, stocks 
have become the investment of 
choice.

That’s why margin debt has been 
rising, reflecting confidence in the 
stock market. This coincides with 
household debt hitting a record low, 

which is also bullish for stocks. 
It means consumers have more 
money to spend on investments 
and this is good for the economy 
too.

Plus, stocks are not yet super 
expensive, based on the historical 
price/earnings ratio (see Chart 7). 
While it’s near the upper range, 
stocks could rise further before 
they become ultra expensive, 
like they did at previous market 
peaks.
CORRECTION OVER

For now, the downward cor-
rections are likely over. That 
will be reinforced and the stock 

market will show renewed bullish 
signs if the indices can now stay 
above the following levels, which 
are the 15-week moving averages 
shown on Chart 3… for the Dow 
Industrials the key level is 14950, 
Dow Transportations 6240, Nas-
daq 3375 and for the S&P500 the 
important level is 1610. And if they 
reach new record highs, they’ll be 
super bullish.

As we’ve been saying all along, 
continue holding the stocks you 
have. If you want to buy new 
stock positions and increase your 
stock allocation, this would be a 
good time to buy.

For new buyers, we’d currently 
advise buying the following stocks 
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CHART 4

FOREIGN MARKETS... HIT HARDER
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CHART 5
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income, we feel the best source of 
income are high yielding stocks. And 
while 3% or more may have seemed 
like a joke a few years, today it’s a 
decent rate of return.

Some of the stocks 
that fit this criteria are 
MSFT, JNJ, PG and 
KO. With the major 
trends up, these stocks 
are good options, pro-
viding both income and 
appreciation.
GO WITH TREND

The overal l  bot-
tom line is... stay with 
stocks as long as they’re 
bullish.

But  what  about 
rising interest rates? 
Won’t that stop stocks 
from rising?

The  s tock  mar -
ket likes low interest 
rates. But even though 
rates have been rising, 
they’re still at relatively 
low levels. 

In other words, they could keep 
rising and it wouldn’t hurt the stock 
market. And as we showed you last 
month, historically, higher interest 
rates didn’t hurt stocks until the 30 
year yield surpassed the 6% level.

Nevertheless, this is something 
we’ll want to keep an eye on. It’s 
also another factor suggesting that 
a 10% trailing stop on your stock 
positions is a good idea.
FOREIGN MARKETS

Overall, the global stock markets 
have been much weaker than the 
U.S. stock market. That’s especially 

true of the emerging markets as 
they’ve been having a rough time.

Currently, however, they’re a 
good value and they appear to be 

bottoming. That is, 
they may soon sur-
prise on the upside.

The  Japanese 
stock market has 
been very strong this 
year, as a result of 
super easy Abenom-
ics (see Chart 6). 
These same mon-
etary policies have 
driven the Japanese 
yen sharply lower.

We’ve avoided Ja-
pan and we think you 
should too. It seems 
that wild volatility 
will be ongoing in 
their markets and it’s 
not worth the risk.

That is, it’s best 
to stay with the mar-
kets providing better 
potential and stabil-

ity for the time being. We think you’ll 
be glad you did.

or ETFs: SPDR S&P Bank (KBE), 
Dynamic Leisure & Ent (PEJ), Re-
tail Market (RTH) and Consumer 
Discret SPDR (XLY).

Many of you have asked about 
income. In these times of hard to find 

CLEARLY MOVING 
OPPOSITE

JAPAN
NIKKEI 225

CHART 6
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U.s. interest rates and BOnds
 rates at 2 year high

CHART

CHART 2
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Interest rates continued their 
surge, hitting a two year high this 
month.

Rates have skyrocketed in the 
past couple of months in the biggest 
rise in over 50 years (see Chart 2). 
Assuredly, this will have wide rang-
ing repercussions…
INTEREST RATES ARE KEY

We have a standing joke between 
a couple of our friends. They can’t 
imagine how we could find interest 
rates interesting.

But what many don’t realize is 
that interest rates are the most im-
portant market in the world. They 
affect just about everything and 
this month we saw a good example 
of this.

RISING RATES STRAIN       
ECONOMY

Interest rates are extremely im-
portant for the economy. That is, 
rising rates could be the one factor 
to push the already sluggish econ-
omy into recession, and it wouldn’t 
take much.

Rising interest rates, for ex-
ample, would squeeze corporate 
profits. They’d also push mortgage 
rates up (along with other loans 
and credit card rates), and indeed 
the rates on mortgages have already 
risen about 1%. 

This in turn could squelch the 
housing recovery, which has been 
leading the economy out of the 
last recession (see Chart 3). And if 
housing turns down, the economy 
won’t be far behind.

The hope now is that, even 
though interest rates could rise 
a bit further, they won’t move up 
dramatically. In other words, if this 
upmove continues to be similar to 
the rise following the 2008 financial 
crisis, when the economy started 
recovering, then things will be okay 
(see Chart 4). And so far, that’s 
been the case.

Currently, we live in a world of 
manipulated interest rates brought 
on by the Federal Reserve.  Essen-
tially, we have to live with this and 
invest accordingly.
DUMPING BONDS

For now though, in-
vestors aren’t taking 
any chances and they’ve 
been dumping bond 
funds like hot potatoes 
(see Chart 5).

In June, for in-
stance, bond investors 
hit the exits in record 
numbers. Bond out-
flows were almost 100% 
greater than they were 
at the depths of the 
2008 recession, which 
provides some perspec-

tive into just how much sentiment 
has changed.

 Everyone is saying the bond 
bubble has burst and this has 
spooked investors. Bernanke’s 
interest rate comments certainly 
didn’t help and since then, the Fed 
has been backpedaling trying to 
tone down the higher interest rate 
talk. Plus, the technical action of 
the market has also been very bear-
ish (see Chart 6).

As you can see, the 
bond price has clearly 
broken down, further 
confirming the big head 
and shoulders top for-
mation. This tells us 
the decline will likely 
continue down to its 
mega 80 month mov-
ing average as its next 
target.

That would coincide 
with a rise to about 
4% on the 30 year 
yield. But if the yield 
stays below that level, 

When Bernanke said interest 
rates may go higher if unemploy-
ment declines, the markets quickly 
reacted as though it were a done 
deal… 

Stocks fell sharply worldwide 
and so did bonds. The currency 
markets dropped as the U.S. dollar 
moved higher, and precious met-
als prices plunged. And this could 
continue if rates keep rising.

The reason why is because all 
of these markets are directly af-
fected by interest rates, but that’s 
not all…
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cUrrencies
U.s. dollar boosted by higher rates & ‘tapering’

CHART 7
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THE PLUNGE
it would be a strong sign the bond 
bubble has not burst. 

In other words, the mega trend 
would remain up for bond prices, 
signaling rates are probably going 
to back and fill while they stay near 
the lower levels.

On the other hand, if the 30 year 

yield rises and stays 
above 4% it’ll be another 
ballgame. In that case, 
the 2008 and 2011 lows 
would be the next target 
for bond prices, which 
would coincide with the 
yield at around 4½%.

Most  impor tant , 
this would be the final 
straw, confirming that 
the bond bubble has 
indeed burst. And if that 
proves to be the case, 
it’ll mean bond prices 
are going to plunge and 
interest rates are headed higher in 
the years ahead. 

That is, the mega trend that’s been 
in force since the early 1980s would 
be changing from down to up.

That would warrant headline 
making news because it would 
affect markets and economies all 
over the world, along with invest-
ment plans and strategies. So stay 
tuned… we should know the out-
come soon.
GO WITH THE TREND

Currently, long-term yields 
are higher than the yield on the 
S&P500. That should make bonds 
more attractive than stocks, but it 
hasn’t (see Chart 7 showing bonds 
are much weaker than stocks).

We know the Fed wants to keep 
interest rates low in order to help 
the economy. But bonds investors 

are known for doing 
their own thing, so 
we’ll continue to let the 
market call the shots.

For now, we don’t 
recommend holding 
bonds and that’s been 
the case all year. We 
know, however, that 
many of you depend on 
bonds for income and 
if so, it’s still okay to 
keep them. 

In fact, the higher 
rates are looking at-
tractive again. But we’d 

recommend selling them if there’s a 
sustained rise above 4% on the 30 
year yield.

Meanwhile, interest rates will re-
main on the upswing if the 10 and 
30 year yields stay above 1.83% and 
2.98%.

The U.S. dollar jumped up this 
month, hitting a three year high. 

Rising interest rates have been 
very bullish for the dollar. And with 
most of the other world markets, like 
stocks, bonds and precious metals 
all declining, the dollar’s safe haven 
status was further enhanced.
FED ‘TAPERING’ HINTS BOOST 
DOLLAR

Most important was the ongoing 
buzz that the Fed would scale back 
on its monetary stimulus and bond 

buying, sooner rather than later. If 
so, then interest rates would head 
higher because the Fed’s bond buy-
ing program has been a key factor in 
keeping rates low. 

This in turn has made the U.S. 
dollar even more attractive. So any 
hints of “tapering” have been giving 
the dollar a boost.

As you can see on Chart 8, the 
U.S. dollar index and the 30 year 
yield have been rising together. If 
rates keep rising, it will clearly favor 
the dollar, driving it even higher.

For now, the major trend re-
mains up for the U.S. dollar and 
it’s still the best global currency. 
That’s why we’re staying with it and 
we continue to recommend keeping 
your cash in U.S. dollars.

Technically, if the dollar index 
now stays above the 84 level, it 
could keep rising up to the 89 area, 
which is the top side of its sideways 
trading band since 2008. 

On the downside, the dollar 
index would still be firm even if it 
were to decline to the 79-80 level. It 

CHART 5
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CHART 8
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would turn bearish below the lower 
2008 support zone, and if deflation 
signs persist, the Fed won’t be quick 
to taper and that would put down-
ward pressure on the dollar. 
So you want to stay alert

On a bright note, better economic 
signs have also boosted the dollar. 
Consumer confidence surged, along 
with housing, orders for durable 
goods and retail sales. Plus, Stan-
dard and Poor’s changed its nega-
tive outlook for U.S. debt. And even 
though there were also lackluster 
signs, the good news generally over-
powered the weaker news.

For the time being, the dollar 
is fine. Nevertheless, it’s also im-
portant to keep 
in mind that the 
things that drove 
the U.S. dollar 
lower in the 2000s 
remain in force. In 
fact, they’re worse 
now than they 
were then… for 
example, debt and 
deficits are much 
larger. The same 
is true of defla-
tionary forces and 
money creation.

Inflation is 

not picking up 
l ike the Fed 
wants. On the 
contrary, import 
prices dropped 
.6% last month, 
money velocity is 
still down, which 
means banks 
aren’t lending, 
and money isn’t 
circulating. In 
o the r  wo rds , 
despite all the 
Fed’s efforts to 
kick start infla-
tion, deflationary 
pressures are in-
tensifying.

This has been 
happening for 
years in Japan 
and we all know 
how sharply the Japanese yen has 
dropped due to Japan’s stimulus 
program. 

Will the U.S. dollar follow the 
same path?...  It already is, but it’s 
just not obvious yet. Eventually it 
will be and you’ll want to be out of 
your dollars before that happens.
CURRENCIES: Mainly bearish
Meanwhile, the major currencies 
are bearish and we don’t recom-
mend them (see Chart 9). So far, 
the yen is by far the weakest and 
the euro has held up best.

But like we said last month, once 
the overall currency trend turns 
down, it almost always takes all of 

the currencies with it. 
That’s what’s currently happen-

ing and while it’s still premature, 
several factors suggest a currency 
war could be getting started  as 
countries seek a competitive edge 
in the global trading arena, thanks 
to the yen’s collapse.

The Australian dollar has been 
very weak. This basically reflects 
the slowdown in China since 
they’re big trading partners (see 
Chart 10). 

Note the Aussie dollar tends to 
move with the copper price and 
since copper is a barometer for the 
global economy, the current weak-
ness in both of these markets does 

not bode well for robust 
growth in the months 
ahead.

The Canadian dollar is 
similar (again, see Chart 
10). It generally tracks 
the oil price, which makes 
sense because Canada is 
an energy producer. But 
here too, the Canadian 
dollar, while holding up 
better than the Aussie 
dollar, is lackluster.  Oil, 
however, has been getting 
an extra geopolitical push 
of late.

ENERGY & CANADA

CHART 10

RESOURCES & AUSTRALIA
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MetaLs, natUraL resOUrces & energy
Worst 2Q yet... downside target reached

vertible, like the U.S. dollar, and a 
true reserve currency.

As we’ve often mentioned, China 
has already made agreements with 
more than 20 countries to trade in 
their own currencies, thereby elimi-
nating the U.S. dollar from these 
transactions. So it has indeed gained 
cache on the global trade front.

It’s widely believed China is 
planning to eventually replace the 
U.S. dollar as the world’s reserve 

currency with the yuan, partially 
backed by gold. If this happens, it 
would make the yuan so attractive, 
everyone would want it and it would 
be bad news for the U.S. dollar.

For now, no one knows how this 
will unfold and if it does, it’ll happen 
gradually. But it’s something to be 
watching. 

Meanwhile, keep your U.S. dol-
lars. They’re doing fine for the time 
being.

CHINESE YUAN: STEPPING UP
Switching gears, it’s interesting 

to note that China took bold steps 
to make their currency, the yuan 
or renminbi, more internationally 
accepted last month.

As our dear friend and currency 
expert, Chuck Butler reports, China 
is going to abolish 24 foreign ex-
change regulations. The ultimate 
goal is to make the yuan fully con-

REAL T-BILL RATE 
(T-BILLS 90 DAY 
MINUS INFLATION)

67     70                   80                    90                    00                   10    13

HIGHER REAL 
RATES = 
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LOW REAL RATES = 
BULLISH FOR GOLD

CHART   11
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Gold got whacked once again 
reaching $1200 before it bounced 
up from the lows. 

This year’s second quarter will go 
down in history as one of the worst. 
And June is again proving to be the 
worst month for gold. 

Gold had two washouts, in April 
and in June, which clearly turned 
gold bearish. It fell from $1600 at 
the start of April and ended 
June close to $1200. And 
now as July gets underway, 
gold is holding above  the 
$1200 level.

We’ve been lowering our 
gold positions since Febru-
ary, and again in April. We’re 
keeping our smaller position 
as a core position, likely for 
the long term.
FREE MARKETS?

Never has there been a 
time in the past when central 
bank policies so obviously 
determined market move-
ments. This month was an 
extreme case. 

The ongoing tapering talk 
pushed gold down because 
the market believes if the Fed 
stops stimulating the econo-
my, an inflationary outcome 
is unlikely, especially if it’s 
combined with higher interest 
rates boosting the dollar. All 
of this is bad for gold.

Is gold being manipu-
lated? We believe anything is 
possible...  Remember a few 
months ago when Germany 

demanded the immediate repatria-
tion of its gold, but then they qui-
etly accepted a seven year delivery 
plan...  There have been too many 
incidents in recent months to pass 
them off as chance and, frankly,  
there always have been. 

Manipulation was blamed on the 
central bankers back in the 1970s, 
and it’s still the same today. Only 

this time other powerful groups 
have joined in.

This goes back to... why did gold 
fall? Nothing has really changed to 
justify a $700 drop from over $1903 
in 2011 to almost $1200 today. This 
36% fall is clearly the steepest in 
the 12 year bull market. The worst 
one prior to this was an almost 30% 
decline in 2008.

IT’S ALL RELATIVE
But looking at the full bull 

market rise from 2001 to 
2011, gold gained over 660%, 
so a 36% decline isn’t bad 
from that perspective.  The 
bottom line is, if you got into 
the bull market early, even 
up until mid-2010, you’re 
fine. But if you bought any-
time after mid-2010, you are 
break-even to down.

We like to think our sub-
scribers followed our recom-
mendations and have been 
invested since 2002, and at 
least since 2005.  If we’re 
correct, you should feel confi-
dent keeping a core position. 
Even if you’re down, if you 
believe, as we do, that it’s just 
a matter of time before we see 
higher gold prices, then you 
should keep a core too.
DON’T FORGET ABOUT 
STRONG DEMAND

The strong demand for 
gold, and how much it has 
grown over the years, has 
not gone away. International 
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CHART 13
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investors, central banks 
and corporations... they’re 
all looking to buy gold and 
these low Summer months 
are likely providing the best 
price.

You’ll remember when 
gold plunged in mid-April, 
global demand for physical 
bullion surged when many 
places ran out of coins. 

Asian investors, espe-
cially in China and India 
bought so many bars and 
coins, sales were up 22% 
annually in China and 52% 
in India. The World Gold 
Council also reported that 
investment demand in Q1-13 was 
substantially ahead of Q1-12.

Jim Willie said it best when he 
said, “The migration of gold from 
West to East is the grand story of 
the decade.”  They know, as our 
dear friend Richard Russell recently 
reminded us, that gold and interna-
tional power go hand in hand. 

The U.S. should be aware of this 
and do what is necessary to keep 
their reserve currency status, but 
unfortunately, it doesn’t seem to be 
happening.
A BIG PICTURE LOOK AT GOLD 

It’s time to take a hard look at 
gold’s big picture. 

Let’s start with interest rates 
since they moved up sharply this 
month. Normally rising rates are 
bad for gold, but more important 
is the “real” interest rate. That is, if 
rates are higher than inflation, then 
it’s clearly bearish for gold. 

You can see this relationship 
since 1967 on Chart 11. The 1970s 
were the best example because in-
terest rates were soaring to double 
digit levels then. Yet inflation was 
higher than the high T-Bill rate, 
which was a bullish factor for gold. 
That’s why gold and interest rates 
rose together.

Then during the 1980s and 90s, 
T-Bills were higher than inflation 
(inflation was low), which was a 
bearish factor for gold. Since 2000, 
the T-Bill rate has again been es-
sentially lower than inflation. This 
time, both have been low and this 
has provided a bullish environment 
for gold.

We may now be seeing a change, 

however, with long-term yields 
jumping up. We can see a bit of this 
on the T-Bill rate and the gold price.  
Gold has been declining, especially 
this year, while the real T-Bill rate 
has risen closer to the zero line. 
(Above the zero line means T-Bills 
are higher than inflation).

It seems like for now, the yields 
could come down for a while, espe-
cially with the Eurozone and Britain 
restating that their rates will stay 
down, but the past month’s bub-
bling yields in the U.S. are indeed 
a sign of the times.

GOLD’S 8 YR CYCLE:  
On track 

Gold has had a con-
sistent low area nearly 
every 8 years. You can 
see on Chart 12, it’s 
been pretty reliable by 
several months. Febru-
ary 2001 saw an 8-year 
low, following a modest 
gold rise in 1996. Gold 
then rose sharply until 
it fell to the next low in 
Nov 2008, which was just 
three months shy of the 8 
year mark.  

This bring us to to-
day... gold is now almost 5 years 
closer to the next major 8 year low.  
This doesn’t mean gold is going 
down until then. It’s simply saying 
that 2015 or early 2016 is a likely 
time period for the next key low area 
in gold.  

There are always important major 
rises in-between the lows.  During 
major bull markets, gold tends to 
stay above the high reached prior to 
the 8 year low area. In today’s case, 
it’s saying gold should stay above 
the $1000 high of 2008, where the 
blue horizontal line and the 2001 
uptrend meet (see Chart 12).

We’ll see what happens, but if 
our ultimate downside target of 
$1000 is reached, it would be a 50% 
decline from the highs, and it would 
match the fall in 1976.
CLOSER TIMING

Chart 13 shows you a closer 
look at this possible full circle. It 
shows the super rise gold had from 
its Nov 2008 lows near $705 to its 
record high in 2011... a 170% rise 
in almost three years. Then the 
decline... a 36% decline in almost 
two years.

Gold reached our next down-
side target at $1200, and now it’s 
to be seen if the ultimate target is 
reached at $1000. If so, it would 
be a full round trip.

We have come to the conclusion 
that the complete decline from Sept 
2011 to the present is a mega D 
decline. It’s been an unusually long 
one, but then again, the C rise from 
2009 to 2011 was an unusually long 

2011

NOV 2008
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CHART 17
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one too. Long on the way up and 
long on the way down.

There’s simply no way this year’s 
fall could be a B decline. D declines 
tend to be the declines that turn 
bull markets to bear markets. 
Gold’s action has had the main 
characteristics of a D decline... a 1 
year 10 month decline losing 36%... 
at least so far. 

More important now is gold’s 
extreme case of oversold, the most 
since the 2008 lows (see Chart 
13B). This means the downside 
lows are getting closer. Once this 
D decline is over, which could be 
at any time, or possibly in another 
month or two, an A rise will then 

develop. 
These gold rises 

tend to be moder-
ate, possibly re-
couping half of the 
fall, which means 
we could see the 
$1600 level tested 
in this upcoming 
rise. We aren’t say-
ing it can’t go high-
er, it could.  But 
it’s more likely we 
won’t see the re-
cord highs tested.  

Note on Chart 
13A, gold had a 
clear sell signal in 
April when it fell well below its 65-
week moving average. It had been 
marginal last year at the lows and 
earlier this year, but 
nothing like the past 
quarter. This means the 
upcoming ‘A’ rise could 
rebound to this aver-
age, which is also near 
$1600.  

But just as A rises 
are moderate, so are B 
declines. These declines 
tend to complete a con-
solidation time period 
above the lows.  If a full 
on bear market takes 
over, however, the 2008 
lows could then be test-
ed, in a worst case. 

But we’re gett ing 
ahead of ourselves. Let’s first see 
how the current D decline fares.  
Will $1200 hold? We’ll see but 
keep in mind, gold and the sector 
are extremely oversold, so it prob-
ably will.  The first sign of renewed 
strength would be a sustained rise 

above $1320.
SILVER: Almost 3 year low

Silver fell with gold and 
copper, breaking below the 
$20 level, touching nearly 
$18.50 by June’s end. Silver 
has declined a whopping 
almost 62% since its April 
2011 peak, taking over two 
years to get there.

This is steep indeed but, 
like gold, when comparing it 
to the almost 1000% super 
rise from the 2001 low to the 
peak, the proportion is not 
bad. It took this type of fall 
to remove the excess of the 
rise, and more.

Chart 14A shows silver now ap-
proaching its upchannel support 
near the $17-$18 level. And its 

medium-term indica-
tor (B) has fallen to an 
extreme oversold  area, 
the most since 2008.  
That is, silver’s down-
side is limited.

As you know, silver 
tends to flip-flop be-
tween a precious metal 
and a base metal type 
of movement.

 When gold rises 
during a global eco-
nomic rise, for example, 
silver tends to explode 
upward. On the oth-
er hand, if the global 

economy (resource sector) is slug-
gish or down while gold declines, 
then silver tends to fall more than 
gold. The latter has been the case 
this year.
RESOURCE: SLUGGISH

Copper is the global economic 
barometer and it’s the ideal indica-
tor for the resource sector. Its de-
cline this year reflects the slowing 
economy led by China and the Eu-
rozone (see Chart 15). The emerging 
markets have also come down. 

But copper is now approaching a 
strong support level, and it’ll be im-
portant to see if it holds, near $2.80. 
The base metals back this up as 
Chart 16 shows.  If their downside 
is also limited, they may be telling 
us a change is coming, but it’s too 
soon to say just yet.

Platinum and palladium are 
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CHART 19
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CHART 18precious metals 
that are affected by 
the resource sector 
as well. Chart 17 
shows how much 
stronger palladium 
is holding up. It’s 
above i ts  2011-
12 lows, which is 
also the 2008 peak 
level. Platinum is 
dribbling down and 
lackluster. We’l l 
keep our palladium 
position.
GOLD SHARES: 
The worst

Nothing compares to the weak-
ness in gold shares.  

In fact, the weak-
ness of the last two 
years, and espe-
cially the plunge 
this year, is the first 
time gold shares 
have been so much 
weaker than gold 
itself. Since the late 
sixties, gold shares 
have kept a pace 
with gold, but the 
fall has never been 
this wide. 2008 was 
a quick exception 
but it was short lived.

The strange thing, and impres-
sive at the same time, is the rela-
tionship between gold shares and 
the stock market. Surprisingly, gold 
shares have been much stronger 
than the S&P500 since 2002, in 
spite of their volatility.

Most interesting is the truly 
bombed out nature of gold shares.  
But the HUI finally reached its tar-
get level. 

Chart 18 shows the HUI gold 
bugs index formed a massive head 
and shoulders top, it broke clearly 
below the NL and it fell to the target 
level of this top formation. Its up-
trend since 2000 is now key, which 
is essentially the lows in June. 
Thanks to our dear friend, Harry 
Schultz, for this chart.

The plunge in gold is hurting the 
producers because the cost to pro-
duce gold is becoming greater than 
the price of gold. Barrick Gold, for 
example, is laying off employees and 
cutting down.  Others are doing the 

same.  And if the gold price stays 
down, it’ll be just a matter of time 

until gold companies admit 
they can’t survive, which in 
turn would cut supply.
CRUDE: Jumping up

The abrupt polit ical 
change in Egypt helped 
cause a jump in crude oil 
as fears of Middle East oil 
disruption grow. The politi-
cal turmoil in Portugal also 
added tension, in spite of the 
U.S. now exporting more oil 
for the first time since the 
1970s (see Chart 19).
COMMODITY CYCLE:  

Revisited
It’s time to again look at the long 

commodity wave, the Kondratiev 
Cycle that tends to repeat roughly 

every 50 years. Chart 20 shows 
this repetitive pattern since the 
early 1800s. 

The last major peak occurred in 
1980. It lasted on the longer side at 
60 years, while the bottom in 1991 
also took longer than average. Most 
interesting is that the downdraft of 
the last two years appears to be the 
dashed line forecast on the chart.  

Also important, it tends to coin-
cide with gold’s 8 year cycle lows, 
before it starts up into the explosive 
stage of the mega upmove, leading 
into 2030 and beyond.  

This explosive stage is what 
we see brewing in the world as we 
know it today.

Jim Rogers is famous for his 
commodity wave call. He agrees 
with Kondratiev as he recently re-
stated that, “the commodity bull 
market is far from being over. It will 
come to an end someday, but that 
someday is not here yet.”  

This cycle tells us to continue 
taking advantage of weakness to 
buy and accumulate over the Sum-
mer and until the lows are here. We 
will definitely want to be on board 
before the big explosion comes.

We all know that China has been 
buying natural resources and com-
modities around the world to lock 
in their ongoing and future needs.  
Shortages and global tension could 
easily grow over the years, which 
could be what this chart is trying 
to tell us.

2011
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  Most of the markets had a rough time this month.  The big focus was on the 
Fed, along with lots of speculation on whether they’d ‘taper’ their stimulus or not.  
Stocks, bonds, currencies and the metals all fell.  The U.S. dollar surged, boosted 
by higher interes rates.  Currently, some of the markets have settled down and 
we continue to recommend keeping a diversified investment portfolio.  Stocks 
remain bullish, so a 50% allocation in stocks is justified.  Keep your cash in U.S. 
dollars and a 15% position in precious metals and shares for the time being.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
    June ended up being true to form as gold and silver fell sharply to about three 
year lows.  This year’s Second Quarter ended up being one of the worst on record.   
This low could be the low for the seasonally slow months of Summer, but it’s 
still to be seen.  Nevertheless, it looks like the lows are near because gold and 
gold shares are truly at extreme oversold areas.  Vulnerability is still with us, however.  Use weakness to buy during this 
month and next.  Silver is nearing its major uptrend while palladium has held up the best.  Keep your lower core position 
in the metals and shares listed below.
    Buying physical gold is a safer way to keep your gold and silver, but keeping some paper gold and silver for the sake 
of convenience is fine too.
    Crude oil jumped up to a 14 month high, but otherwise, the resource sector is still sluggish.  We’re still watching it from 
the sidelines.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
   The stock market is still looking good.  Despite this month’s downward 
correction, the bull market remains in force.  In fact, the Dow Industrials 
recently scored its best six months in 13 years and stocks are poised 
to rise further.  Continue holding the stocks you have.  If you want to 
buy new stock positions this is a good time and we’d advise buying 
SPDR S&P Bank (KBE), Dynamic Leisure & Ent (PEJ), Retail Market 
(RTH) and Consumer Discret SPDR (XLY).  We also like JNJ, IYG, 
IYT and DIA.  Some of the high yielders we like for income are MSFT, 
JNJ, PG and KO.  This month we recommended selling Hong Kong 
iShares (EWH) and Templeton Emerging (EMF).

CURRENCIES  RECOMMENDATION
    The U.S. dollar jumped up, hitting a three year high.  Rising interest 
rates, safe haven status and the Fed’s policies have been providing 
a boost and the dollar is likely headed higher.   It remains bullish and 
it’s the best global currency.  That’s why we continue to recommend 
keeping your cash in U.S. dollars, especially if the dollar index stays 
above the 79-80 level.  Currently, it’s very strong above 84.  We don’t 
advise holding any of the international currencies because they’re 
bearish for now.

INTEREST  RATE  &  BOND  RECOMMENDATION
   Interest rates have skyrocketed.  In the past couple of months they’ve 
experienced the biggest rise in over 50 years.  Bond prices are down 
sharply and they’re bearish.  The next upside target for the 30 year yield 
is about 4%.  Above that level the mega trend would turn up, confirming 
the bond bubble has burst.  We don’t recommend holding bonds.  But 
if you have bonds, it’s still okay to keep them unless the 4% level is 
clearly broken.  If it is, we’d recommend all bond investors sell. 

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. 

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

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

STOCKS AND ETFs
SPDR S&P Bank * KBE-NYSEArca
Dynamic Leisure * PEJ-NYSEArca
Retail Market * RTH-NYSE
Cons Discret SPDR  XLY-NYSEArca 
Johnson & Johnson  JNJ-NYSE 
DJ US Fn SVC iShrs  IYG-NYSEArca 
DJ Trans iShares  IYT-NYSEArca 
Dow Diamonds   DIA-NYSE 
PowerShares Nasdaq   QQQ-Nasdaq 
Wal-Mart  WMT-NYSE 
Energy Select SPDR  XLE-NYSEArca 
Procter & Gamble  PG-NYSE 
Microsoft  MSFT-Nasdaq 
DJ US Telecom   IYZ-NYSEArca
Coca Cola  KO-NYSE 
Agribusiness Mkt Vec  MOO-NYSEArca
iShares S&P Glbl 100  IOO-NYSEArca 
Germany iShares  EWG-NYSEArca 
US Global Res PSPFX-NYSE
Vietnam ETF  VNM-NYSEArca

35% Cash 
U.S. dollars

50%  
U.S. & Global Stocks

15%  
Precious Metals Gold & silver physi-
cal & ETFs & gold & silver shares. 
Palladium ETF

* New Positions


