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What a difference a month 
makes. Most of the markets were 
looking pretty gloomy last month. 
In fact, with the exception of gold 
and bonds, that’s been the case for 
most of the year.
UNCERTAINTY...

Turmoil, crisis and nervousness 
have essentially been in the driver’s 
seat. That being the case, investors 
didn’t know what to do. Confusion 
reigned. There was uncertainty not 
only about investments, but also 
about the economy, the way the 
government’s headed, spending, 
housing, unemployment… you 
name it.

...CLEARING UP?
But then, the markets abruptly 

turned around, pretty much across 
the board. Stocks bounced up with 
gusto, and so did resources, com-
modities, metals, gold shares and 
the energy sector. 

Currencies also moved up 
strongly as the U.S. dollar steadily 

declined. And it looks like interest 
rates are likely near a bottom.  

So it’s been a good month in 
many ways. The markets are going 
our way and as you’ll see in this 
month’s issue, they look poised to 
rise further. That’s good news for 
the economy and it’s good news for 
investors.
LISTEN TO THE MARKETS

In recent months, however, 
there’s been so much discussion 
about what’s coming and the out-
look ahead, it almost makes you 
dizzy, not to mention confused. 
It’s been a long time since we’ve 
seen such a wide range of opinions 
varying from good to disaster and 
everything in-between.

A lot of these opinions make per-
fect sense. But remember, the mar-
kets always have the final word. 

They’ll tell us what’s happening 
and what lies ahead. They tell the 
real story. It’s that simple and if 
you listen to what the markets are 
saying, everything else becomes in-
teresting (or not), but it’s basically 
just someone’s opinion.

The markets are not opinion, and 
that’s what makes them so impor-
tant and special. We don’t claim to 
be the holders of the torch. We’re 
just the messengers and based on 
the action of the markets, here’s 
what they’re telling us…

For now, they’re saying there will 
not be a double dip recession, or a 

depression. Sure there are prob-
lems as finances and the debt keep 
getting worse, but somehow things 
will muddle along, at least for the 
time being. 

Based on the markets, the eco-
nomic recovery is going to contin-
ue, global growth will move ahead 
and the markets will do well (see 
Chart 1). 

This may only last a year or 
so. We’ll have to cross the bridges 
as they come, but that’s the current 
outlook. And until we see otherwise, 
we’ll go with what the markets are 
saying, and we strongly suggest you 
do the same. 

This of course is not set in stone. 
We also have to stay alert and keep 
an open mind. If we do see a change 
in this outlook, you’ll be the first 
to know.
MARKETS LOOK AHEAD

We receive many e-mails filled 
with questions and comments. We 
apologize that we can’t personally 
answer each one but we try to ad-
dress as many as we can in these 
pages.

Many of these questions involve, 
what if this happens or that hap-
pens? They include different scenar-
ios or articles from good sources. 

To this we can only say that the 
markets have already digested all 
of the news and scenarios you can 
think of. Again, the markets look 
ahead.
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Most other questions involve 
strategy, trading, what to buy and 
sell and so on. It’s been a while since 
we’ve covered these points and this 
is a good time to touch on this…
GOLDEN RULES...

As our older subscribers know, 
we believe that it’s most impor-
tant to invest in the major market 
trends. 

That is, trends that will last for 
at least six months, hopefully a year 
and perhaps a lot longer. In gold’s 
case, for instance, we’ve been rec-
ommending it for nearly a decade.
Invest in major trends

The point is, invest in a major 
uptrend and stay with it for as long 
as it lasts. This is the way to make 
the best profits. The key number 
one rule is, let your profits run. 
This is far more advantageous over 
time as opposed to trading in and 
out of markets.

Even if a market turns down for 
a few months, it’s best to stay with 
the major trend. We’ve seen too 
many traders sell during a down-
ward correction, get tripped up, 
and then miss the big move when 
it happens.

Remember, no market goes 
straight up or straight down. Down-
ward corrections can be scary, but 
they’re normal. Trading corrections, 
however, greatly increases your risk, 
unless you’re a real pro with long 
term experience in this area.

For most investors, it’s way bet-
ter to buy into a market, ideally near 
an intermediate low area and then 
just sit tight. Sometimes your buy-
ing point may not be the best, but 
that’s usually okay. 

If the major trend is in your favor, 
you will profit over the long haul, 
even if a market declines first before 
it heads higher.

Avoid big losses
The second key rule is to avoid 

big losses. If a market turns against 
you and a major trend changes from 
up to down, be quick to sell even if 
it means taking a loss. Small losses 
are okay, but cutting your losses is 
what’s most important.

Again, we know of many people 
who have let big losses accumulate, 
hoping a market will come back so 
they can recoup. Sometimes it will, 
but often it won’t. Once you find 
yourself hoping too much, it usually 
means trouble.

age of your total portfolio, then you 
will not take a big loss overall. You 
may have a setback but it won’t be 
devastating.

That’s one important reason why 
our recommended portfolio is bro-
ken down the way it is.  It involves 
risk and reward. 

Basically, if a market is lower 
risk and the profit potential is high, 
we’ll recommend a higher percent-
age in that sector. 

On the contrary, if a market is 
high risk but it looks good, we’ll 
recommend investing a smaller 
percentage. 

This is where relative strength 
comes in. We try our best to invest 
in the markets that have the best 
upside potential. We then recom-
mend some of the strongest stocks 
within those sectors.

Each month we list the stron-
gest of our recommended stocks at 
the top of each sector list. That’s 
primarily for new buyers. This will 
change almost monthly but that’s 
okay too. 

The point is, if the sector is in a 
major bull market, most all of the 
stocks will rise with the tide. So 
even if your stock is temporarily 
underperforming, stay with it. If 
it’s on the list, we still like it. If it 
goes against us, we’ll recommend 
selling.
HAVING A STRATEGY

This essentially sums up our ba-
sic strategy based on trial and error, 
and it’s worked over the years. It’s 
resulted in double digit gains nearly 
90% of the time, each year over the 
past two decades. 

These are not just our rules. 
They come from giants in the in-
dustry well before we got started 
and our goal is that they will benefit 
you too.

CHART 1 

WORLD GDP
% CHANGE ON A YEAR EARLIER

Spread the risk
The best way to avoid the big 

loss is by diversifying. That’s the 
third key rule… don’t put all of 
your eggs in one basket, no matter 
how good the basket looks. By doing 
this, you’ll automatically avoid the 
big loss. How?

Let’s say a market turns against 
you and you have a big loss in XYZ 
stock, or several stocks in a cer-
tain sector. Well, if XYZ stock only 
amounts to a reasonable percent-

* Estimates based on 52 countries repre-
senting 90% of world GDP.  Weighted by 

GDP at purchasing-power parity
SOURCE:  THE ECONOMIST (economist.com)
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U.s. & World stoCk markets  
1½ year bull market still ongoing

- - -  65 Week Moving Average is major uptrend
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The moment of truth has 
arrived… The stock market is 
still bullish. It’s been moving 
up strongly over the past month 
and the rise that started in 2009 
remains intact. Stocks are now 
poised to head higher.

You’ll remember last month’s 
bullish case was hanging by 
a thread, but things have 
changed.
STOCK MARKET LEADS 
ECONOMY

We realize that many analysts 
have a different view. They feel 
the market is going much lower, 
but despite all of the negative 
news and commentaries, and 
the underlying foundation, we 
have to go with what the mar-
kets are telling us…

Remember, the stock mar-
ket looks ahead by about six 
months or more. So even though 
the economy may not be doing 
well at the moment, the stock 
market is saying that the overall 
situation is going to improve.

In other words, bull market rises 
normally get started when pessimism 
is in the air. Currently, for instance, 
the unemployment situation and 
the weak housing sector continue 
to weigh on the economy. But if we 
take a look at the recent action in the 
stock market, the facts indicate that 
this won’t be the case for long…

stock market, as well as the 
probability that more stimu-
lus is coming. Whatever the 
reasons, the big picture is 
looking good.

We’ve shown you Chart 
3A several times and here 
you’ll see the S&P500 going 
back to 1950. But this chart 
is especially important to re-
view again because it clearly 
illustrates where the market 
stands.

Note that despite all of 
the ups and downs over the 
years, a mega uptrend in 
stocks has been in force since 
1950. This is powerful, but 
more impressive, the lead-
ing indicator fell to its lowest 
level ever in 2009. As you 
can see, these low areas have 
coincided with significant 
bottoms in the stock market, 
like in 1974 and 2002, and 
strong rises in the S&P500 
followed.

Currently, this reliable indicator 
is moving up and the S&P is now 
starting to follow. This alone tells 
us that stocks will probably rise 
further, at least this year and pos-
sibly next.
BULLISH ACTION

This is being confirmed by the 
Dow Theory… when the Dow Jones 
Industrials and the Dow Transpor-

POISED TO RISE FURTHER
Note that all of the stock indices 

are looking good, both in the U.S. 
and internationally (see Chart 2). 
Better than expected earnings was 
one of the main factors driving 
stocks higher and it helped boost 
confidence.

Lots of cash on the sidelines and 
liquidity were also positive for the 

CHART 3

BIG PICTURE: Bullish
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U.s. interest rates and Bonds
interest rates:  at the lows

CHART 4 
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in 2008, which is shown above. The 
market then moved strongly higher 
in 1975-76 but it resisted at the 
previous highs near 1000.

Does history repeat? This chart 
strongly suggests that it does. The 
movements in both cases have been 
amazingly similar. And if this con-
tinues, we could see a big move up 
to near the high levels of the past 
decade, which would be like the rise 
in early 1976.
KEEP YOUR POSITIONS

We’ll see how it all plays out but 
so far, all signs are suggesting that 
this could happen. And if it does, 
you’ll want to stay onboard, holding 
on to the stocks we’ve been recom-
mending over the past year or so.

For now, our energy and re-
source stocks are very strong and 
they’re finally making up for lost 
time. That’s because the oil price, 
base metals and commodities are 
moving higher. 

As you can see looking again at 
Chart 2, the CRB commodity index 
is reflecting this. It’s up strongly and 
if it clearly breaks out to a new high, 

these stocks will greatly benefit.
The same is true of the emerg-

ing markets, especially the Asian 
markets. The Asian tigers are back. 
Their economies are very strong, 
their stock markets are at three 
month highs and they’re still out-
performing the U.S. market (see 
Hong Kong as an example on Chart 
6). We expect that’ll continue.

If you’re not in the stock market, 
or you want to add to your positions, 
now is the time to buy. If you do, we 
recommend buying our strongest 
recommended resource and energy 
shares, and the strongest U.S. and 
global stocks. These are listed at 
the top of these categories, under 
our open positions on the right of 
page 12.

tations both closed simultaneously 
above their June highs on July 26, 
they signaled that the primary bull 
market was resuming its upward 
path (see Chart 4).

In our opinion, this would be fur-
ther reinforced once they both rise 
and stay above their 2010 highs at 
4806 for the Transportations and 
11205 for the Dow Industrials. If 
they do, then there’s a good chance 
that these markets could keep rising 
up to near their 2007-08 highs.

Interestingly, that would be very 
similar to what happened following 
the big bear market in 1974 (see 
Chart 5, below). At that time, the 
Dow had fallen steeply, like it did 

Interest rates have been dropping 
this year. As the world situation 
grew more nervous and uncertain, 
U.S. bonds increasingly became a 
safe haven.

Demand grew as investors bought 
way more bonds than they did last 

year. Despite the low yields, inves-
tors simply wanted safety and their 
demand pushed rates down even 
further, to a 16 month low.
SLUGGISH ECONOMY

Also weighing on interest rates 

were ongoing signs of economic 
sluggishness. The much feared 
double dip recession became more 
of a possibility and Bernanke did 
little to boost positive sentiment 
when he said the economic outlook 
was, “unusually uncertain.” 



5Copyright Aden Research August 10, 2010

4.0

5.0

4.0

3.0

2.5

2.0

CHART  9 
TREND IS UP

           2009                 2010

3 MONTH LIBOR RATE

65 Week Moving 
Average 

CHART  10
LOWS ARE NEAR

a

05        06         07          08          09      10

B

TEMPORARY HIGH AREA

TEMPORARY  LOW AREA

LEADING INDICATOR (MEDIUM-TERM)
Fell to low area, most in 1½ years

10 YEAR YIELD 

2006     2007

CHART 7

2009         2010                   2009          2010

U.S. BONDS U.S. DOLLAR
GOVT INDEX

BONDS TO FOLLOW DOLLAR?
CHART 8

2009         2010                   2009          2010

30 YEAR YIELD T-BILLS
          90 DAY

PRESSURE IS DOWN... 
FOR LONG?

- - - 65 Week 
Moving Average

LUMBER & YIELDS: Move together

LUMBER

CHART 11 

30 YEAR YIELD

06             07             08           09         10

%

Even though the economy is still 
growing, the reports this 
month were not good. 
Consumer confidence, 
manufacturing, hous-
ing and retail sales were 
all down. 

Most impressive, the 
index of leading eco-
nomic indicators also 
declined and that was 
the first time it’s been 
down in over a year. 
Foreclosures were up 
and overall, the econ-
omy is not bouncing back like it 
has following previous recessions. 
It seems to be stuck.

Nevertheless, it looks like inter-

est rates are likely near a bottom.  
This doesn’t seem to make sense 
under the circumstances, especially 
because the Fed has been saying 
they’re prepared to take further pol-
icy actions as needed. That would 
mean even lower interest rates for 
a long time.
STIMULUS DRIVEN ECONOMY

The Fed, however, is probably 
gearing up for another round of 
economic stimulation. That is, more 
money will be coming onboard, 
which as you know will eventually 
result in inflation.  Although it’s 

still premature to be 
sure, don’t forget that 
this has been the Fed’s 
pattern for the past few 
years. 

Plus, stocks are not 
the only market that 
lead the economy. So do 
interest rates. They both 
look ahead and with the 
stock market now surg-
ing and interest rates 
near a bottom, they’re 
strongly suggesting not 

only upcoming stimulus, but also 
better economic times ahead. If that 
seems strange to you, remember 
that markets bottom when the news 
is bad. And if this proves to be the 
case, then interest rates will rise 
and the action we’re currently see-
ing could be a prelude to this. Time 
will soon tell.
HERE’S WHAT WE’RE      
WATCHING...

The U.S. dollar is obviously im-
portant. More stimulus is going to 
mean even more debt. And since 
things have calmed down somewhat 
on the international front, investors 
have too, and they’re now taking a 
closer look at the fundamentals. 

They see the reality of U.S. 
spending and the outlook isn’t good. 
More spending will only make mat-
ters worse and we believe that’s why 
the U.S. dollar has been topping. 
Since U.S. bonds are denominated 
in dollars, that’s why the bond mar-
ket is beginning to look toppy as well 
(see Chart 7).

RATES NEAR LOWS
One of the first solid signs these 

markets are headed lower and in-
terest rates higher would be a sus-
tained rise above 4.12% on the 30 
year yield (see Chart 8). We think 
it’s just a matter of time until it 
happens. Why?

As you can see, the T-Bill inter-
est rate has been holding above its 
moving average, signaling that the 
major trend has turned up. And 
since interest rates tend to move 
together, the long-term 30 year rate 
probably won’t be far behind.

The Libor interest rate, which is 
the free market international U.S. 
rate, is also in an uptrend (see 



6 Copyright Aden ResearchAugust 10, 2010

CUrrenCies
U.s. dollar: the long road down  

CHART 12
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At this point, we’re also watching 
the lumber price (see Chart 11). It 
too may be bottoming and if it is, 
it’ll be yet another sign that interest 
rates are going to rise further. 

The reason why is because lum-
ber is a barometer for building and, 
indirectly, the housing sector. If 
lumber begins to rise, it’ll mean a 
better housing and economic out-
look. This in turn would put upward 
pressure on interest rates.

STRATEGY
If so, it’ll be a welcome relief 

for those of you who have been 
holding our interest rate related 
investments. They’ve been very 
disappointing, but our strategy is 
to recoup lost ground as rates move 
up. If the rise ends up being tem-
porary, then we’ll at least sell at a 
better price. For now, sit tight. Don’t 
buy new positions and let’s see how 
things unfold.

Chart 9). So this too reinforces our 
scenario that interest rates will like-
ly be rising in the months ahead.

The 10 year yield will provide 
another, “interest rates are going 
higher” signal if it can rise and stay 
above 3.15% (see Chart 10). As you 
can see, its leading indicator is now 
at a low area, which coincides with 
interest rates lows, so we could see 
rates head higher sooner rather 
than later.

The currency markets are no 
longer mixed like they were last 
month. On the contrary, the mar-
kets took a big turn this month and 
the currencies are now looking a 
lot better.

In other words, the U.S. dollar 
has been declining steadily since 
last June and it’s at a four month 
low. It’s broken below some impor-
tant support levels and the dollar’s 
mega trend has again turned down. 
So what happened?
REALITY SETTING IN

As we mentioned last month, the 
price action and the fundamentals 
had been out of synch for quite a 
while. But we felt that sooner or 
later they’d get back into step and 
for a number of reasons, that’s 
what’s currently happening.

First, things turned sour in the 
U.S. The economy was showing 
signs of a slowdown and that made 
investors nervous. They no longer 
viewed the U.S. dollar as a safe ha-
ven and they started taking a hard 
look at the facts, like the massive 
financial mess the country is in, 
low interest rates and so on.

Plus, rising world stock markets 
diminished the need for a safe ha-
ven by suggesting that global growth 
was getting back on track. 

The trade deficit didn’t help the 
dollar either since it rose to its high-
est level in more than 1½ years. 
Remember, a growing trade deficit 
normally coincides with a weak 
dollar.

Slowly but surely sentiment 
shifted. Investors started moving 
out of their dollars and as confi-

dence wanned, Europe became far 
more attractive. The same was true 
of the commodity currencies (see 
Chart 12).

Let’s take Europe first… Fol-
lowing the big European debt crisis 
a few months back, the situation 
quickly calmed down. The bank 
stress tests were good, easing con-
cern about the banking sector. In 
addition, the economy is recovering 
fast and confidence has risen to a 
two year high.

This propelled the euro higher 
and it’s becoming more obvious 
that it has hit bottom (see Chart 
13). Its leading indicator is now 
rising from a super low area, which 
tells us that the euro has lots 
of upside potential. This will be 
confirmed once the euro rises and 
stays above 1.38, see below.
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COMMODITY CURRENCIES:  
Best

The commodity currencies are 
something else… their economies 
are doing very well. Global growth 
and the rise in commodity prices 
have provided a huge boost and we 
expect this will continue.

China’s economy is still booming 
and so is India’s. These countries 

are two of Australia’s largest trad-
ing partners and their demand for 
resources keeps growing with no 
end in sight. 

This has resulted in Australia’s 
largest trade surplus on record and, 
combined with investor’s appetite 
for riskier assets and its high inter-
est rates, it’ll keep upward pressure 
on the Australian dollar (see Chart 
14).

Since Australia’s interest rates 
are much higher than rates in other 
countries, it’s especially attractive 
during these times when investors 
are starved for income. Interest 
rates, however, are bottoming. 

Canada raised its rates this 
month and other countries are do-
ing the same. Still, Australia has 
this big advantage and that makes 
it special.

In Canada’s case, the high oil 
price has provided a tremendous 
boost. Oil production is a big part of 
Canada’s economy. When oil rises, 
so does the Canadian dollar (see 
Chart 15). And with oil now at a 
three month high, it’s very bullish 
for the Canadian dollar.
CHANGING

So all things considered, it’s 
nearly certain that a big shift is tak-
ing place in the currency markets. 
The U.S. dollar is being dethroned 
from its top position, which proved 
to be temporary (see Chart 16A). 

This will be fully confirmed once 
the dollar index declines and stays 
below 80. At that point, we can be 
sure that a full blown bear market 
is indeed underway and the dollar is 
going to fall to much lower levels.

As you know, the Japanese yen 
has been a safe haven too.  But 
here we also have a clear case of the 
fundamentals and the price action 
being totally out of whack.

Nevertheless, the yen recently hit 
a 15 year high and it’s clearly bull-
ish (see Chart 17). Despite these 
positive factors, we do not recom-
mend buying the yen. It’s simply 
too risky and eventually it’ll likely 
go the way of the dollar.
WE RECOMMEND... 

The currencies we do like are the 
Australian and Canadian dollars. 

We also now recommend buying 
the Swiss franc and the euro, which 
have good potential.

Currently, the cash portion of 
our total recommended portfolio 
is small at only 10%. We’re going 

AUSTRALIA

CHART 14
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metals, natUral resoUrCes & energy
resources take off while gold takes a rest

to keep it that way for the 
time being because stocks, 
metals, resources and our 
energy investments are all 
doing well. It looks like they 
have further to go on the 
upside, and they’ll probably 
outperform the currencies in 
the months ahead.

Still, we believe these cur-
rencies will continue to rise. 
Our recommended currency 
funds, for instance, are mov-
ing up strongly and they 
should head even higher, 
along with the currencies.

The bottom line… if 
you’re holding the curren-
cies and/or funds we’ve 
been recommending, keep 
them. If you have U.S. 
dollars, we’d sell them, 
or switch out of your dol-
lars and use the cash to 
buy new positions in the 
Australian and Canadian 
dollars, the euro and the 
Swiss franc. 

If the dollar heads lower 
as we suspect, we don’t 
think you’ll regret your 
decision.

Just as gold started to take a 
breather from its June highs, the 
resource and energy sectors popped 
up in a renewed Summer rise. A 
falling dollar, low interest rates and 
promising demand are boosting the 
market. 

The CRB commodity index is 
now near this year’s high and this 
sector is set to rise further in the 
years ahead. The commodity cur-
rencies, and the U.S. and global 
stock markets are also getting an 
upward boost.
EMERGING COUNTRIES &  
COMMODITIES

The emerging countries continue 

to show more strength, however, 
which goes hand in hand with rising 
materials and energy. 

China seems to understand this. 
Its Sovereign Wealth fund gained 
almost 12% on its overseas portfolio 
in 2009 when it bought more com-
modities in order to benefit from this 
global rebound. 

Another example is the mining 
boom in Australia. This is boost-
ing their economy and it’s easily 
offsetting the weak areas, which 
is why the Australian dollar is so 
attractive.

The soft commodities are joining 
the bull market too. Wheat soared 
to a two year high, almost doubling 

in price since early July (see Chart 
18). That’s because Russia stopped 
their grain exports following the 
worst drought in 130 years. 

For now, some commodities, like 
coffee, cotton and the meats are ris-
ing while others are bottoming.  

We believe that buying and 
holding selective commodities 
is currently a safe investment, 
despite some signs of caution.  

The jump in wheat, for instance, 
was a clear reminder of the surge 
in food prices in 2008 that led to 
rioting in many countries.  Plus, 
the head of Rio Tinto suggests that 
resource nationalism may spread 
as governments seek to boost their 

CHART  18
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CHART 20

GOLD: Taking a breather
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GOLD & DOLLAR: 
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but not this year
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share of mining profits. 
But the CEO of the world’s third 

largest mining company was also 
positive.  He noted that, overall, 
with global growth near 4% and 
Chinese GDP expected to grow 9%, 
the resource sector is solid.
INVESTMENT DEMAND     
GROWING

Meanwhile, we’ve been seeing 
volatility in the currency markets.  
The U.S. dollar is again showing 
signs of  weakness, which only adds 
to uncertainty. 

The point is that we are in an en-
vironment where no country wants 
a strong currency in order to help 
their economy. As long as the world 
economy remains uncertain, and if 
more quantitative easing is needed 
to avoid default (as Nobel prize win-
ner Paul Krugman believes), then 
gold will prevail. 

Gold is the ultimate currency.  
It’s the best safe haven because it 
protects wealth.

This is basically why investment 
demand is growing.  And it’s the 
main reason why demand will stay 
strong. 

Russia, for example, continued 

buying gold in June to the tune 
of 200,000 ounces.  This followed 
their biggest one month increase 
in May.

China is the world’s largest gold 
producer.  And all of the gold that is 
mined must be sold to the govern-
ment. This alone will continue to 
build China’s low gold reserves. 
GOLD & MONEY

The Chinese actually have the 
longest history with paper money, 
dating back to the 9th century.  At 
that time, the Emperor ordered 
businesses to deposit all of their 
coins in exchange for a paper 
equivalent deposit receipt. 

Bills didn’t begin circulating 
in Europe until three centuries 
later.  Their exchange system was 
then set up similar to the Chinese 
model.

In fact, bills were still a substi-
tute for gold (and some other met-
als) at the start of the 20th century.  
It’s only been in the last several 
decades that paper has had the 
same power as real money, used in 
exchange for goods and services.

As a result, back in the 1970s, 
inflation was the primary problem 
as the U.S. dollar fell sharply, los-
ing 63% of its value at that time, 
which in turn caused gold to rise 
to record highs. 

Uncertainty and volatility in the 
economy were also effects.  This was  
thanks to Nixon closing the gold 
window, saying the dollar stands 
on its own.  That was the reason 
why gold rose.

During the Great Depression, 
Roosevelt raised the fixed gold price 
after confiscating gold because 
he believed this would push com-
modity prices higher, helping farm 
income. Gold shares, as a proxy for 
gold, rose in the 1930s. 

Economic uncertainty stem-
ming from deflation is also bullish 
for gold.  That’s because it’s most 
likely that money will eventually 
be printed to help stabilize the 
economy.

One thing is clear, gold ris-
es during uncertain economic 

times. And historically speaking, 
the times have essentially been 
uncertain since the dollar and gold 
parted ways.  
GOLD & THE DOLLAR

As you’d expect, gold and the 
dollar tend to move in opposite 
directions on a major trend basis 
(see Chart 19). This year, however, 
they’ve been moving together for the 
most part. 

The unusually weak euro was 
partly to blame.  But as you can 
see, after rising together since 
early 2010, the dollar and gold have 
also been declining together since 
June.

This is abnormal and it probably 
won’t last for long. But in the end, 
this is bullish for gold because gold 
is starting to break away. Gold, for 
instance,  reached a record high in 
June, versus both the dollar and 
the euro. 

Note gold’s record high in euros 
on Chart 20A. Since the euro was 
weak, gold shot up.  It then became 
overbought and began to decline 
from a high area (see B), while the 
euro rebounded from the lows. This 
is the normal case, but we’ll see if 
it continues.
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That is, it only took gold 1½ 
years to reach another record 
high, in spite of the collapse.  This 
shows underlying strength and 
resilience.

The record high in September 
was a very important time for gold’s 
bull market. This record high was 
the first real solid breakout above 
the 1980 and 2008 highs and it, 
therefore, confirmed the onset of a 
stronger phase of the bull market. 

Plus, it was coming from an eight 
year low that tends to precede a 
good sized rise in gold. It was the 
perfect storm coming together in a 
stormy economic environment.

So far gold is acting out this 
scenario. It hasn’t had a decent 
downward correction since Novem-
ber 2008. The biggest decline so 
far was an almost 14% decline in 
January of this year. 

In other words, it’s getting close 
to two years since gold has had a 
full downward correction. Plus, next 
month will make a year since gold 
broke out into this stronger phase 
and it’s only been two months since 
the last record high was set.
GOLD TIMING:                            
‘D’ decline... how long?

So here we are, in August, a sea-
sonally low time for gold where many 
of the previous lows have occurred. 

A downward correction we call 

CHART  22 
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“D” has been in process 
since mid-June and this 
decline tends to be the 
worst decline in gold’s in-
termediate cyclical move-
ments. During the last 
one in November 2008 
gold lost almost 30%, yet 
so far gold has only lost 
8% during this Summer’s 
weakness.

This weakness, how-
ever, is not over yet.  But  
Chart 22 will help guide 
us along.  

Here you can see the 
gold price with its key 65-
week moving average (A). 
This average has been 
ideal in identifying the  
bull market trend since 

the 1970s.  
This time around gold has stayed 

consistently above it since 2001. 
The only exception was in 2008 
during the crisis.

“D” declines tend to be the cor-
rection that tests the bull trend. If 
it’s now tested again, near $1090, 
we would buy with both hands. It 
would be an excellent buying time. 
And this level would only take the 
gold price down 10% from the June 
highs.

Chart 22B shows gold’s leading 
indicator is starting to break its up-
trend. This means if it stays clearly 
below it, the 2010 gold price lows 
could be tested.
BUYING ON DIPS

One important reason why gold 
has not had a full downward cor-
rection is investment demand. It 
looks like the dips this Summer 
have been met with buying, but it’s 
still to be seen how this weakness 
plays out. 

If a full decline does not mate-
rialize during this second phase of 
the bull market, then gold could be 
nearing a dynamite move… yes even 
during its ninth year.

There are many skeptics who be-
lieve the end of the rise is near. We 
don’t think so, but all we have to do 
is follow the trend, and stay on the 
right side of it, in order to ride the 
full bull market to maturity.
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CHART 21 

1980

GOLD’S BIG PICTURE:           
Second phase of bull 
market

We’d like to show you 
the big picture of gold 
once again on Chart 21 
since 1967. Gold tends 
to be a cyclical market 
and while it can be very 
volatile, it’s also orderly. 
Note, for example, how 
gold reaches an impor-
tant low about every eight 
years.

The last one occurred 
in November 2008, at the 
heat of the worst finan-
cial meltdown since the 
Great Depression. 

Most interesting and 
we want to emphasize this, gold 
reached a record high eight months 
before this November low.  It then  
rose back up to a record high, ten 
months after the meltdown low, in 
September 2009. 
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GOLD / GOLD SHARES
RATIO

CHART   23
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CHART 25

COPPER & CRUDE: Poised to rise
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GOLD STRONGER THAN 
GOLD SHARES & SILVER

Gold has been stronger 
than gold shares and silver, 
essentially since the finan-
cial crisis began. Chart 23 
shows gold compared to gold 
shares (A) and compared to 
silver (B) since 1967… the 
bigger pictures.

Here you can see that 
the mega trends and chan-
nels favor gold. Within these 
mega trends, there have 
been times when silver and 
gold shares were better in-
vestments. 

From 2000-2008, for ex-
ample, gold shares were 
stronger than gold.  And 
from 1990 to 2007, silver 
had the edge.

But since the financial 
crisis began, the mega trend 
has been reinforced as the 
ratios are rising, favoring 
gold. This is saying that gold 
is set to continue outper-
forming silver and the shares.

This doesn’t mean you should 
only be invested in gold. It just 
means gold has the edge in the gold 
arena for now.
SILVER & GOLD SHARES

Interestingly, silver and gold 
shares are moving more in tune 
with the resource sector for now. 
They both move with gold on a ma-
jor trend basis, but they will also be 
influenced by global growth and the 
stock market. 

For example, look at Charts 24 
and 25.  Note that silver and the 

CHART 24
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XAU index are nearing their 2008 
highs,  just as copper and, to a 
lesser extent, crude are doing. 

None of them were able to break 
up and out of their 2008 highs as 
gold has done. But they are getting 
close and their rises are still solid 
and strong.
COPPER & OIL:                     
Good barometers

You’ll remember that copper is 
the barometer for global economic 
growth and oil is a good proxy too.  
Their rises this past month, reach-
ing three month highs, are show-

ing optimism 
that the global 
economy will 
avoid a double 
dip recession 
and they are 
moving on bet-
ter demand.

BP was final-
ly able to stop 
the  gush ing 
oil in the Gulf.  
Th i s  he lped 
boost the en-
ergy  sec tor .  
The oil price 

jumped above $80, which is 
a break out. 

Plus, better than expected 
profits in Alcoa and others 
was good for copper. Copper 
is now strong above $3.10. 
It’s getting closer to its record 
highs near $4. Once this level 
is surpassed, copper could 
really take off.  

As for the oil price, it’s 
strong above $80 and it would 
show great strength above 
its 2010 highs at $87.  This 
would mean the rise since the 
2009 lows is alive and well.

Keep in mind, if copper and 
gold rise together, it would 
give a big boost to silver and 
it could easily jump above its 
2008 high at $20.80. It could 
then rise to the $25-$28 level 
as its next stop. 

Silver’s has the charac-
teristic that once it starts 
rising it tends to soar.

If we continue to have a 
stimulus driven economic 
recovery, this whole sector 

will be a great investment. For now, 
these markets are telling us that’s 
likely going to happen.

That being the case, continue 
to hold our recommended metals 
related stocks.
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OVERALL   PORTFOLIO  RECOMMENDATION 
     The markets abruptly turned around this month, essentially across the board.  
That included stocks, resources, commodities, currencies and energy.  Gold re-
mains strong, interest rates are likely near a bottom and the U.S. dollar declined.  
The markets are going our way.  They’re bullish and they’re headed higher.  That 
being the case and, as you’ll see below, we’ve made a few changes in some of 
our recommendations, especially for new buyers or those of you who want to add 
to your positions.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
The gold price has been coming down from its June record high in a normal 

downward correction.  Meanwhile, the resource and energy sectors popped up in a 
renewed Summer rise as a falling dollar, low interest rates and promising demand 
are boosting this market.  The soft commodities are joining the bull market too, as 
wheat soared to a two year high.  We believe that buying and holding selective 
commodities is a safe investment.  We recommend keeping your resource and 
energy positions and buying new ones in the first four listed in this section in the 
box on the right.

The key for gold today is to see how far it will go in the current decline, we 
call ‘D’.  August is a seasonally low time for gold when many of the previous lows 
have occurred.  If gold nears the $1090 level this month, we recommend buying 
new gold positions in coins and ETFs, and the first three strongest gold and silver 
shares listed on the right, as well.  We’ll be guiding you in our weekly updates.

Once the gold price rises and stays clearly above $1208, the ‘D’ decline will be over.  
Our new positions should be purchased by then.  Take advantage of weakness this 
month to buy gold, silver and their shares, even if our ideal lows are not reached.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
    The U.S. stock market remains bullish.  It’s been moving up strongly and the 
rise that began in 2009 is still intact.  Stocks are now poised to head higher, so 
continue to hold the stocks you have.  Our energy and resource stocks are very 
strong and finally making up for lost time.  The same is true of the emerging 
markets, especially the Asian markets, but nearly all of the global stock markets 
are bullish too.  If you’re not in the stock market, or you want to add to your posi-
tions, now is the time to buy.  If you do, then buy our strongest recommended 
resource and energy stocks, and the strongest U.S. and global stocks, listed at 
the top of these sections on the right.  

CURRENCIES  RECOMMENDATION
The U.S. dollar has been declining and its mega trend has again turned down.  
It’s nearly certain that a big shift is taking place in the currency markets and 
sentiment has shifted.  This will be fully confirmed once the dollar index declines 
and stays below 80.  The currencies are now looking a lot better.  If you’re hold-
ing the currencies and/or funds we’ve been recommending, keep them.  If you 
have U.S. dollars, sell them or switch out of your dollars and buy new positions 
in the Australian and Canadian dollars, the euro and Swiss franc.

INTEREST  RATE  &  BOND  RECOMMENDATION
    Interest rates are likely near a bottom and they could head higher sooner 
rather than later.  One of the first signs that’s happening would be a sustained 
rise above 4.12% on the 30 year yield.  If so, it’ll be positive for our interest rate 
related investments, which have been disappointing.  We’re looking to recoup lost 
ground as rates move up.  If the rise ends up being temporary, then at least we’ll 
sell at a better price.  Keep the positions you have, but don’t buy new ones.

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

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

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

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

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

INTEREST RATES
Profunds Rising Rates  RRPIX-NYSE 
Proshrs Ultra Short20+ TBT-NYSEArcaNote:   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, 
euro & SF

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


