
1Copyright Aden Research September , 2009

INSIDE

U.S. & Other Stock Markets ...........   3
Strong rise taking a rest

U.S. Interest Rates & Bonds ..............4
Interest rates declined this month
                                            
Currencies ......................................... 6
U.S. dollar: Dreary outlook

Metals & Natural Resources ..........   8
Gold and Silver: The shining stars

MARKET STRATEGY: 
HOW WE VIEW THE MARKETS

Copyright Aden ResearchSeptember 8, 2009 Volume 28 Number  9

FORECAST
MONEY  •  METALS   • MARKETS

ADEN
THE

in our 28th yearSEPTEMBER, 2009

Welcome new subscribers. We’re 
glad to have you aboard!  The timing 
couldn’t be better as gold surges up 
to its old record high.  But first, let’s 
back up a bit...

MARKETS TELL THE STORY
We all know the past couple of 

years have been difficult. This year, 
the markets have been a lot better 
as they rise from the lows, but the 
economy remains uncertain. That’s 
generally the case in most places 
around the world.

Currently, there seems to be 
two prevailing schools of thought 
permeating the markets… First, 
the recession is near an end and 
the economy is poised to recover. 
Second, the crisis will get worse 
and this is just the calm before the 
storm. What’s an investor to do?

The markets will tell us how the 
story unfolds. The markets always 
lead. They tell us what’s happening. 
Our job is to correctly interpret what 
the markets are telling us, not only 
in regard to the economy, but also to 
correctly identify the market’s ten-
dencies. That’s most important in 
making good investment decisions, 

and then we’ll invest accordingly.
Overall, this has worked out well, 

resulting in double digit profits each 
year for over two decades, more 
than 80% of the time. This month, 
for the benefit of new subscribers, 
and because it’s been a while since 
we’ve covered these points with  cur-
rent subscribers, we want to briefly 
review our basic strategy and what 
we feel is important…

WATCHING THE MARKETS
As most of you know, we fol-

low the markets closely every day, 
as well as keeping a pulse on the 
global front. We love studying the 
markets, writing about them and 
reading about them with our objec-
tive being that our results will help 
you benefit, profit and gain some 
insight.

We like correlating the market 
action to unfolding world events. 
This helps identify and understand 
major market trends. We use both 
technical and fundamental analy-
sis, always looking for the best 
investments based on the major 
trends, relative strength and risk 
versus reward.

As we’ve often said, the big picture 
and the major trends are most impor-
tant. That’s how you’ll make the best 
profits over time, instead of trading in 
and out of markets. Invest with the 
major uptrends and stay with them 
for as long as they last. By the same 
token, you want to avoid big losses 
by selling or staying out of a market 
when a major trend is down.

But recognize that no market goes 

straight up or down. There are always 
corrections along the way. That’s 
normal. We don’t recommend trading 
corrections unless you’re a trader, 
close to the markets and willing to 
take extra risk. It’s much better to 
get in, ideally near an intermediate 
low area, knowing the major trend is 
going your way and staying with it, 
even if that market turns down for a 
month or two along the way.

We could list dozens of examples 
to show how well this strategy has 
worked. Gold is the first one that 
comes to mind. We bought it in 
January 2002 at $280 and it’s now 
near $1,000. Sure, there have been 
ups and downs, but overall gold 
has gained 257% during that time, 
which is a lot more than most other 
investments.

How we analyze markets
As for our favorite type of analy-

sis… Fundamentals are great. They 
provide the facts, which is something 
we clearly need to know. But unfor-
tunately, fundamentals are usually 
facts that have already happened. 
They are limited in looking ahead, 
which is what the markets do, and 
they don’t help with timing. That’s 
where technical analysis comes in 
and it’s our favorite. Ideally, how-
ever, the two will coincide.

A picture is worth a thousand 
words and that’s the way we feel 
about our charts, prices and lead-
ing indicators. They show us what’s 
happening and they’re instrumental 
in signaling what likely lies ahead. 
That is, the major trends, over-
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bought and oversold conditions, 
indicating a market is near a major 
top or bottom, when a downward 
or upward move is likely within the 
major trend, possible price targets 
and so on.

Most of our charts are based on 
Friday weekly closes. This strips out 
the daily fluctuations and provides 
far more insight, especially in rela-
tion to the major trends.

Our goal is to invest in the 
markets that have the best upside 
potential. We then try to find the 
strongest sectors within those mar-
kets, and then some of the strongest 
stocks within those sectors, all 
based on relative strength.

This will change at times and 
we’ll then recommend selling. That 
usually happens when a stock is 
underperforming, or it goes against 
us, and/or there are better oppor-
tunities elsewhere.

Weighing risk vs reward
Risk and reward are also impor-

tant. If a market is high risk but 
it looks good, we’ll put a smaller 
percentage of our total portfolio into 
that market. If it’s lower risk and 
the reward potential is high, we’ll 
put more in.

Of course, avoiding big losses 
is vital as well. If a market turns 
against us we’ll be quick to sell, 
even if it means taking a loss. Cut-
ting your losses is a key invest-
ment rule, as well as letting your 
profits run.

One good way to cut losses is by 
using stop losses. We advise keeping 
a 25% trailing stop on your long-term 
positions in case a market dramati-
cally turns down. And you may want 
to keep tighter stops on other posi-
tions (see Chris Weber’s article on our 
website under Guest Commentary).

And finally, the economic en-
vironment or backdrop is also in-
dispensable. In a nutshell, you’ll 
invest differently depending on the 
economic conditions... whether it be 

recession, recovery, inflation, defla-
tion or boom times. That brings us 
back to what’s currently happen-
ing, so next we’ll take a look at the 
evidence and the markets…

ECONOMY GETTING BETTER
First, the economic numbers 

keep getting better. Back in April, 
we pointed out the first straws in 
the wind that the recession may be 
ending. The evidence has steadily 
improved since then and this month 
was the best yet. Two thirds of all 
of the economic numbers we follow 
were up.

This included everything from 
manufacturing, housing starts (for 
a fifth consecutive month), home 
sales, consumer confidence, busi-
ness sales, industrial production 
and some spending. Leading indica-
tors rose for the fourth consecutive 
month, pointing to better times in 
the months ahead, and home prices 
rose for two months in a row for the 
first time in nearly three years.

These are pretty impressive 
signs, the most since the crisis hit 
two years ago. The flood of money 
that is being thrown at the economy 
is having some positive effects, at 
least for now. The full effects will 
become obvious later and they won’t 
be positive over the long haul, but 
that’s another story (see Interest 
Rates and Currencies this month). 

Currently, we’re talking about 

the economic rebound and so far, 
so good. Remember, unemployment 
lags, so it’ll be the last to show im-
provement. We’re also seeing the 
same in other countries.

WORLD LOOKS BETTER TOO
Europe is showing many signs 

of improvement with Germany 
and France leading the way. They 
have emerged from recession. Asia, 
however, has by far been the world 
growth leader and the fundamentals 
here are the most impressive.

Asia’s emerging economies grew at 
about a 10% annualized rate in the 
second quarter. They’re in a league of 
their own and they’re clearly leading 
the way out of the recession. 

Industrial production is at a new 
high and it’s up 36% in the second 
quarter (see Chart 1). This is amaz-
ing, especially because so many felt 
that Asia would remain weak as 
long as the U.S. was weak, mainly 
because Asia needs U.S. demand 
for its goods.

So what happened? Naysayers 
have often been quick to write Asia 
off. But the reality is that the U.S. 
isn’t so important to Asia. It only 
accounted for 6% of emerging Asia’s 
growth leading up to the crisis. Plus, 
Asia was not as hard hit by the U.S. 
crisis as other areas were and con-
sumers were not heavily in debt. 
Asia’s stimulus, therefore, has led to 
domestic spending and investments, 
and a strong economic recovery.

The global economies tend to 
move together and this is now be-
coming more obvious. Europe is 
following and eventually the U.S. will 
too. That’s what the latest numbers 
are telling us, but deflation signs 
are still lurking overhead and at 
this early stage this continues to be 
a sign of caution.

The U.S. and the world’s central 
banks have been fighting these 
deflationary forces for quite a while 
now because they’re spooked by 
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U.S. & WORLD STOCK MARKETS  
Strong rise taking a rest
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them. It’s something no one wants, 
yet prices have been dropping 
worldwide, so officials have used 
floods of money (stimulus) to offset 
these forces. Will they succeed?

That’s the big question. The 
world economies are increasingly 
telling us that they will. The mar-
kets are indicating the same thing. 
But until we know for sure, we’ll still 
be walking a fine line and the debate 

over economic recovery or ongoing 
crisis will likely continue.

We’ll keep taking it one step at a 
time. Like we said last month, during 
times of confusion, it’s especially good 
to step back, look at the evidence and 
the markets, and avoid the rhetoric. 
So far, the markets are reinforcing 
the evidence and these are two very 
important factors, tipping the scale 
toward economic recovery.

For now, gold, base metals and 
commodity prices are rising. So is 
copper and it’s a good global eco-
nomic indicator. The U.S. dollar is 
down. Most impressive, the world 
stock markets have risen strongly 
and as you know, they tend to lead 
the world economies.

As you’ll see next, these markets 
are still looking good, despite recent 
weakness…

The stock market moved up 
again this month. Recently, how-
ever, the markets have been stalling 
and some are correcting downward 
following their steep rises this 
year. This is normal and the stock 
markets could still decline further 
before they resume their rises.

CHINA LEADING
China led the way down and 

many of the other world stock 
markets followed to some extent 
or another (see Chart 2). Never-
theless, the U.S. and world stock 
markets remain strong and bullish 
above their moving averages. These 
moving averages identify the major 
trends and as long as the individual 
stock markets stay above the lev-
els shown on the chart, the major 
trends will be up meaning stocks 
are headed higher.

This is a strong vote of confi-
dence for the world economy and 

ample, has gained around 50% since 
it hit bottom in March and it has not 
been one of the world’s strongest. 
(This is clearly illustrated on Chart 
3, which shows the Hong Kong stock 
market compared to the Dow Indus-
trials since 2002.) 

Some of the strongest markets 
like China and Brazil actually bot-
tomed before the majority of the 
markets did in late 2008 and they’ve 
been calling the shots. Overall, the 
Asian and Latin American stock 
markets remain the strongest and 
this will likely continue.

SEPTEMBER: A WEAK TIME
For now, however, we’re in Sep-

tember and it has historically been 
the worst month of the year for 
stocks. This doesn’t necessarily 
mean that the stock market has to 
drop in September, but it probably 
will based on a couple of factors.  
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with each passing month it keeps 
getting better. All of the world stock 
markets we follow are above their 
moving averages. The majority of 
them hit new bull market highs and 
the gains have been well into the 
double digits. 

The U.S. stock market, for ex-
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Aside from the fact that all of the 
world stock markets have risen too 
far, too fast for the time being, other 
seasonal and cyclical tendencies are 
also putting downward pressure on 
stocks this month.  

Reinforcing this is the leading 
indicator for the S&P500 (see lower 
Chart 4). This reliable indicator 
gauges medium-term stock market 
trends and, because it’s now tem-
porarily too high, the highest since 
2003, it’s signaling that the S&P500 
(A) is due for a downward correction 
that could last a month or so, before 
it heads higher.  This will likely co-
incide with the growing feeling that 
the world stock markets have gotten 
ahead of themselves.

But since the major stock market 
trend is up, the upcoming down-
ward correction will probably be 
similar to the one in the S&P500 at 
the end of 2003-04 when the 2002-
07 bull market rise was still in its 
earlier stages.

STOCKS LEAD ECONOMY
Remember, stock markets lead 

the economy by about six months. 
They have their best rises early 
on when most investors remain 
skeptical or uncertain. Currently, 
sentiment is neutral at best, which 

also suggests stocks will rise further 
as the global economies continue 
showing improvement.

Plus, interest rates remain low, 
which is good for stocks. And as Ned 
Davis Research explains, stocks 
have risen both six and 12 months 
after the end of recessions in the 
vast majority of cases. The aver-
age bull market rise has lasted 57 
months with a gain of 164% based 
on the last 12 bull markets since 
1932. 

Considering that U.S. stocks 
have already risen about 50% and 
assuming this one follows within the 
average, the historical record still 
favors about another 100% rise or 
so during this bull market.

Of course, there are no guaran-
tees. Taking the poor long-term eco-
nomic fundamentals into account, 
something could go wrong. 

That’s why we don’t recommend 
putting more than 20% of your total 
portfolio into common stocks in the 
strongest sectors and markets at 
this time. Energy, resource and gold 
stocks are exceptions because they 
rise along with gold and commodi-
ties. They’re in another category, as 
you’ll see in our Overall Recommen-
dations listed on page 12.

BIG PICTURE: Bullish
Last but not least are our own 

leading indica-
tors, which we 
put a lot of faith 
in because of 
their reliability 
and track record 
over the decades 
(see Chart 5, 
which shows the 
S&P500 with 
its long-term 
indicator below 
s ince  1950) . 
First, note that 
the leading indi-
cator is still near 
the most over-
sold low area it’s 
ever been.

Interestingly, 
this type of low 
has always pre-
ceded significant 
rises in stocks 
(see 1957, 1962, 
1970 ,  1974 , 

1982, 1988 and 2002 as examples, 
and the rises in the S&P500 (5A) 
that followed those lows). We be-
lieve that 2009 will be yet another 
example. Why? Because the market 
remains at a major low area and it 
still has plenty of room to rise fur-
ther before it reaches a high area, 
which coincides with significant 
tops in the stock market.

Many very respected analysts 
feel that the stock market hit a de-
cades long peak in 2000 and that a 
mega bear market decline has been 
underway since then. That may be 
the case. If so, the current rise may 
end up only being an upmove within 
a mega bear market. 

But as you can see on Chart 5A, 
the S&P 500 has actually been in 
a mega uptrend since the 1950s, 
which remains in force. If the current 
rise, for instance, ends up like the 
one that started in 2002 and moves 
up to the top of the trading channel, 
it’ll still be a rise worth taking advan-
tage of, even if the market doesn’t 
reach a new record high.

For now, we recommend keeping 
the common stocks you have as long 
as the major trends stay up. If you 
haven’t bought yet, the current down-
ward correction will provide a good 
opportunity to buy new positions in 
the strongest stocks and sectors.

CHART 5
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U.S. INTEREST RATES AND BONDS
Interest rates declined this month
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Interest rates declined this month. 
As you know, we’ve been expecting 
this for a while and rates could still 
fall further (see Chart 6). But once 
this decline is over, interest rates will 
likely head higher, probably much 
higher. This could happen in the 
months ahead. Why?

SPIRALING DEBT & DEFICITS
The debt and deficits are getting 

so huge, it continues to boggle the 
mind. As our old friend Jim Grant 
points out, the money the U.S. will 
need to borrow this year and over 
the next two years will be more than 
the amount that was borrowed in 
the nearly 200 years between 1789 
and 1994!

This of course will keep driving 
the deficit higher (see Chart 7). Now 
we hear that the deficit is officially 
projected to soar another $9 trillion 
over the next 10 years, on top of the 
current $1.5 trillion! 

And with massive amounts of 
bonds coming to market to finance 
these deficits, the Federal Reserve 
(Fed) is being forced to monetize this 
debt because there aren’t enough 
buyers. In layman’s terms, that 
means printing money, which is 
inflationary. Several estimates put 
the Fed’s purchases as high as 38% 
to 47% of the bonds and notes that 
were recently sold at different times. 
This was obviously due to lack of 
demand for the bonds.

TOO MANY BONDS
But this shouldn’t come as a 

surprise. Keep in mind that foreign 
investors, mainly foreign govern-
ments, are up to their necks in U.S. 
Treasury bonds and they can only 
take so much. Foreigners already 
own about half of all U.S. bonds. 

Going back to the 1700s, never 
in U.S. history have foreign holdings 
of U.S. debt been anywhere near the 
levels they are now. As recently as 
1970, for instance, foreigners held 
less than 4% of U.S. debt.

As you know, China has more 
bonds than any other country. It’s 
interesting to note that China recent-
ly reduced its holdings by the largest 
margin in nearly nine years.

As international concern grows, 
we’ll likely see more of this. Re-
member, the U.S. had a monetary 
surplus at the turn of this decade. 
But for various reasons, (wars, the 
economic bailout and so on), it’s 
gotten itself into a real fix caused by 
spiraling spending, debt and defi-
cits. Global investors are nervous, 
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they’re losing confidence and the 
end result will be an ongoing de-
cline in the U.S. dollar and sharply 
higher interest rates in order to at-
tract buyers.

So even though the Fed says 
they’re going to keep interest rates 
low for an extended period, they 
may not have a choice as the debt 
keeps growing, depending on what 
the creditors dictate, moving into 
next year and beyond. It’s a very 
vulnerable position to be in. 

INTEREST RATES ARE 
DOWN... UNTIL

We’ll know interest rates are 
clearly heading higher once T-Bills 
and the 30 year yield rise and stay 
above .50% and 4.67%, respectively 
because this will turn the mega 
trend up (see Chart 8).

Interestingly, Chart 9 is telling 
us that this may happen fairly soon. 
This chart shows a short-term in-
terest rate (T-Bills) and a long-term 
rate (30 year yield) going back to 
1980, and the spread or difference 
between these two interest rates is 
shown below.

First, note that the spread is now 
very low (see number 4). In other 
words, the difference between these 
two interest rates is historically wide 
and this has only occurred three 
times over the past 30 years. In the 
previous cases, a spread this wide 
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CURRENCIES
U.S. Dollar: Dreary outlook

preceded a rise in interest rates and 
that will now likely happen again 
(see Chart 9A).

How can interest rates rise in the 
current, still vulnerable economic 
environment? They probably won’t, 
at least not yet. As we mentioned, 
for now interest rates are poised 
to fall further in the near-term, 
which will bode well for adjustable 

to all of the spending and the huge 
surge in money supply over the past 
couple of years, which has been 
more than double the surge prior to 
the 1970s soaring inflation era. Back 
then, interest rates hit 20% and we’ll 
likely see rates really take off on the 
upside this time around as well.

Like we’ve been saying, continue 
to sit tight and let’s see how things 
unfold. If the above scenario comes 
to pass as we suspect, the current 
bond price rise will provide a good 
opportunity to sell some bonds, for 
those of you who have them, or buy 
into a rising interest rate fund… but 
not yet.

CHART 10

Recession nearing an end?
GDP rose a measly 0.4% in 2008, and the 
CBO estimates that it will fall 1% this year
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As long-time subscribers know, 
the outlook for the U.S. dollar is a 
sad one. That’s not just our opinion, 
it’s totally based on the facts... past, 
present and future.

U.S. DOLLAR: A sad tale
In fact, the fundamental factors 

for the dollar are worsening by the 
day as the U.S. goes deeper and 
deeper into debt at such a fast, 
intense pace. In July, for instance, 
the U.S. government spent more 
money than in any other month in 
U.S. history.

Remember, U.S. bonds are 

CHART 11 denominated in U.S. dollars and 
the U.S. is by far the world’s larg-
est debtor nation. So as the U.S.’s 
financial position deteriorates, so 
will the U.S. dollar. The ongoing 
debt and deficits will continue to 
undermine the dollar, eroding its 
foundation, making an ongoing fall 
in the dollar inevitable.

This of course won’t happen right 
away. The dollar has already been 
falling for over 35 years. It’s lost 
nearly 80% against the European 
currencies and even more in pur-
chasing power over the decades. 
But the dollar has not gone straight 

Foreign-exchange reserves
Total holdings, $trn

Advanced 
economies

Emerging and 
developing economies

 Source: IMF                              Courtesy: The Economist
1999         2001         03            05             07   08  09
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rate mortgage (ARMS) 
holders. This means 
bond prices are headed 
higher. This is not un-
usual considering that 
bond prices suffered 
their biggest drop in 30 
years this year. Follow-
ing a decline like that, 
some sort of rebound 
is normal and that’s 
what’s currently hap-
pening.

But once this re-
bound is over and inter-
est rates hit their lows, 
which will probably be 
in the weeks ahead, 
we’ll be watching rates 
closely for a rise above 
those key levels, per-
haps later this year.

ONE STEP AT A 
TIME

Currently, the econ-
omy is getting better but it’s not 
out of the woods yet. GDP is still 
negative but it’s not as negative as 
it was (see Chart 10). Plus, inflation 
remains low. This provides a good 
environment for rising bond prices 
and low interest rates.

But sooner or later inflation is 
going to start picking up in response 
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BULLISH EURO: 
TIME FOR A REST?

currency in history has ever sur-
vived, but gold has. It’s real, it has 
maintained its value for over 5,000 
years and that’s the longest-term 
track record we know of!

We feel this is now more impor-
tant than it was in previous years. 
Why? For the first time, more 
countries have been voicing their 
concerns about the dollar and its 
role as the world’s reserve currency. 
They’re concerned that they have 
too many dollars in their reserves, 
which they’ve accumulated by buy-
ing U.S. bonds (see Chart 11). 

This money has financed the 
U.S. debt but now these creditors 
are worried about what’s happening 
on the spending front. So they’re 
starting to diversify into other cur-
rencies and they’d like to replace the 
dollar as the main global reserve.

This is a huge deal and it’s some-
thing that could really intensify the 
dollar’s fall. The dollar is truly at 
the mercy of its creditors and this 
is not good.

DOLLAR: Safe haven during 
heat of crisis

That’s the big picture. But over 
the past year or so, risk has become 
the main reason why the dollar has 
been moving up or down.

Even though it doesn’t make 
sense based on the big picture, 
when the credit crisis hit last year 
people turned to U.S. dollars as a 
“safe haven.” That’s because just 
about everything else was collapsing 
during the panic.

All investments were being sold 
off quickly and people just wanted to 
be in cash. The cash that seemed the 

down. Ups and downs along the way 
have been normal.  But always keep 
in mind, as long as the major trend 
is down, the ups will just be tem-
porary pauses or corrections within 
the dollar’s mega downtrend.

PROTECT YOURSELF
What can you do to protect your-

self? You can diversify into some of 
the stronger currencies, which rise 
as the dollar falls, and you can buy 
gold since it’s actually the ultimate 
currency. It will survive long after 
the dollar ceases to exist. To prove 
this point, consider that no paper 

least risky was the U.S. dollar, which 
is why it rose in late 2008 as demand 
increased (see Chart 12A).

When things settled down, the 
dollar resumed its decline. It’s 
currently bearish below its mov-
ing average, which identifies the 
long-term trend, and the major 
trend is down again. This means 
the dollar is going even lower in 
the months ahead. 

This is also being reinforced by 
the dollar’s leading indicator as it 
remains in a major high area (see 
Chart 12B). These major highs don’t 
happen often but when they do, they 
precede significant falls in the dollar 
(see 1997 and 2000 as examples).

In the weeks ahead, however, 

40 MONTH MOVING 
AVERAGE IS KEY 
MAJOR TREND

UPTREND & CHANNEL 

SINCE 2002

- - - 65 Week Moving 
Average at 1.39
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METALS, NATURAL RESOURCES & ENERGY
Gold & Silver: The shining stars
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in February

GOLD STRONG IN U.S. DOLLARS AND IN EUROS

the dollar could move higher con-
sidering it fell far and fast this 
year. Perhaps it’ll again become 
a safe haven due to some scare. 
We know this doesn’t make sense 
either because gold is rising and 
they normally move in opposite 
directions, but anything is possible 
in the short-term.

CURRENCIES: Solid, yet too 
high for now

If the dollar does temporar-
ily move up, it’ll provide a great 
opportunity to diversify and buy 
some of the stronger currencies 
at a better price. We’ll see what 
happens but this is something to 
be looking out for.

As you know, the currencies have 

markets for the months and prob-
ably years ahead. Base metals, oil 
and commodities prices have been 
rising, for instance, and they’re 
poised to rise further. That will 
continue to keep upward pressure 
on the Australian and Canadian 
dollars because they’re the best 
currencies from top commodity ex-
porting countries. 

In Europe, the news has been 
improving too. Confidence is way 
up across the board and manu-
facturing is starting to rise as well. 
This obviously bodes well for the 
euro and as the euro goes, so go 
most of the other currencies.

For now, keep your currency 
positions and buy new positions in 
the strongest ones.

been rising this year as the dollar 
declined (see Chart 13). The major 
trends are up, they are bullish and 
they’re currently at or near new bull 
market highs. But the currencies 
are also temporarily overbought 
(see the euro’s leading indicator on 
Chart 14B as an example).

This tells us that the currencies 
could now temporarily stabilize or 
possibly decline following their re-
cent rises. This might be in reaction 
to some sort of renewed risk aver-
sion, but if it happens it will provide 
another good opportunity to buy 
new currency positions.

Whatever the short-term brings, 
the outlook remains positive for 
further rises in the global currency 

GOLD IN U.S. DOLLARS

S

H

S

NL  RESISTANCE

JUL  2007                      2008                        2009

Gold, silver and gold shares 
are jumping up right on schedule. 
Gold is now very close to its record 
high and all three are in ‘break 
out’ mode. The time of truth is at 
hand and it won’t take much more 
strength to confirm that a stronger 
phase of the eight year old bull 
market has begun.

GOLD IS MONEY
We have often talked about 

gold’s role in the monetary system. 
For many years it was tossed aside 
as a barbaric relic and the think-
ing was that it was old fashioned. 
Nixon reinforced this in the 1970s 
when he closed the gold window by 
taking the U. S. dollar off the gold 
standard. An energetic economy 
then became most important.

But in spite of the generally 
strong U.S. economy and the grow-
ing global economies since the 
1970s, the dollar has been weak-
ening. Gold has been moving up 
quietly this decade, because your 
average person or investor is still 
essentially unaware of its strength, 
but that will likely soon change.

GOLD:                              
Strong in all currencies…

In today’s world it’s important 
that gold rise in all currencies.  
Why? Very simply, it will reconfirm 
that gold’s strength is powerful 
and real.  We think this is ready to 
happen.

Looking first at Chart 15 (left 
side), you can see that the gold 
price has tested the $1000 level 
twice since March 2008 when it 
first reached a record high, and this 
level is currently being tested for the 

third time. If gold now closes clearly 
above $1004, it will be breaking into 
record high territory. This would 
confirm a stronger phase of the on-
going bull market and you can bet 
it would attract attention.

Interestingly, gold has also 
formed a head and shoulders tech-
nical pattern (see S, H, S). The rule 
of thumb is, if the NL resistance 
is broken on the upside, which it 
would if gold hits a record high, the 
price could rise the same distance 
as the size of this formation. In other 
words, gold could then continue up 
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CHART 16 
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to near the $1400 level.
We’ll soon see what happens but 

most interesting is that gold is also 
near a break out in euro terms as 
well (see Chart 15, right side). Note 
that it reached a new bull market 
high last February when it closed at 
its 1980 highs. The main point is, 
if gold can now reach a new record 
high in both dollars and euros it 
would be extremely bullish because 
it would be reaching a record high in 
the two most widely used currencies 
in the world.

… AND READY TO FLEX ITS 
MUSCLES

September is actually the best 
month for such a rise… seasonally. 
Chart 16 clearly shows this as it 
identifies gold’s average returns 
each month since 1969. As you 
can see, September has had the 
strongest price rise in gold. It’s the 
time when gold is bought in India 
for their wedding season, and es-
sentially in the jewelry industry. 

Over the past months we’ve been 

encouraging you to complete your 
purchases before the Summer is 
over. If you haven’t yet done so, 
then buy now before record highs 
are reached because once that 
happens, gold and silver will really 
take off.

For now, what we call a “C” rise 
is ready to go. C rises are recurring, 
and they’re the best intermediate 
rises in a bull market when gold 
reaches new highs (see top of Chart 
17). This is why the current C rise 
is so important, because it’s the 
first C rise since the financial 
meltdown last year.

The gold price is the central 
bankers’ only real discipline. The 
Federal Reserve has created more 
credit and injected the most money 
into the system this year than any 
other time in its 95 year history, in 
order to save the economy from a 
deflationary collapse. But the Fed’s 
actions, together with Obama’s 
spending and the massive stimu-
lus from central banks around the 
world nearly guarantees that the 
end result will be inflation.

The economy is recovering at a 
heavy price. And this month’s gold 
rise suggests that inflation will 
eventually prevail. This will be espe-
cially true if gold clearly breaks out 
to record highs. It will be saying 
that the government is actively 
creating inflation. This is also why 
the current C rise is so important.

Chart 17 shows that gold has 
the strength and the room to rise 
into record high territory. The lead-

ing indicator 
(B) is poised 
to complete a 
strong C rise 
and the gold 
price (A) shows 
that once a re-
cord high is 
reached, gold 
could indeed 
jump up to the 
$1200 level as 
its first target. 
The long-term 
indicator (C) is 
also in a spe-

cial situation that usually precedes 
a strong rise.

Once gold embarks on a stronger 
phase of the bull market, it’s not 
inconceivable that gold could even-
tually reach the $2,000 to even the 
$5000 level before the mega rise is 
over in the years ahead.

GOLD: Better than stocks, 
currencies & bonds

The stock market and the cur-
rencies have been good invest-
ments, but it’s important to know 
that gold is the best investment. 
It’s stronger than the currencies as 
you saw, and it’s stronger than the 
stock and bond markets. Chart 18 
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shows this clearly. Note that when 
comparing these markets, gold has 
been steadily stronger than the Dow 
Jones Industrials, and the U.S. bond 
market since 2001. Both ratios have 
been moving up since rising above 
the mega trend, the 80 month mov-
ing average, in 2003. This means 
that gold is solidly stronger and its 
gains have been greater.

We are invested in the different 
market sectors because the trends 
are up and we’ll stay diversified 
as long as the trends stay up, but 
keep in mind that the strongest 
markets are in the gold and com-
modity sectors.

GOLD SHARES: Even better 
than gold

Gold shares have jumped up 
even more than gold in the recent 
run-up. Many gold shares gained 
about 10% in just two days! Inter-
estingly, while September is gold’s 
best performance month, it’s also 
on average when gold shares tend 
to outperform gold, and so far this 
month has not been an exception. 
Gold shares have been stronger 
than gold since the lows last Novem-
ber (see Chart 20A1, which shows 
gold shares compared to gold).

Gold shares currently have great 

potential. Note, for instance, that 
the leading indicator for the HUI 
gold share index is rising from a 
major low area that in the past has 
preceded a great rise in gold shares, 
like in 2001 and 2005 (see Chart 
19). So far in this decade, there has 
been a great rise in gold shares ev-
ery four years. And the fourth year 
is now upon us.

For now, if the 206 level is 
surpassed on the XAU gold share 
index, it will be in new bull market 
high territory and super bullish (see 
Chart 20A). 

Our gold shares are doing great. 
Our strongest ones like IAG and 
EGO have risen 340% and 270% 
since last November, and both 
are already higher than last year’s 
highs. We recommend buying new 
positions in the strongest gold 
shares and keep the ones you 
have.

China is now the world’s biggest 
gold producer. It’s been letting large 
foreign mining companies set up 
shop in China in search for gold. 
And it continues to encourage its 
citizens to buy gold.

El Dorado Gold (EGO) is one 

company now well established in 
the China gold mining world. This 
month EGO agreed to buy the rest of 
Sino Gold. Once complete, EGO will 
be the clear leader among interna-
tional gold producers in China. This 
Canadian gold mining company 
is one of the lowest cost, highest 
growth gold producers today and 
by owning EGO, you’ll also have a 
China gold share investment. It’s a 
clear buy and hold.

SILVER: Also better than gold
Silver is rising more than gold 

too. Silver had an extra jump up 
since rising back above its 65-week 
moving average last July (see Chart 
20B). Silver was boosted by the rise 
in the base metals because it’s both 
a precious and an industrial metal. 
If confidence in the economy contin-
ues, silver will continue to outper-
form gold (see Chart 20B1). 

Investment is the main driver for 
silver, but it’s also benefitting from 
the positive industrial outlook. Sil-
ver is strong above $14.40, and it’s 
now poised to test the 2008 highs at 
the $19 to $20.80 level. Once silver 
breaks above the 2008 highs, the 
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bull market could soar.
Platinum and palladium have 

also been rising this year as well 
with palladium recently reaching an 
almost one year high. Both are strong 
and bullish above $1200 and $255, 
respectively. The fact that the four 
precious metals are rising is in itself 
a super bullish sign for the sector and 
the entire economy (see Chart 21).

RESOURCE & ENERGY:             
Sharp rise this year

The resource and energy sec-
tors have been exciting.  They’ve 
also been rising strongly and this 
is important for several reasons.  
Not only does it reinforce the bull-
ish action in the precious metals, 
but in the recovering economy too.  
These markets are closely tied to the 
world’s economic growth and as the 
global recession eases, demand for 
raw materials and oil grows.

Copper is the best barometer for 
economic growth. Its 120% rise this 
year reflects the confidence in world 
growth. Better signs in France, Ger-
many and the U.S., together with 
China and the other Asian coun-
tries, is lifting copper to an almost 
one year high.

So far, the rises in the other met-
als have been strong rebound rises 
following last year’s collapse.  

All of the base metals are rising 
with copper, even though they each 
reached a peak at different times. 
Copper was the first to peak in 
2006, nickel followed about a year 
later, and lead was one of the last to 
peak (see Chart 21 as an example). 
So the fact that they’re all rising to-
gether, above their 65-week moving 
averages, is another good sign for 
continued growth in the world.

Reinforcing this, commodity mu-
tual fund’s asset flows more than 
tripled, and world demand remains 
high. China was at it again this month 
as it continues searching for energy 
and resources around the world. 
Petro China is now acquiring its first 
Canadian oil sand company.

While alternative energy sources 
like wind, nuclear, gas and solar are 
used and will continue to grow in the 
future, crude oil is still the bloodline 
of the world. This is why crude is es-
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sentially rising on its own. 
Chart 21 also shows the great 

rise in oil this year. Its 120% rise 
since February resisted this month 
near the $75 level, but once it 
breaks clearly above $75, oil’s bull 
market will strengthen. Crude oil is 
poised to rise in an ongoing ascent 
in the years to come.

Energy and resource stocks have 
been rather sluggish, but give them 
time. This is a buy and hold sector.

MOVING WITH A V, U OR W 
ECONOMY

Much, however, will depend on 
the big unknown… will we see a V, 
U or W type of economic recovery?

A “V” recovery, for example, 
means the base metals and oil will 
continue to rise from here, well 
into 2010. A “U” recovery would 
suggest some sluggishness before 
further rises, possibly next year. A 
“W” recovery means we could see 
more weakness in the economy, 
which would cause volatility and a 
possible decline before this sector 
heads higher. Overall, however, as 
the global recession continues to 
ease, commodities will head higher 
and their future looks bright with 
prices rising as the years unfold. 

The stock, bond and currency 
markets are also tied to the type of 
economic recovery we will have go-
ing forward.  The V, U or W recovery 
will influence all of these markets 
similarly. So stay tuned.

UPCOMING CONFERENCES
Oct 7-11, 2009 in New Orleans - 
Hilton Hotel.  
We both will be speaking at the grand 
daddy of investment conferences, The 
New Orleans Investment Conference.  
There will be a line up of impressive 
speakers. Go to: 
www.neworleansconference.com
Nov 21-22, 2009 in San Francisco 
- Marriott Marquis.  
Pam will be speaking at the Hard 
Assets Investment Conference.  The 
admission is free if you sign up be-
forehand on the website.  
hardassetssf.com

We look forward to seeing you at 
one or both of these events.  

Best wishes, Pam and Mary Anne
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OVERALL   PORTFOLIO  RECOMMENDATION 

      The markets are looking good.  Our recommended sectors and stocks are 
doing well.  Gold is surging, along with the other metals, the U.S. and global 
stock markets and the currencies.  Keep the positions you have, ideally keeping 
your total portfolio broken down in the markets and percentages shown on the 
right.  For new positions, buy the strongest stocks in each sector, listed 
at the top of each category.  Put a larger emphasis on the strongest sector... 
gold, silver and gold shares. 

STOCK  MARKET  RECOMMENDATION
     The world stock markets remain strong and bullish.  Some are correcting 
downward following their steep rises but they’re all poised to rise further in the 
months ahead.  Some caution, however, is warranted because the markets are 
temporarily overbought and September is often a down month.  Currently, we 
recommend putting no more than 20% of your total portfolio into the common 
stocks, which are listed under “U.S. & Global stocks”. (Energy, resource and gold 
stocks are exceptions and they’re in another category.) Keep the stocks you have.  
If you haven’t bought yet, the downward correction will provide a good opportunity 
to buy new positions, or only buy the strongest common stocks at this time.

PRECIOUS  METALS, ENERGY, RESOURCE  & THEIR  SHARES  RECOMMENDATION
Gold, silver and gold shares are soaring, right on schedule, in a strong rise 

we call ‘C.’ Gold is now near its record high level.  If it closes clearly above 
$1004 it’ll be breaking into record high territory, which would be very bullish.  
Gold could then soar because its eight year old bull market will be entering a 
stronger phase of the bull market.  More fuel would be added to the rise if gold 
reaches a new high in euro terms too.  Silver and gold shares are even stronger 
than gold, and September tends to be the best month for a strong rise.  Silver 
is poised to test the 2008 highs at the $19 to $20.80 level.  Our gold shares are 
super strong.  The best ones are clearly IAG and EGO, but the box on the right 
lists our recommended shares in order of strength.  By now you should have all 
of your gold, silver & share positions bought, but if not, buy now.  For gold and 
silver itself, we like coins and the ETFs listed in bold.  CEF is a Canadian fund 
that has only physical gold and silver.  We are adding Silver Wheaton (SLW) 
to our buy recommendations because it’s the strongest silver share.  Copper 
continues to reach new highs and FCX is our strongest resource share. The oil 
price remains firm and it’s a matter of time before new highs are reached.  Keep 
your resource and energy shares.  

INTEREST  RATE  &  BOND  RECOMMENDATION
Interest rates declined this month.  They could still fall further in the weeks 

ahead as bond prices rise.  But once this decline is over, interest rates will likely 
head much higher while bond prices resume their decline.  If you own bonds, 
this current correction will provide a good opportunity to sell some bonds, buy a 
rising rate fund or to short bonds... but not yet.

CURRENCIES  RECOMMENDATION
The U.S. dollar is weak and it’s headed lower in the months and years ahead.  

Our recommended currencies are bullish and they’re currently at or near new 
bull market highs.  But the currencies are overbought and they could temporarily 
stabilize or possibly decline.  If so, that’ll provide a good opportunity to buy new 
currency positions.  Whatever the short-term outcome, for now keep the currencies 
you have and buy new positions in the strongest ones, which are the Australian 
and Canadian dollars, and the euro.  The New Zealand dollar is also strong.  We 
also manage currency accounts.  For info, write info@adenforecast.com

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

Iamgold  IAG-NYSE
Eldorado Gold  EGO-AMEX 
Silver Wheaton *  SLW-NYSE
GoldCorp GG-NYSE
Kinross Gold  KGC-NYSE
Agnico Eagle  AEM-NYSE
Mkt Vectors ETF  GDX-AMEX
iShares Silver Trust SLV-AMEX 
Central Fd of Can CEF-AMEX 
SPDR Gold Trust GLD-NYSE
iShares Comex Gold IAU-AMEX
Central Gold Trust GTU-NYSE

U.S. & GLOBAL STOCKS
Turkish Invest  TKF-NYSE
Templeton Emg Mkts  EMF-NYSE
iShares Mexico  EWW-NYSEArca 
Gldn Dragon China  PGJ-NYSEArca
SPDR Consumer Dis  XLY-NYSEArca 
iShares S&P Glbl Tech  IXN-NYSEArca
Prshrs Dynamic Soft  PSJ-NYSEArca 
iShares S&P Tech  IGM-NYSEArca 
Nasdaq ETF  QQQQ-Nasdaq
Dow Diamonds DIA-NYSEArca
Japan Smlr Cap  JOF-NYSE

RESOURCE & ENERGY SHARES
Freeport McMoran FCX-NYSE
BHP Billiton BHP-NYSE
RioTinto  RTP-NYSE 
Cameco CCJ-NYSE
Denbury Res DNR-NYSE
Suncor Energy SU-NYSE
Transocean   RIG-NYSE

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

45%  Metals 
Gold & silver 
physical & ETFs, 
& gold shares 

Note:   All of the shares, funds and ETFs  
are listed in order of strength in each 
section. Buy new positions in the stron-
gest ones.  The gold and silver ETFs are 
listed above in bold. 

20% Cash: 
Australian and Canadian dollars, euro or 
currency funds

20%  U.S. & global 
stocks or ETFs

15%  Energy & resource
stocks

* New Positions


