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It’s been an exciting month. Gold 
rose, surging well above the $1300 
level and it hasn’t looked back.

Silver and gold shares soared 
even more. The U.S. and global 
stock markets also headed North. 
The U.S. dollar was clearly the loser 
as it fell to a new low, while the cur-
rencies forged ahead.
REALITY HITS

Finally, the fundamentals are 
coming back into play. This hasn’t 
been the case for quite a while but 
eventually it happens. 

This tells us that investors are 
not as uncertain as they were be-
fore, and they’re not just reacting to 
nervous sentiment. They’re looking 
at the fundamentals, which are now 
in synch with the market action, at 
least that was the case this month 
and it looks like this will continue 
(see Chart 1).

Okay, you may be thinking… 
but with the fundamentals so rot-
ten, why is everything going up?... 
That’s essentially true. But the 
world economies are looking bet-
ter, some much more than others. 

In many countries, however, the 
fundamentals under the surface are 
terrible and, unfortunately, the U.S. 
falls into this category.

Meanwhile, it’s important to rec-
ognize that the world has become 
far more interconnected than at any 
time in modern history. And while 
the U.S. is still very powerful, it’s 
not the absolute center of what’s 
happening anymore. So you have 
to take a global perspective because 
this factor alone is driving the mar-
kets and the world economies.
GOLD IS GLITTERING

Let’s take gold as an example 
because it all boils down to gold… 
We hear that gold is in a bubble, it 
can’t rise much further and so on. 
Many wonder, why is it even rising 
so much? For that, you again have to 
look at history from a global perspec-
tive and it’ll provide the answer.

We’ve often pointed out that gold 
is money. It has been for thousands 
of years. Paper money is not really 
money and there isn’t one paper 
currency that has survived over 
time. Gold, on the other hand, has. 
It can’t be created at will, it’s du-
rable and it’s always maintained its 
purchasing power.

Until the 20th century money 
was defined as gold and silver, but 
then things changed. Our long-time 
friend and market expert for more 
than 50 years, Richard Russell, 
explains this best in a recent sum-
mary, which we think helps put the 
current situation into perspective... 
Here’s Richard…

“The Bretton Woods system of 
monetary management established 
the rules for financial relations 
among the world’s major industrial 
states in the mid 20th century. Pre-
paring to rebuild the international 
economic system as World War II 
was raging, 44 allied nations gath-
ered in Bretton Woods and signed 
agreements in 1944.

Setting up a system to regulate 
the international monetary system, 
they established the IMF and an ob-
ligation for each country to adopt a 
policy that maintained the exchange 
rate of its currency within a fixed 
value in terms of gold.”

This worked well for several de-
cades, but then costs in the U.S. 
began to escalate due to the Viet-
nam war and the “guns and butter” 
program, which was more social 
spending. Summarizing more of 
Richard’s report…

In 1971 when foreign nations 
(particularly France) demanded 
that the U.S. settle its deficits with 
gold, Nixon, who was worried about 
the disappearing gold reserves, said 
“no.” In doing so, he shut the gold 
window. So the time honored link 
between the U.S. dollar and gold was 
broken, the world went off the gold 
standard and the U.S. dollar became 
the world’s reserve currency.

The Bretton Woods agreement 
fell apart and central banks were 
free to create all the currency they 
wanted. The U.S. created a false 
prosperity via inflation and ever 
larger quantities of money. But this 
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was a fantasy that’s now meeting 
head on with reality.

“The people of the world will, at 
last, realize that money by fiat is not 
reality. In essence, what we’re see-
ing now is a battle between intrinsic 
money (gold) and the fiat paper cre-
ated by the world’s central banks.”
ABUSED DOLLAR IS THE     
CULPRIT

As you’ll see in this month’s is-
sue, the battle is on. Since the U.S. 
dollar is still the world’s reserve 
currency, but the U.S. is going 
overboard with massive 
deficit spending and out 
of control debts, the world 
is taking note. They don’t 
want dollars, but they do 
want real money, which is 
gold. And that’s why the 
dollar is falling and gold 
is soaring.

For now, that’s also 
why the currencies are 
rising. As for stocks, you’ll 
read more about this in 
this month’s Stock Market 
section. It’s a little more 
involved but you’ll see that 
it all ties together.

Also interesting this 
month is Chart 2 by our 
good friends at Casey 
Research. This too shows 
that gold is far from being 
in a bubble.

MASS EMOTIONS MEASURED
Here you’ll see the typical stages 

of a mega bull market, in any 
market. It basically illustrates the 
psychological steps that seem to 
always repeat. And since gold is in 
a solid 10 year mega bull market, it 
warrants taking a good look.

First, the market will start ris-
ing steadily. That’s when the so-
called smart money buys. Then 
the institutions will get in. Next 
comes the media attention and we 
believe this is where gold is now… 
between the Awareness Phase and 

the Mania Phase, which is likely 
just beginning.

That’s when the public starts to 
jump in. We’re not there yet and it 
could take quite a while before this 
happens. These stages take time 
and it could still be years until gold 
reaches its ultimate peak. In the 
meantime, gold will keep rising.

The last time this so obviously 
happened was with the stock mar-
ket in the 1980s-90s. You’ll remem-
ber that it took nearly 20 years for 
the frenzy to hit full speed in the 
late 1990s. 

At that time, everyone 
was talking about stocks. 
It was totally mainstream. 
People were quitting their 
jobs to trade stocks and get 
rich.  This will happen again. 
It’s the delusion phase, only 
this time it’ll happen with 
gold, which has all the mak-
ings of a full blown mega 
bull market.

Naturally, there will be 
corrections along the way. 
No market goes straight up, 
or straight down and the 
hardest part is to stay with 
it. We’ve been consistently 
recommending gold since 
2002 and yes, there have 
been ups and down. But if 
you stay with this mega bull 
rise, we’re sure that you’ll 
be very glad you did. 
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U.S. & WORLD STOCK MARKETS  
On the rise!

Stocks are rising around the 
world. The markets are moving up 
because the world economies are 
looking better. They’re showing 
steady improvement and this has 
helped boost investor sentiment and 
confidence.
TWO-TIERED BULL MARKET

The global stock market picture, 
however, has become a two-tiered 
situation. There are the emerging 
markets, which are in a league of 
their own. These are the countries 
that generally used to be considered 
poor but they’re now showing strong 
growth. Countries like China, India, 
Brazil and many other Asian and 
Latin American countries would fall 
into this broad group.

Then there’s the developed coun-
tries. These have been doing well 
for decades and they encompass 
the world’s major countries like 
the U.S., Japan and the European 
nations. In more recent times, 
their economic growth has been 
much slower than the growth in 
the emerging nations (see Chart 3 
as an example).

As a result, the emerging stock 
markets have been far stronger 
than the markets in the devel-
oped countries. Over the past 
decade, for instance, these markets 
have tripled. In sharp contrast, the 
U.S. stock market has declined.

This growth difference is ex-
pected to continue, both economi-
cally and in the stock markets (see 
Chart 4). Currently, half of the 
world’s growth is due to the emerg-
ing countries and this is expected 
to increase to 60% in the next few 
years. As the Daily Reckoning points 
out, this will be about five times the 
growth that the big G7 countries 
will contribute.
EMERGING COUNTRIES HAVE 
EMERGED

These countries are just be-
ginning to blossom, historically 
speaking. Their standard of living 
has greatly improved over the past 
decade or two. In Brazil, for ex-

ample, poverty plunged by half in 
just four years and the middle class 
is growing  by leaps and bounds. 
Spending is way up, debt levels are 
low and economic growth is 8%-10% 
per year.

This is happening in many other 
countries too, most notably China 
and India, which we’ve discussed 
many times before. This is chang-
ing the world and it’s why a recent 
Bloomberg survey shows that these 
countries are the preferred places 
to invest.

Plus, valuations are lower than 
those of the developed stock markets 
at around 13 times earnings. That’s 
a huge advantage over Nasdaq or the 
Dow Transportations, which trade at 
25 and 31 times earnings.

For these reasons, the emerging 
markets are at over two year highs. 
And since the value of these stocks 
is expected to soar in the coming 
years, along with their economies, 
they’ll likely continue to outperform. 
So again, as an investor you simply 
must take a global view because 
everything is linked.

A good example of this can be 
seen on Chart 5, which shows how 
the Australian dollar and the Chi-
nese stock market generally move 
together. That’s because the Aus-
tralian economy is very dependent 
on China’s ongoing growth and 
its huge demand for commodities, 
which Australia provides. This year 
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CHART 5
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other words, a rise to the 
2007 highs would not be 
unreasonable.
WATCH APRIL HIGHS

If that happens, it 
would mean a rise to 
about the 14000 level 
for the Dow Industrials, 
which would be about 
a 27% gain from cur-
rent levels. And since 
the stock market leads 
the economy by about 
six months, it would 
also strongly suggest 
the economy is going to 
keep improving, at least 
for the time being.

The first important 
sign that it’s happening 
would be a rise in the 
Dow Industrials above 
the April  high near 
11205 (see Chart 7). 
This would be reinforced 
if the Dow Transporta-
tions also rise above the 
4760 level.

For now, these two stock indices 
have already triggered a Dow Theory 
bull market signal when they both 

rose above their August highs. But 
above the April highs would be even 
better, as it would be a new high 
for the move.

We’ll see what happens but so 
far, so good. Low interest rates 
and more money are helping the 
economy and the stock market. 
Even though this is not funda-
mentally sound since it’s all built 
on a mountain of debt, the market 
doesn’t seem to mind and we’ll go 
with what the markets are telling 
us.

And currently they’re saying, 
stay in stocks. Commodities are 
also surging and so are the met-
als. That’s what’s driving the Amex 
up and it’s leading the way for the 
other U.S. stock indices. The same 
is true for the global economy, 
which is being led by the emerging 
markets. So we’ll let the markets be 
our guide, despite all the reasons 
why stocks shouldn’t be rising.

The fact is they are. Remember, 
it’s a global world and the U.S. is 
enjoying the ride, along with the 
others. So continue to hold the 
stocks you have and only buy new 
positions in the strongest ones, 
listed on page 12.

the Aussie dollar has been leading 
the way up and we’re fairly certain 
the Chinese stock market will soon 
be going the same way.
U.S. DOING FINE

For those of you who prefer stay-
ing closer to home, that’s okay too. 
It’s also important to be comfortable 
and since most of the global stock 
markets generally move together 
and they’re poised to head higher, 
it’s fine to stay with what you know. 
Let’s take the U.S. as a good proxy 
for the developed countries.

Despite what many experts say 
and the underlying fundamentals, 
the U.S. stock market is looking 
good. The market is at a five month 
high, it’s technically bullish and it’s 
set to rise further… 

September is known to be a bad 
month for stocks. Yet this year, the 
S&P500 had its best September 
since 1939! But that’s not all…

Let’s look at the big picture for the 
S&P500 going back to the 1950s (see 
Chart 6A). As you can see, the mega 
trend since then remains up.

In addition, the leading indica-
tor (B) is rising from its lowest level 
ever and it has plenty of room to rise 
further before it even comes close to 
a major high area. This tells us that 
stocks could still rise much more. In 
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U.S. INTEREST RATES AND BONDS
Low rates persist

CHART 8
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The Fed was again in the driver’s 
seat this month. With baited breath, 
the markets waited… and when the 
Fed spoke, they listened. Then the 
markets reacted strongly.
WHEN THE FED SPEAKS...

So what did the Fed say that 
was so important? Actually, it was 
the obvious and what we already 
know.

Basically, the Fed said they’re 
prepared to support the economy 
via more “accommodation and a 
return to inflation.” In other words, 
spend more money and keep inter-
est rates low, which is what they’ve 
been doing all along. 

As we’ve often noted, all of this 
money will eventually fuel inflation, 
but the Fed has now officially con-
firmed that they’re taking this route 
and whatever the outcome, they’ll 
save the day.

... IT PAYS TO LISTEN
The markets took this as a green 

light. The U.S. dollar plunged, gold 
soared and stock markets around 
the world surged higher, and so did 
the currency markets. Interest rates 
declined yet again as bond prices 
rose further (see Chart 8).

The general view is that the Fed 
is going to keep interest rates low for 
a long time. But can they? 

As you know, China and Japan 
are the biggest lenders the U.S. has. 
They lend their money by buying 

U.S. government bonds. Lately, 
however, these countries have been 
cutting back. Japanese investors 
have been buying up Brazilian 
bonds, more so than in any other 
area of the world.

In  Ch ina ’ s 
case, with 65% 
of its reserves 
in U.S. dollar 
based invest-
ments, it’s still 
the largest hold-
er of U.S. gov-
ernment bonds. 
But in 2009-
1 0 ,  C h i n e s e 
bond holdings 
dropped from 
$938 to $846 
billion in just 
nine months. 

Over the past year, their bond 
holdings have declined 11%. In-
stead, the Chinese have been buy-
ing more Japanese and So Korean 
bonds. So they’re diversifying out of 
U.S. bonds.

For now though, most investors 
don’t seem to care. Despite nearly 
zero interest rates, investors have 
been swarming into the bond mar-
ket over the past year or so, seeking 
the safe haven security that bonds 
provide. This growing demand has 
been the primary factor driving in-
terest rates down and bond prices 
up (see Chart 9).

BONDS NEAR A PEAK
Many experts believe bonds are 

in a bubble, and the evidence is 
pointing in that direction. One in-
teresting chart we came across this 
month clearly illustrates this.

As you can see on Chart 9, 
bonds have risen to a level that 
is way out of whack compared 
to stocks. In fact, bonds are now 
more popular than stocks were 
in the frenzy of 2000, prior to the 
stock market plunge that killed 
the tech stock boom. And stocks 
are now poised to outperform 
bonds.

So will bonds follow a similar 
fate as stocks in 2000? They sure 
could. When you consider that the 
fears of a double dip recession and 

uncertainty are easing, and other 
investments are now looking a lot 
more attractive, it makes bonds less 
appealing. This is being reinforced 
by the Libor international interest 
rate, which has been declining (see 
Chart 10). Historically low U.S. 
interest rates also reinforce this 
sentiment.

Plus, don’t forget that com-
modity and metals prices are 
booming. This will eventually 
make consumer goods and ne-
cessities more expensive. This is 
indirectly a result of the inflation 
route the Fed has chosen. And 
once inflation becomes more obvi-

CHART 9
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CURRENCIES
U.S. dollar: Feeling the pain

END OF RECESSION
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SERIOUS PROBLEMS LOOM
Whenever that happens, we’re 

convinced that the fundamentals will 
come back to center stage. That is, 
the falling U.S. dollar, the massive 
spending and debt, the slow growth 
compared to other countries and 
horrendous deficits for as far as the 
eye can see. That’s what will count 
and it’ll drive interest rates higher.

Obviously, the Fed’s not going to 
like it. Unemployment continues to be 
a big problem. It remains high and it’s 
clearly lagging behind every recovery 
following a recession since World War 
II (see Chart 11 as an example).

Unfortunately, many of these 
jobs are gone. They’ve been trans-
ferred to emerging nations where 
wages are much lower. This is a fact 
the U.S. has not openly faced so the 
government is trying to make jobs 
more available by improving infra-
structure and so on, spending more 
money even though they can’t afford 
it. In this environment, rising inter-
est rates would only make matters 
worse. That’s why the Fed wants to 
keep rates low.

Will they succeed? We don’t 
think so. Ultimately, the market will 
have the final word.

This could take some time. But 
in the meantime, we recommend 
holding onto the interest rate invest-
ments we previously recommended. 
They’ll come back and the first sign 
that’s happening would be a rise 
above 3.82% on the 30 year yield.

At that point, we’ll either sell 
or ride the up-wave, depending on 
what happens.

CHART 10
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ous, investors will drop bonds like 
a hot potato.

Since inflation is the bond mar-
ket’s worst enemy, investors will 
quickly sell and bond prices could 
plunge. Interest rates would then 
rise, whether the Fed likes it or not 
because the bond market is huge 
and it’s truly a free market. So even 
though the Fed can control short-
term interest rates, they cannot 
control long-term rates.

The currency markets were 
quick to react to all of the news this 
month. And despite the ups and 
downs we’ve seen in recent months, 
it suddenly became crystal clear 
that the number one fatality was 
going to be the U.S. dollar.
DOLLAR: NEAR RECORD LOW

The dollar index fell sharply, hit-
ting a new eight month low. It broke 
below all of its support levels and it’s 
now close to its all time record low 
reached in 2008. In fact, against the 
Swiss franc, the dollar already hit a 
new record low and it’s likely just a 
matter of time until the U.S. dollar 
index does the same.

There are several reasons for 
this. Most important was the Fed’s 
announcement that it’ll keep spend-
ing and inflating if need be. This was 

a death knell for the dollar because 
indirectly this means that by doing 
so, the Fed’s willing to devalue and 
throw the dollar to the wolves.

But this is nothing new. The 
Fed’s been doing this for years, es-
pecially since 1971 when the U.S. 
went off the gold standard. Since 
then, fiscal discipline also went 
out the window, and the dollar has 
been in a long, slow, steady decline 
(see Chart 12, which goes back to 
1972).

So the dollar is now simply re-
suming its downward path due to 
years of excessive spending. Note 
that back in 1972, one dollar bought 
four Swiss francs. Currently, one 
dollar will buy less than one Swiss 
franc. This is a devaluation, but it’s 
just happening slowly rather than 
abruptly. 

A REPEAT PERFORMANCE
Interestingly, what’s happened 

to the U.S. dollar since 2000 is 
similar to the dollar’s action in the 
1985-95 time period (see patterns 
labeled 1 through 4). As you can 
see, #4 in 1995 marked a new re-
cord low in the dollar at the time 
and the current #4 is evolving in a 
similar way. 

Coincidence? Maybe, but it’s 
more likely a repeat of the devalua-
tion policies that have been in place 
for decades.

This time, however, the cards 
are all stacked for an outcome that 
could be far more serious. Why? All 
you have to do is look at Chart 13 
and it tells the story.

Debt and money are skyrocket-
ing, thanks to out-of-this-world 

CHART 11 
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CHART 12  
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spending. That’s why the dollar’s 
falling and the Fed’s prepared to 
keep this ball rolling. Too much 
money is the cause of inflation and 
inflation cheapens the dollar.

Unfortunately, we see no end in 
sight, so the dollar will continue to 
fall and that’s why so many coun-
tries are beginning to cut back on 
their dollar holdings.
DOLLAR:  SLOWLY LOSING 
RESERVE STATUS

Many people say so what? This 
won’t affect me… But it does and 
it will. If your savings, stocks and 
bonds are all in dollars, you’re going 
to lose purchasing power over the 
years and again, this trend seems 
to be intensifying. 

The fact is, the rest of the world 
sees what’s going on and they don’t 
like it. As a result, the U.S. dollar 
is slowly losing its reserve status. 
Russia and China, for instance, 
are planning to start trading in 
each other’s currencies, therefore 
eliminating the dollar from their 
transactions. The oil countries are 
planning to do the same.

China is already doing this with 
their trading partners in South 
America and Asia, and it’s develop-
ing into a growing global trend with 
massive repercussions for the dollar 
as the dollar’s international reserve 
position starts eroding.

We’ll see what happens. But 
along these lines and also very in-
teresting is that the closely linked 
world is most obvious in the cur-
rency markets.
CURRENCY MARKET:  Sensitive

What happens in say China or 
Brazil, strongly affects the Swiss 
franc, Australian dollar, the U.S. 

dollar and all the rest in one way 
or another… and it goes on from 
there.

Here’s why… Let’s say the Eu-
ropean debt crisis shows signs of 
worsening, then the Australian 
dollar falls because this suggests 
the global economy could slump 
again. And if it does, investors will 
avoid the Aussie dollar. Instead, 
they’ll want a safe haven currency 
like the U.S. dollar, Japanese yen 
or Swiss franc.

On the other hand, if the U.S. or 
China appear to recovering and/or 
booming, then the growth or com-
modity currencies like the Canadian 
and Australian dollars will do very 
well and the U.S. dollar will fall.

Currently, the global economy is 
recovering and that’s good for the 
currencies, which is why they’re 
rising, and in part why the dollar 
is falling.
SAFE HAVEN CURRENCIES:  
Near highs

The so called safe haven curren-
cies are the ones that move up when 
things aren’t looking good for the 

global economy. 
For now, they 
all appear to be 
stalling, like the 
yen, or declining 
(the U.S. dollar), 
or near a top like 
the Swiss franc 
(see Chart 14).

T h e  S w i s s 
franc has been 
unusual. Even 
though the glob-
al recovery is 

picking up steam, the Fed’s an-
nouncement fueled a further rise in 
the franc. But it’s now temporarily 
too high, and it’s due for at least a 
downward correction.

The Australian dollar has also 
been unique and it seems to be in 
a category of its own (see Chart 
15). It’s a growth currency and 
basically, if China is booming, so 
is the Aussie dollar. 

Australia has the commodities 
China needs and they’re big trad-
ing partners. In addition, Australia 
raised its forecast for commodity 
exports this year to a record due to 
increasing demand, which boosts 
Australia’s economy.  

CHART 13
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METALS, NATURAL RESOURCES & ENERGY
Gold & silver... Blast off!

CHART 15

 - - - 65 WEEK MOVING AVERAGE IS KEY TREND.  MAJOR TRENDS ARE UP ABOVE THESE LEVELS.

At At . AtAt 

if you haven’t bought yet. 
But remember, following steep 

rises, corrections along the way are 
normal. Nevertheless, the major 
trend is most important and it’s 
very clearly down for the U.S. dol-
lar, and up for the major currencies 
and gold.

Unemployment and deficits are 
down, business confidence is up 
and their interest rates are high, 
which makes the Aussie dollar 
attractive.

Plus, several countries like Japan 
and Switzerland have been inter-
vening lately to keep their curren-

cies from getting too strong. That’s 
not the case with the Australian 
dollar or our other recommended 
currencies. So with the dollar now 
breaking down to new lows, it’s 
still fine to hold these currencies. 
And with the exception of the Swiss 
franc, it’s okay to buy new positions 

2009           2010                      2009            2010                         2009           2010                    2009          2010                       2009            2010 

U.S. DOLLAR AUSTRALIAN  JAPANESE YEN EURO CANADIAN DOLLAR
INDEX DOLLAR:  15 Year high 8 month high Near high
 Record high!  
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CHART  16
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GOLD’S BIG PICTURE

STRONGER PHASE 
OF BULL MARKET STARTED 
A YEAR AGO, IN SEPT 2009

1980

2001

Gold is soaring to record highs 
while silver is shooting up even 
more, reaching a 30 year high. Pal-
ladium, platinum and gold shares 
are closely following and reaching 
new highs too.

Yes, the stronger phase of the 
bull market is flexing its muscles. 
Gold is rising in another leg up, 
which is part of this ongoing phase. 
Gold was primed for takeoff, and it’s 
taking off!

The big picture of gold shows 
it best on Chart 16. Note that 
the gold price has been in a 
clear and clean uptrending 
channel since the late 1960s. 
It has risen each year since 
2001, but once gold reached 
a sustained record high last 
year, a stronger phase of the 
bull market began.

Gold’s exceptional rise has 
now reached our current tar-
get level at $1350. It’s been a 
super rise, up 55% since April 
2009… or you could say, gold 
has soared 17% in the last 10 
weeks alone! By any standard,  
the surge is due for a rest, and 

perhaps so.  But keeping focused on 
the big picture, you can see the gold 
market is more likely to eventually 
get swept up in a mania.

When comparing the current 10 
year old bull market to the two stel-
lar mania bull markets of the past, 
the 1970s gold run and the stock 
bull  leading up to the 2000 peak, 
the three look eerily similar. Most 
fascinating is the position of today’s 
bull… as it looks ready to surge for-

ward over the upcoming years.
Gold is still far from the mania 

stage. The average investor is just 
starting to appreciate the rise in 
gold. They know things aren’t right 
and they are learning that gold is 
a safe haven. They see the dollar 
falling, the economy dragging with 
debt and the Fed trying to keep it 
together. The public is concerned, 
but a gold mania is clearly not here 
yet.

And it’s not just the U.S., 
Europe is also hurting. Wheth-
er we like it or not, no country 
wants a strong currency. With 
stiff competition for exports in 
the global economy, a weaker 
currency gives a country an 
edge on trade.

This is one important rea-
son why gold is rising in 
all currencies as Chart 17 
shows. Gold reached a record 
high last June in euros and 
in Swiss franc terms, and it’s 
holding near the highs versus 
the Australian dollar.

Most interesting is the 
Swiss franc. It’s been one of 
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CHART 19

WHEN INFLATION IS HIGHER THAN T-BILLS, 
GOLD IS GOOD INVESTMENT
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CHART 18

POISED TO RISE!
GOLD IN 
SWISS 
FRANCS

LEADING INDICATOR (MEDIUM-TERM)
Gold is at low area vs SF

05            06            07            08            09         10

B

TOO     HIGH              AREA

   GOLD       TOO    LOW          AREA   VS   SF

A

ALMOST 6 YEAR 
UPTREND

the strongest currencies, reaching a 
record high against the dollar in re-
cent weeks at the same time gold hit 
a record high. Yet when comparing 
gold to the Swiss franc, you can see 
it’s holding near its record high (see 
Chart 18A). In other words, gold is 
stronger than the Swiss franc.

Also impressive and showing 
explosive potential is the leading 
indicator (B). It’s now oversold, the 
most in a year, which means the 
gold price is oversold in Swiss franc 
terms. A powerful thought indeed! 
That is, gold is poised to rise versus 
the Swiss franc, in spite of its 
already stellar performance. 
This adds credence to the grow-
ing stronger trend.
MEGA BULL MARKET

It’s important to keep in 
mind that great bull markets 
in gold occur one or two times 
in a lifetime. The last one 
ended in 1980. It took 20 years 
before the next (and current) 
bull market got started. 

It began at a moment when 
most thought gold was dead 
and buried. Central banks 
couldn’t sell their gold fast 
enough. The Bank of England 
sold theirs at the major low in 
2001. Meanwhile, gold produc-
ers had been hedging their 
production in order to stay 
afloat. This despair marked 
the low.

But now 10 years later, 
we’ve seen the gold price 
produce consecutive annual 
gains.  And with gold up 20% 

this year, 2010 will make 10 full 
years of gains. This is the longest 
winning streak since the 1920s!

Times have changed. But it 
took the financial crisis and the 
ongoing aftermath to change the 
way people view gold. Confidence 
is growing and the change in the 
central banks’ actions and attitude 
toward gold was key in giving a 
green light to investors.

Central banks stopped selling 
gold and they’ve become net buyers 
this year for the first time in two 
decades. They’re expected to buy 
15 metric tones of gold this year, 
which is a major turnaround. Gold 
is becoming an important reserv-
able asset.

Gold miners have been shutting 
down their hedging too. Anglo Gold 
Ashanti, the third largest mine, is 
closing their hedging by 2011. This 
means gold miners also believe gold 
is going higher. Plus, the global 
holdings of Exchange Traded gold 
funds are at a record. 

Fear is another motivating factor 
as the dollar falls. If the Fed an-
nounces another quantitative eas-
ing plan, the dollar will continue to 
suffer and gold will rise further.

Some people claim that gold is 
in a bubble and it’s ready to fall. 

If you think a substantial rise in 
government confidence and a bull 
market in the dollar is at hand, then 
you would be correct to think gold 
is due to slide. We don’t see it, not 
on a big picture basis. 
INFLATION, RATES AND GOLD

Historically low interest rates in 
the U.S. and Europe are pro-
viding another boost for gold 
because it doesn’t have to com-
pete with the currencies since 
gold does not pay interest. But 
actually, during the 1970s bull 
market, interest rates rose with 
gold. The key here is inflation as 
Chart 19A shows. 

You can see that when infla-
tion is higher than the T-Bill 
rate (above zero, shaded area), 
it coincides with a bull market 
in gold. So as long as inflation is 
higher than short-term interest 
rates, the environment will con-
tinue to be positive for gold.
GOLD COMPARED

Gold is stronger than stocks 
and bonds, even though all are 
rising. We believe it’s only a 
matter of time before bonds give 
way. But comparing gold to the 
gold universe of investments, 
there are other strengths.

Chart 20 shows what we 
mean. It shows gold compared 
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CHART  22

OFF & RUNNING!
SILVER
PRICE
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GOLD SHARES: Near record highs
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both ratios shot up. But 
since then, the ratios have 
come down from these 
2008 highs, favoring gold 
shares and silver over 
gold. In the past month 
silver jumped up more 
than gold as the ratio fell, 
and gold shares have also  
had an edge over gold. It 
looks like this will likely 
continue.

When silver is stronger 
than gold it tends to coin-
cide with a rising resource 
sector. Silver then gets 
the benefit of being both 
a precious metal and a base metal. 
This is another way of saying that 
if silver continues to be stronger 
than gold, the emerging economies 
will remain strong and demand for 
resources will stay high.
SILVER: The shining star

Silver jumped up to a 30 year 
high, gaining 31% in 10 weeks. 
Chart 21 shows the big picture of 
silver.  Here you can see that the 
slope of silver’s rise since 2003 is 
similar to the 1971-1980 rise when 
silver hit nearly $50.

Silver is now headed in that di-
rection with the recent breakout. It 
reached our $23 target, the next one 
is the $27-$30 level. And as much 
as silver has already risen, it’s still 
not clearly overbought, as Chart 
22B reflects. It’s on a roll and it’s 
very strong above $21.

Silver shares are jumping up. 
Our favorite share has been Silver 
Wheaton. Gold shares are also soar-
ing with the XAU index recently 
reaching a record high. The big pic-
ture on Chart 23 shows how close 
gold shares are to an all 
time record high. A clear 
breakout would suggest 
that gold shares could 
eventually reach the top 
of its trading channel.
TIMING THE RISE 

At this point most 
would agree that the 
surging rises in gold, 
silver, their shares, pal-
ladium and platinum 
are due for a rest. We 
agree that nothing goes 
straight up without a 
breather, but interest-

ingly, gold and silver are not yet 
clearly overbought.

Chart 24A shows gold’s stellar 
performance. Once it broke above 
its June peak, it soared to our next 
target level at $1350. As our older 
subscribers know, gold has formed 
an impressive A-D pattern that’s 
been going on since the 1970s. It 
tells us when the best intermediate 
rises, or declines, are likely in the 
gold price.

The “C” rises are the best leg up 
in a bull market when gold reaches 
new highs. And when it does, it also 
reinforces the major bull market. 
Every C rise since 2001 has accom-
plished this, and the latest rise to 
$1350, once again, reinforced a solid 
bull and a stronger phase. 

This C rise has now achieved the 
same percentage gains as in the 
2006 and 2008 C rises (see Chart 
24A). The current C rise has gained 
55% since its April 2009 low, which 
is similar to the 2006 and 2008 
gains near 55%-58%. But this C 
rise has lasted much longer, at 1½ 
years, compared to the others that 

to gold shares (A), and compared to 
silver (B), since 1993. When these 
ratios rise, gold is stronger than 
gold shares and silver, and when the 
ratios decline, gold shares and silver 
are stronger than gold.

Gold was clearly the strongest 
during the financial crisis when 

A

B

SILVER 
PRICE
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CHART 25 
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of a C rise, in spite of it not being 
overbought, we have to say... be 
prepared for a correction. Use weak-
ness to buy more gold, silver and 
the best shares.

Keep an eye on… $1290 as the 
10 week rise is super strong above 
this level.  Gold’s rise is in a solid 
intermediate trend above $1245. 
The major bull market trend is solid 
and it’s now at $1130.
BUY GRADUALLY

This is a good example of why 
buying new positions in a bull mar-
ket is best when averaging in. Cer-
tainly when “D” declines are severe, 
it’s ideal to buy during weakness. 
But if you wait for it, you could miss 
a major rise altogether.

It gets tricky. Take this year for 
instance. Gold had two corrections, 
in February losing 13.3% and in 
July when it was down 7.95%. We 
were expecting more weakness but 
it didn’t happen. Now the July low at 
$1162 is a key support level. That’s 
how fast the bull is developing.

For new buyers, our suggestion 
is to buy gradually this month and 
next. Buy gold, silver and the shares 
on weakness. Palladium has been 
very strong rising 38% since July. 
Platinum is following. Both are in 
major uptrends above $420 and 
$1500, respectively.  
RESOURCE: Heating up

The resource and energy sectors 
are on the rise too. Copper, the lead-
er, has risen 35% in four months, 
recently reaching an over two year 
high. Tin has been even more im-
pressive jumping up 62% since the 
Summer lows. Our resource shares 
are on the rise.

Commodities are becoming a 

more preferred asset by investors. 
The emerging economies have 80% 
of the world population, the best 
growth and potential for more. Chi-
na is one main reason why demand 
has remained strong. Their latest 
industrial production, for example, 
again topped estimates.

As you know, the U.S. and global 
stock markets are getting a boost 
from this, which is also pushing up 
the base metals. The agricultural 
commodities have also risen sharp-
ly (see Chart 25 as an example). 
Cotton is at a 15 year high.

Crude oil is finally following. It 
jumped up to a five month high and 
as Chart 26 shows, it has room to 
rise further. If it now stays above 
$76, and closes above $87, a strong 
renewed rise will be underway.

lasted less than a year. This is un-
usual, but like we said last month, 
we are in unusual times.

With gold meeting the criteria 

XAU 
INDEX
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OVERALL   PORTFOLIO  RECOMMENDATION 
     It’s been an exciting month.  Gold rose, surging to the $1350 level and a new all 
time record high.  Silver and gold shares soared even more.  The U.S. and global 
stock markets also rose, along with the currencies.  The U.S. dollar fell to a new 
low.  For now, we’re well positioned and we recommend holding on to the positions 
you have but watch the stops listed below.  For new positions, read on...

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
The precious metals and resource sectors are bubbling.  Gold is at another 

record high, silver broke up to a 30 year high while gold shares, palladium, copper 
and tin are also at high areas.  The Summer months ended up being a springboard 
for these hot markets.  A stronger phase of the bull market is clearly underway even 
though gold has already produced solid gains for 10 consecutive years now. But it’s 
far from a bubble stage and the mega bull has a bright future.

Considering the sharp run up since the Summer, producing 17% gains in gold, 
31% for silver, 38% for palladium and 35% for copper, it would be normal now to 
see a correction.  The question is how steep? For this reason we’ve added protec-
tive stops on some of our positions (see below).  Weakness this month or next will 
provide a great time to buy new positions.  We recommend averaging into the market 
by buying new positions gradually this month and next, ideally on weakness.

U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
    Stocks are rising around the world and they’re looking good.  In the U.S., the 
market is at a six month high and it’s poised to rise further.  The global stock 
markets are leading the way, and the emerging markets have been soaring, 
clearly outperforming.  Continue to hold the stocks you have but if you haven’t 
bought the emerging markets yet, it’s best to hold off since they’ve risen far and 
fast for now.  Buy new positions in DIA and QQQQ. 

CURRENCIES  RECOMMENDATION
   The U.S. dollar fell sharply this month.  It’s now at a record low against the 
Swiss franc and the dollar index will likely follow.  The currencies are surging.  
Even though they’ve risen far and fast, it’s still fine to hold the currencies and 
funds we’ve been recommending.  And with the exception of the Swiss franc, 
it’s okay to buy new positions if you haven’t bought yet.

INTEREST  RATE  &  BOND  RECOMMENDATION
    The Fed is ready to spend more money and keep interest rates low to help 
the economy.  This drove bond prices higher and interest rates lower, but this is 
unlikely to last long.  Bonds appear to be in a bubble and the Fed’s inflationary 
policies could burst this bubble at any time, driving interest rates higher.  For now, 
continue to hold the interest rate investments but don’t buy new positions.  Our 
strategy is to sell at a better price during a rebound or perhaps ride the eventual 
up-wave, depending on what happens.

PROTECTIVE STOPS ON OVERBOUGHT POSITIONS
    Several of our positions have soared producing great profits.  Since some have 
now moved into overbought situations keep protective stops on these and sell 
if the closing price declines below its stop.

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

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

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

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

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

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;  
pall & plat ETFs  & gold shares 

20%  Resource 
& Energy stocks

25%  U.S. & 
global stocks 
or ETFs

5%  Interest 
Rate Related

 Silver Wheaton (SLW) stop at  24
Eldorado Gd (EGO)  stop at  18.10
 New Gold (NGD)  stop at    6.30
Stillwater (SWC)  stop at  15
Frprt McMoran (FCX)  stop at  81

Malaysia (EWM)  stop at  13.20
 Pshrs Dynamic (PSJ) stop at  21.50
Nasdaq ETF (QQQQ)  stop at  47
iShrs S&P Glbl (IXN)   stop at  53.50
iShrs S&P Tech (IGM) stop at   52.50


