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The markets have been swing-
ing.  This continues to fuel a lot of 
uncertainty and confusion.  

We know many of you are feeling 
this way because we’re getting twice 
as much mail than usual.  

That’s been the case throughout 
this year.  This is why we’ve had 
many Q & A sessions in our issues 
over the past few months, and we’ll 
answer some of your uncertainties 
this month too.  
MARKETS MOVE TO DIFFERENT 
DRUMMER

One important reason for this 
uncertainty is because the mar-
kets aren’t moving like they used 
to.  They’re basically not reacting 
to normal fundamentals.  Instead, 
they’re being manipulated and, 
therefore, they’re moving for differ-
ent reasons, and this has been going 
on since 2008.

As you know, interest rates have 
been near zero in the U.S. for the 
past seven years.  This is totally 
unprecedented, and it’s not just in 
the U.S.

In Japan, interest rates have 

been zero for more than a decade.  
They’re zero in the Eurozone, and 
in some cases they’re below zero.  
That is, you’d have to pay the bank 
to keep your money there.

The bottom line is... nearly 90% of 
the developed world is dealing with 
interest rates at zero.  And almost 
half of all the bonds in the world are 
now paying less than 1%.  

The end result is that there’s no 
incentive to save money.  On the 
contrary, these low interest rates 
entice people and corporations to 
borrow, in many cases much more 
than they should.

So even though too much bad 
debt triggered the 2008 financial 
crisis, this mountain of debt has 
not been reduced.  There has been 
no deleveraging.  

In fact, the opposite has oc-
curred.  Total world debt is now 
more than $200 trillion.  Amazingly, 
that’s 40% greater than it was be-
fore the financial crisis hit.

In other words, the debt keeps 
growing and growing, and nothing 
is being done about it, which only 
makes matters worse.  This has 
put the global economy on thin ice, 
making the environment more vul-
nerable to a shock.

All of this debt is also very 
deflationary.  And if you have any 
doubt about this, look no further 
than Japan.  As we’ve often pointed 
out, they have the highest debt to 
GDP ratio in the developed world 
and they’ve been struggling with 
deflation, recessions, slow growth, 
and QE programs to keep things 
afloat for nearly 20 years. (During 

QE a central bank creates cash and 
puts it into the financial system.) 

The rest of the world is following 
in Japan’s footsteps.  And aside 
from the possible global economic 
repercussions, it’s also resulted 
in big changes in the investment 
world.
CENTRAL BANKS DOMINATE

The financial system has become 
addicted to easy money.  The mar-
kets are abnormal because of all the 
central bank intervention.

The central banks have basically 
taken over the free markets, and 
that’s the big difference in recent 
years compared to before.

Instead of the traditional funda-
mentals driving the markets, the big 
factors have become the Fed (and 
other central banks), and interest 
rates.  

That’s all everyone cares about.  
So you have to invest based on 
these being the most important 
factors hanging overhead.  That is, 
what’s the Fed going to do about 
interest rates, and when are they 
going to do it, or not do it. Every-
thing else is secondary.
SLOWING GLOBAL GROWTH

Meanwhile, economic growth is 
slowing worldwide.  The IMF says 
global growth this year will be the 
weakest since 2009.  Several coun-
tries are already in recession and 
others are teetering on the brink.  
With the economies so weak, the 
Fed and the other central banks 
can’t raise interest rates, even if 
they want to.  It would simply be too 
risky and it could push the world 
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into recession.
That’s especially true with 

China still struggling.  Plus, 
the World Bank sees China 
slowing over the next two 
years.  

As you know, China has 
been another big factor 
that’s increased deflation-
ary pressures... 

Due to less demand from 
the former driver of world eco-
nomic growth, it’s pushed com-
modity prices sharply lower.  
Trade has slowed down and 
what’s happening in China has 
affected just about everyone.  

This means we have to maintain 
caution and stay on the alert because 
anything is possible... the world 
economy could keep plodding along, 
like it’s been doing for the past few 
years, or things could get better, or 
they could get worse from here, mov-
ing into a recession.

For now, the fact that the stock 
markets remain bearish is not a 
good sign.  And neither is Credit 
Suisses’s Global Risk Appetite Index 
(see Chart 1).  

Note that it’s dropped to panic 
levels for the first time in almost 
four years.  That’s when everyone 
was in a tizzy about Greece and the 
Euro crisis.  

Before that, this index hit panic 
levels at the beginning of the 2008 
financial crisis, after 9/11, during 
the tech bubble, and so on.

This time the trigger could be just 
about anything... stocks, economy, 
China, debt, deflation, or a wild card 
like Syria.    Or perhaps nothing will 
happen because the central banks 
will again save the day.

The point is, these are 
indeed uncertain times and 
we have to be prepared for 
whatever comes our way.  So 
you’ll want to stay flexible 
and open minded, now more 
than ever.
MARKETS ARE TALKING

In the meantime, the 
markets are becoming really 
interesting...

U.S. government bonds 
and the U.S. dollar are still 
the world’s favorite safe 
havens (see Chart 2).  And 

even though many governments 
are selling their U.S. bonds, like 
China and Russia, there are plenty 
of other investors worldwide buying 
them up and they should continue 
to do well.

Cash is still a great investment but 
we’re watching the currency markets 
closely.  Some important market 
turns appear to be getting started, 
and it’s time to watch them closely.

Nevertheless, it looks like the 
strong U.S. dollar, which no one 
wants, will soon be on the decline.  

It’s been a big factor increasing 
the deflationary pressures and driv-
ing U.S. exports to a three year low.  
So once the dollar heads lower it’ll 
be a welcome relief.

At the same time, the major cur-
rencies are poised to head higher, 
and the same goes for gold, silver, 
gold and silver shares, oil and 
other commodities.  That too will 
be a welcome relief.

As you’ll see in this month’s 
issue, many of these markets 

are already embarking on 
impressive upmoves and 
increasingly, they’re set to 
rise further.
YOUR QUESTIONS      
ANSWERED

But for now, here’s what 
on your minds...

Q. Chuck Butler says 
we may eventually have 
negative interest rates.  
How do you recommend 
we prepare for this?

A. The best way is to di-
versify.  The idea being that 

gains in other markets will make up 
for the ‘losses’ due to negative or 
super low interest rates.

Q. We are non U.S. residents 
and we bought U.S. bonds.  With 
the foreign currency markets 
starting to go up, should we sell 
our U.S. bonds?  Should we buy 
non U.S. bonds (i.e. Asian or Ca-
nadian)?

A. Once the U.S. dollar declines 
more forcefully, most of the global 
currencies will rise strongly.  This 
could happen at any time and it’ll 
make U.S. bonds far less attractive 
to foreign investors, and you’ll want 
to sell.  

But since the major global bond 
markets generally move together, 
buying into a strong currency based 
bond would be fine for part of your 
portfolio. 

Q. Stocks have gone up since 
I sold them and the bond funds 
have gone down. I don’t know 
what to do now.  Where and when 
is the crash coming?

A. As you’ll see in this month’s 
Stock Market section, de-
spite the strong upward 
rebound in stocks, the 
market is still bearish.  

So it’s best to stay 
on the sidelines as far 
as stocks are concerned 
because they’re likely 
headed lower.  Whether 
they crash or not re-
mains to be seen, but it’s 
a possibility.  

On the other hand, 
bonds have bounced 
back up and they remain 
bullish.  They’re still 
poised to rise further.   
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U.S. & WORLD STOCK MARKETS  
Bear market rise
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The stock market’s been 
on a roll.  It rose strongly this 
month, but this rebound rise 
may be near an end.

Even though it’s been on 
an upswing, the stock market 
remains bearish.  The major 
trend is down.  As long as that’s 
the case, stocks will head lower 
and they’ll likely decline below 
their August lows.
MARKET MAINLY BEARISH

Looking at Chart 3 you’ll see 
what we mean... Note that most 
of the stock indexes remain 
below their 65-week moving 
averages.  

This moving average identi-
fies the major trend and with 
the stock indexes below this 
average it’s reinforcing that 
stocks are bearish.  That’ll con-
tinue as long as these indexes 
stay below the levels shown on 
the chart.

Nasdaq is the exception.  It’s 
trading near its moving average 
and if it can stay above 4785, 
it’ll be turning bullish again.  On the 
other hand, the Russell 2000 broke 
clearly below its August low.

So which one is leading?  Is 
the tech heavy Nasdaq leading the 
way up, or is the small caps Russell 
2000 leading the way down?  Only 
time will tell, but all factors consid-
ered it looks like the small caps will 
end up being the leader.

Our leading indicators are con-
firming this too.  Most of them have 
dropped into negative territory 
for the first time in years,  which 
is bearish.  As we mentioned last 
month, these indicators do not turn 
bearish often, but when they do, it’s 
an important warning signal.

Not only that but the S&P 500’s 
leading indicator doesn’t look 

healthy at all.  It’s forming the 
exact same pattern it did prior 
to the steep drop in stocks in 
2008 (see Chart 4B).

As you can see, between 
2003 and 2007, the leading 
indicator formed a 1, 2, 3 
pattern while stocks moved 
higher (see Chart 4A).  Then 
the indicator plunged (#4), 
and so did the stock market.

This time the action has 
been similar.  Between 2010 
and 2014, another 1, 2, 3 
formed, while stocks rose.  
Now the #4 is on the decline 
and if this pattern continues 
to repeat, we could be in for 
another 2008 type decline 
in the months and/or years 
ahead.
DOW THEORY BEARISH

Plus, the Dow Theory bear 
market confirmation remains 
in force, signaling stocks are 
headed lower.

By several measures, 
stocks are also expensive.  
In fact, they’re currently more 

expensive than during 90% of his-
tory.  

Corporate earnings are also 
nearly as bad as they were in 2009.  
That is, profit growth has never been 
this bad outside of a recession.

None of this is good for the stock 
market.  And that’s why we continue 
to recommend staying on the side-
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PLEASE JOIN US...
•We’ll be speaking at the New Orleans Investment Conference on Oc-

tober 28-31, 2015. There’s a great lineup of speakers and we hope you’ll 
join us. For more info go to jeffersoncompanies.com/landing/adens.

•We’ll also be speaking at the “Beyond the Dollar Summit,” at beautiful 
Rancho Santana in Nicaragua on January 12-17, 2016. This is hosted 
by the Oxford Club and the speaker lineup is excellent. For more details, 
go to     www.oxfordclub.com/nicaragua.

•We’ve been posting articles or news of interest on our Facebook page 
almost daily. We’re also posting notes on Twitter.  If you’re not receiving 
these, go to The Aden Forecast Facebook page and “like it.” Also follow 
us on Twitter, @TheAdenForecast.  

lines for the time being.
Plus, investors are the most 

bearish in 15 years and it wouldn’t 
take much for them to bolt and 
run.  For now, this rebound rise 
has been strong but it’s coming up 
to very solid resistance levels. The 
markets will probably stall near 
those levels, like near the 65-week 
moving averages.
NOTHING HAS REALLY 
CHANGED 

Deflation pressures are grow-
ing, the risk of a global recession 
has increased, China’s economy 
is still slowing, inflation remains 
non-existant and investors are 
nervous.

This is not a good environment 
for stocks.  And playing it safe is 
the best route to take for now.  A 
look at Chart 5 shows you another 
reason why. 

Many of the world stock markets 
are still weaker than the U.S. mar-
ket.  And most of them are bearish.  
Like the U.S. market, their leading 
indicators are signaling they’re  
headed even lower.  

China has been the biggest wild 
card and it still is.  As you can see, 
it’s down sharply and there’s no 
sign it’s near a bottom. In other 
words, it could embark on a re-
newed decline any time and when 

it does, it could take many of the 
world stock markets with it.

So continue to keep an eye on 
China.  
KEEP AN OPEN MIND

But like we previously men-
tioned... we have to keep an open 
mind and know that anything is 
possible.

Despite the debt and the weaken-
ing economy, if stocks keep rising 
it’ll be very important for several 
reasons.  Since stocks tend to lead 
the economy, it would mean the 
economy is going to perk up and 
keep on plugging away.

This might be thanks to QE4, 
ongoing low interest rates, better 
earnings than anticipated, or just 
plain economic improvement.

Remember, it’s not all bad 
news.

The housing sector, for instance, 
remains strong and it tends to lead 
the economy (see Chart 6).  Home 
prices are up and so are sales and 
builder confidence.

Job creation has been rising for 
60 consecutive months and unem-
ployment is way down.  In fact, more 
people than ever in U.S. history are 
now employed.

As you’d expect, this has driven 
up consumer sentiment and con-
sumer confidence, which is near its 
2007 high.

In addition, the World Bank 
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reports that global poverty has 
dropped  below 10% for the first 
time ever.  

So again, stay flexible and stay 
in touch.  

On the upside, if the stock index-
es rise and stay above their 65 week 
moving averages, it’ll be a different 
ball game and we’ll want to get back 
into the market, at least with a por-
tion of our total portfolio.

But that’s currently not the case.  
The market’s still telling us to stay 
on the sidelines and we have to go 
with what the market’s telling us.
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U.S. INTEREST RATES AND BONDS
Bonds: Still poised to rise further
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The bond market has been 
strong. U.S. bond prices recent-
ly reached five week highs and 
they’re set to rise further. That 
is, interest rates are headed 
lower.
RATES LOWER?

We know some of you find 
this hard to believe. After all, 
with interest rates near zero, 
how far down could rates go?

But remember, the inter-
est rates you hear about in 
the business news are usually 
short-term rates. These are the 
interest rates the Fed decided to 
leave unchanged at their last meet-
ing, keeping them near zero.

Long-term interest rates are 
another story. The 30 year yield, 
for example, is currently at 2.90% 
and the major trend is clearly down 
(see Chart 7 for a long-term view, 
and Chart 8 for closer view since 
2008).

In other words, long-term inter-
est rates have plenty of room to fall 
further. And since bond prices move 
opposite to long-term interest rates, 
bond prices will head even higher.

That’s why we continue to recom-
mend buying and holding long-term 
U.S. government bonds and/or the 
favorite bond ETFs, which are UBT, 
TLT and TLH.

The bull market is strong and we 
plan to stay with it for as long as it 
lasts (see Chart 9). Note the leading 
indicator is showing that bonds are 
not overbought. 

On the contrary, 
they’re reinforcing 
the bullish outlook 
and the fundamen-
tals are good too.
SAFE HAVEN

As you know, U.S. 
bonds are the world’s 
favorite safe haven. 
And with the global 
economy slowing, 
stock markets vola-
tile, deflation inten-
sifying, China stum-

30 YEAR YIELD
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bling, some countries in recession, 
inflation stagnant, a disappointing 
jobs report, the Fed not taking ac-
tion to raise interest rates, bombed 
out commodity prices and more, it’s 
no wonder bonds have become 
the investment of choice. 

In fact, this year bonds were 
the only sector to profit (see Chart 
10). As you can see, just about ev-
erything else declined. That’s one 
reason why cash has been the best 
investment for the first time in 25 
years. And incidentally, this is all 
deflationary.

It’s also very deflationary that 
interest rates remain at 5000 year 
lows... That’s right, in all of recorded 
history, interest rates have never 
been this low (see Chart 11 which 
goes back to 3000 BC).
TRULY, HISTORY IN MAKING

We find this shocking. As the 
Washington Post not-
ed, interest rates are 
lower today than when 
Genghis Khan, Charle-
magne, Julius Caesar, 
Alexander the Great 
or Hammurabi were 
around.  They’re lower 
than during the times 
of Babylon, or at any 
time since the ancient 
Sumerians made the 
first loans in 3000 BC.

Think about it... in 
all of so called civilized 

world history, including the 
rise and fall of Egypt, Greece, 
Rome, the Byzantine Empire, 
the British Empire, the In-
dustrial Revolution and so on, 
there has never been a time 
when interest rates were this 
low... and had to stay this low 
for such a long time.

It’s a little scary that the 
U.S hasn’t been able to hike 
interest rates in nearly 10 years 
and it clearly illustrates that 
the world is truly in uncharted 
waters. 

What’s currently happening 
is totally unprecedented. So 

despite all the theories and sce-
narios we hear each day, no one 
really knows how this is all going 
to end up.
DEBT DRAG

Maybe it won’t be a big deal. 
But with debt growing by leaps and 
bounds, a best case scenario would 
likely be ongoing slow growth, and 
perhaps more QE or even negative 
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CURRENCIES
No one wants (or needs) a stronger dollar

CHART  11

Sources: Bank of England, Global Financial Data, Homer & Sylla 
“A History of Interest Rates”                             Courtesy Business Insider, Elena Holodny
Note: The intervals on the x-axis change through time up to 1700.  For 1700 onwards they 
are annual intervals.  

STILL THE LOWEST INTEREST RATES 
IN 5000 YEARS!

BONDS HAVE BEEN BEST...
MAJOR ASSET CLASS PERFORMANCE
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...COMMODITIES ARE WORST

interest rates if things slow down too 
much in the coming years.

That could keep the economy 
chugging along and it doesn’t seem 
unreasonable considering China 
may not pick up momentum for an-
other couple of years. And if China 
stays sluggish, so will the rest of 
the world.

In a medium case scenario, the 
economy could slip into a recession. 
Or it could suffer a steep drop, simi-
lar to what happened in 2007-08.

Gloom and doomers are calling 
for a collapse of civilization as we 
know it. This would obviously be a 
worst case scenario. But again, no 
one knows...

We do know that in these sce-
narios, U.S. government bonds 
would continue to be a great in-
vestment. That’s because the rest 
of the world sees the U.S. as the best 
option during uncertain times. 

Currently, for instance, foreign 
holdings of U.S. bonds are at record 
levels at more than $6 trillion. This 
sentiment keeps demand for bonds 
strong. The worst case scenario, 

however, would be 
the exception.
EXCESSIVE FOCUS 
ON FED

M e a n w h i l e ,  i t 
seems like all every-
one cares about is Ja-
net Yellen. What did 
she say? How did she 
say it? What does she 
mean? Is she being 
open or reserved?

Basically, it’s silly 
to try and interpret 
every innuendo. The 
bottom line is most 
important and the fact is, Yellen did 
not raise interest rates. 

The Fed also lowered their in-
terest rate forecast for the longer 
term, signaling the U.S. economy 
can’t handle higher interest rates at 
this time, which is essentially what 
we’ve been seeing all along.

And for the first time, the Fed 
acknowledged that “global eco-
nomic and financial developments” 
(i.e. China) were influential in 

making their decision. 
Market volatility and low 
inflation were also key 
factors.

Bond prices surged on 
the news. And again, we 
believe this will continue, 
and interest rates will 
stay low.
ELECTION YEAR

One important reason 
why is because next year 
is an election year. As 
our dear friend Chuck 

Butler points out... The current 
Fed Board of Governors are all 
Obama appointees and presumably 
Democrats. What if the Fed hikes 
interest rates in early 2016 and 
the economy goes into a recession 
right in the middle of a presidential 
campaign? It would surely hand 
the election to the Republicans.

And even though the Fed is sup-
posed to be independent, we all 
know that politics matter. 

Plus, there are a couple of oth-
er noteworthy signs... Junk bonds 
and even investment grade bonds 
are showing some stress, similar to 
what happened in the last financial 
crisis, and during other periods of 
market and/or economic crisis.

This is why we emphasize to only 
stay with long-term U.S. government 
bonds. They’re the safest and the 
ones that will benefit during these 
uncertain times. For now, these 
bonds will remain strong and bullish 
as long as the 10 and 30 year yields 
stay below 2.30% and 3.10%.

The U.S. dollar is strong. It’s 
been strong since last year and most 
aren’t happy about this.

In fact, it seems like everyone 
would love to see the dollar decline 
and that’ll probably happen sooner 
rather than later. Here’s why...
STRONG USD: Hurts economy

The strong U.S. dollar is making 

matters worse. Mainly, it’s keeping 
a lid on economic growth, inflation, 
commodities prices and corporate 
earnings, and it’s adding to deflation 
pressures.

In a nutshell, the strong dol-
lar makes it more difficult for U.S. 
exporters to compete because their 
products are more expensive in the 

international market place. Products 
that come from other “weak curren-
cy” countries have cheaper products, 
making them more attractive.

Over the past year, for instance, 
import prices in the U.S. dropped 
more than 11%. That was the big-
gest decline since 2009 when the 
recession was in force.
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 CHART 12

3 MONTH INTEREST RATES: 
Still sitting near zero
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still stay firm for a while longer 
before it embarks on a renewed 
decline.

Taking a closer look at the dol-
lar index, it’s essentially been go-
ing sideways for most of this year 
(see Chart 14). Along the way it’s 
formed a triangle and whichever 
way it breaks out of this forma-
tion will clearly determine the next 
direction. 

This would signal a move is get-
ting started and here’s what we’re 
watching...
... KEEP AN EYE ON

On the upside, there is strong re-
sistance at the 102 level. If the dol-
lar index were to rise and stay above 
this March high it would mean the 
dollar is headed even higher.

On the downside, a sustained 
decline below 93 would be a strong 
sign that a steep decline is getting 
underway.

For now, we continue to recom-
mend keeping a larger portion of 
your cash in U.S. dollars. And we’ll 
keep this dollar cash position as 
long as the dollar stays strong.

Remember, cash has been one 
of the top two investments this 
year. And even though it may seem 
boring to just sit in cash, it’s not... 

You’re basically staying out of 
trouble, on the sidelines while you 
wait for a good investment opportu-
nity. As you’ll see next, this may be 
coming right up.
EURO: Ready, set, ...!

In the meantime, we’re also hold-
ing on to some of the currencies (see 
the euro as an example on Chart 
15A).

You can see, the 
euro still appears 
to be bottoming. 
Reinforcing this, 
the euro’s leading 
indicator is also 
bottoming at an 
extreme low. 

That’s impres-
sive considering 
the flood of refu-
gees pouring into 
the Eurozone and 
the uncertainty 
this tragic  situa-

The strong dollar is also hurting 
many of the emerging countries, 
in large part because their debt is 
denominated in U.S. dollars. This 
is taking its toll on overall global 
growth, which will affect the U.S. 
and the rest of the world.

That’s why the IMF and World 
Bank have been speaking out in 
favor of the Fed to not raise U.S. 
interest rates. 

With most countries’ interest 
rates sitting near zero (and some are 
negative), a U.S. rate hike would’ve 
made the dollar more appealing 
(see Chart 12). Foreign investors 
would’ve flocked to the dollar, driv-
ing it up to even higher levels. And 
again, that’s something no one 
wants right now.

Meanwhile, China’s slower 
growth is also a very important in-
fluence, keeping the global economy 
sluggish. 

Both of these factors have been 
instrumental in lowering fore-
casts for global growth in 
2016.
DOLLAR: Still topping ...

So all things consid-
ered, where does the U.S. 
dollar stand?

As you can see, the U.S. 
dollar index is still topping 
near the high levels (see 
Chart 13A). The lead-
ing indicator is doing the 
same. This suggests the 
dollar’s next trend direc-
tion will be down. 

But the dollar could 

tion is creating.
Plus, Europe is out of reces-

sion, but it’s officially in deflation, 
despite all of their QE efforts. Con-
sumer prices have declined for the 

MAR
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METALS, NATURAL RESOURCES & ENERGY
Looking Better!

 CHART 19
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But sooner or later, 
once the U.S. dollar 
heads down, the euro 
will rise strongly, and a 
new bull market will be 
confirmed if it can break 
above 1.1750.

If so, the other cur-
rencies will join in and 
head higher too. That’s 
why we recommend 
keeping 20% of your 
total portfolio, or about 
half of your cash posi-
tion, divided between 
the euro, British pound 
and Canadian dollar and/or their 
ETFs, which are FXE, FXB and 
FXC.

The poor Canadian dollar has 
been hit by the low oil price, the 

past two months, which means 
more QE is a near certainty. This 
should keep their economy moving 
along, and hopefully it’ll fuel some 
inflation.

AdenOriginalChart
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MEGA TREND 
IS UP

 CHART 18
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Gold bounced up from the lows 
reached on July 24.  It then stalled 
while the winds of higher interest 
rates put pressure on the metals 
again. Enough so that the third 
quarter was gold’s worst this year.

Surprisingly, this intermediate 
rise since July never ended. That 
alone showed good strength during 
the commodity rout. It was simply a 
pause, and now gold’s hitting a new 
three month high!

The main reason?  Yes, interest 
rates.  But this time, and for the first 
time this year, the market mentality 

is finally realizing  that 
rates aren’t going to rise, 
at least probably not un-
til next year.

This, of course, is bad 
news for the dollar, and 
good news for gold and 
the currencies.  But keep 
in mind, gold is the ulti-
mate currency and it will 
in time roar once again.  
And especially so in the 
coming years when the 
ongoing currency wars 
intensify.
GOLD’S BIGGER    
PICTURE

Chart 18 shows gold 
in several currencies.  
You can see the gold 
move is towards the up-
side in all currencies.  
Plus, you can see the dis-
parity among the currencies clearly 
since 2013.  

The U.S.  and Canadian dol-
lars moved closely together in gold 
terms, for instance, until 2014.  
Gold then held up in Canadian 

dollar terms while falling more in 
U.S. dollars.  

But most revealing is looking 
at gold and the dollar on Chart 19.  
First, you can see they’ve been mov-
ing in opposite directions since the 

slow global and domes-
tic economy, and the 
overall weakness in the 
so called “commodity 
currencies” (see Chart 
16). But it too looks 
like it’s bottoming, and 
the higher oil price is 
now giving it a much 
needed boost. So hold 
on to it too. 

Meanwhile, the Chi-
nese yuan and the Jap-
anese yen look like they 
may be starting to trade 
places (see Chart 17).  

If so, this could have global reper-
cussions, and it’s not to China’s 
benefit to weaken its currency 
much further.  But we’ll see what 
happens.

2014
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100 = PEAKS IN HUI 
GOLD BUGS INDEX:             

YR 1      YR 2        YR 3       YR 4       YR 5        YR 6

 CHART 21                                                  

GOLD SHARES: 
Comparing bear markets
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early seventies when gold started 
moving freely in the market. 

The dollar fell sharply when it 
began moving on its own.  This co-
incided with gold’s first major bull 
market.  

But notice what’s been happen-
ing during the times when the dollar 
rose and gold fell. The red arrows 
in 1980, 1995 and 2011 identify 
these times.  In each case, gold fell 
for about five years while the dollar 
also rose for about five years.

This is saying a pattern has 

been set.  And we’ll soon 
see if the current third 
one since 2011 will be 
similar.  Both the dollar 
and gold will be reaching 
their five year mark next 
year in 2016.  In other 
words,  we could see a 
gold bottom develop in 
2016.  

And interestingly, this 
also coincides with the 
mega cyclical trend in 
gold.  As we’ve shown you 
in the past, next year is a 
key turnaround year for 
gold if the patterns since 
the seventies continue. 

We’ll soon see, but it’s 
off to a good start. And 
gold’s latest jump up 
from the lows in October 
shows it’s starting heat-
ing up.
GOLD & RATES

When the Fed left in-
terest rates unchanged, 
the dollar rose on the 

first reaction.  But Yellen’s 
words pertaining to the insta-
bility of the global economy 
and China’s slow growth is 
what unnerved investors.  
The fact that the Fed linked 
international economic is-
sues to monetary policy is 
what instilled fear in the 
markets.

And now the poor jobs re-
port was the last hit, putting 
heavier pressure on the dollar, 
while boosting gold and mak-
ing its ‘A’ rise a solid one. The 
likelihood of a delay in a rate 
hike became more of a reality 
with the jobs report.

So now you may be think-
ing, what will happen when 
rates start to rise... won’t that 
hurt the gold price?   There is 
lots to be said about gold and 
interest rates, but part of the 
bottom line is inflation.  

As we’ve shown you in the 
past, gold and real interest 
rates tend to have more of a 
relationship than simply nom-

inal (normal) interest rates.  And the 
bottom line is, if short-term interest 
rates are higher than inflation, it 
could adversely affect the gold price.  
But, and there is a big BUT, much 
depends on the world economy and 
environment. 

Gold is also a safe haven.  It’s 
the currency of last resort.  It also 
rises during times of uncertainty 
and fear... fear of bad times, fear of 
war, and with or without inflation 
or deflation.  

Meanwhile, demand for the 
yellow metal is strong.  Gold coin 
sales soared in the third quarter 
while prices were low. Sales from 
the U.S. Mint reached levels not 
seen since gold fell sharply  in 2013. 
Plus, sales of Gold American Eagles 
have nearly tripled on an annual 
basis, according to Ed Steer via The 
Daily Pfennig.

Plus, gold exports from the U.K. 
to China reached a record in June, 
and holdings in gold ETFs is also 
higher.   Gold demand is robust and 
it’s showing that when prices have 
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CHART 24

LOOKING BETTER!
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CHART 23

been down, demand is up.
A word about paper gold versus 

physical gold...  
We’ve also seen a disconnect 

between paper gold versus physical, 
when push comes to shove. And we 
don’t think this disconnect will go 
away in the future.  

Keep in mind, all the gold in the 
world is worth about $6 trillion, 
compared to the $200 trillion in 
total debt.  If even a fraction of this 
debt runs to gold in a bout of safe 
haven fear, you can only imagine 
how high the gold price could go.
Gold Timing:  Looks better!

For now, gold is looking bet-
ter.  The rise from the July lows, 
we call an A rise, is now showing 
potential.

Remember, gold held up relative-
ly well considering the commodity 
drop.  And with this A rise show-
ing more promise, it’s saying that 
further down drafts are unlikely in 
this bear market.

Chart 20 shows gold’s two step 
bear market.  In 2011-2012 gold 
declined forming a two top C area.  
The fact that the 2012 C rise was 
lower than the one in 2011 was a 
sign of caution. Gold then broke 
below the 23 month moving average 
(red dashed line), and it fell into a 
vicious bear market. 

Gold went on to form another 
downchannel for two+ years.  Gold’s 
been holding above the lower side 
of this channel.  And by breaking 

above the August high 
at $1160, gold could 
now rise similarly to 
the prior A rise, which 
peaked last January.  
We could also see it 
test the 23 month 
moving average now 
at $1225!  

A rise to this level 
would be within a nor-
mal A rise, and the in-
dicator could continue 
jumping up to near 
the high area.  This 
would be a good rise, 
but the major 
downtrend won’t 

change until $1225 is clearly 
surpassed.

Looking beyond this rise 
a moment, once it’s over, the 
B decline will begin.  And de-
pending on how high this A 
rise goes, will determine how 
weak the upcoming decline 
will be.  Perhaps at worst, it 
could test the July lows near 
$1080.
BEST BOUNCE UP

Most interesting is how 
well gold shares and silver 
have risen. Many of the com-
modities rose from the lows 
as well.  

Gold shares are the most 
bombed out.  They were clear-
ly the worst sector (oil was 
close).  

The four year gold share 
bear market since 2011 has 
been just as bad as its bear 
market in 1996-2001 (see 
Chart 21). And you may 
remember how hated gold 
shares were at that time.

The tech stocks were tak-
ing off like a bandit then, 
while gold shares were the 
laughing stock of the mar-
kets.  We think they’re about 
as hated this time.  And the 
mines are hurting.

But we believe gold shares 
are on the super bargain table, 
as Chart 22 reflects.  Selective 
buying is good now, for a buy 

and hold.  And if you want to wait 
before loading up, then wait until a 
bull market is confirmed.

Once this happens we see a wide 
open upside potential.  And you 
won’t want to miss this.

Plus, gold shares compared to 
gold are at a historic low.  Never 
before have they been this underval-
ued versus gold (see Chart 23).   

Gold shares are clearly in a 
“wash out” area.  The only other 
time this happened was at the 1980 
peak when gold was so much stron-
ger than gold shares.

Interestingly,  even with gold 
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shares as weak 
today as in 2001, 
they weren’t that 
weak versus gold.  
Today they win the 
prize for the worst 
market at every 
turn.

Yes, we’d say 
this  i s  a  buy 
time.  We’ll pick 
up some now, but 
we’ll load  up on 
a confirmation 
when the bear is 
clearly over.

Silver is in a similar situation 
but it’s not as bad.  The recent 
bounce up is already getting silver 
back into step 1 (see Chart 24A).  

Let’s now see if this step holds 
at $15.40.  

According to the leading indica-
tor, silver looks poised to rise to its 
65 week moving average for now.  
While the major trend would still 
be down, the low area would look 
better.

Plus, silver is outperforming 
gold, and this could continue as you 
can see on the lower Chart 24. 

There’s been much talk about a 
shortage of silver for many years.  
But even so, the price seems to be 
disconnected to this.

With many fraud cases being 
exposed in the financial world since 
the Libor rate rigging charge, it 
wouldn’t surprise us to see silver 
(and gold) manipulation  charges 
surface. So far, it’s been quiet, 
but GATA, a fine organization, has 
exposed manipulated prices more 
than most. 

Meanwhile, silver has the look of 
a coil popping up.  And we all know, 
once silver takes off it rarely looks 
back.  It’s to be seen if it’ll take off 
from here, but the lows above $14 
are pretty convincing. 

Our good friend Dana Samuelson 
of http://amergold.com reminded 
us of the run on silver last July 
when it broke below $14.75.  This 
created a worldwide shortage of 
physical silver.  

And in fact, mints and manufac-

turers around the world 
are still playing catch up.  
And while the pressure 
has come down, premiums 
and delivery times are still 
higher than normal.
RESOURCE & ENERGY:  
Lows at hand?

All of a sudden the lows 
look closer now than be-
fore. The washout may be 
near an end.

Palladium is a precious 
metal, but it’s also clearly 
influenced by the resource 

sector, as well as silver. It fell the 
most and it’s now bouncing up the 
most (see Chart 25)  

Platinum has been worse lately, 
but it’s now rising from a six year 
low.

Overall, we’re getting more signs 
that important market turns are 
likely getting started, but it’s still 
too soon to tell.

Note crude oil on Chart 26.  It 
clearly held at a key $40 support, 
and it’s bouncing up from the lows.  
Crude is testing the $50 level.

Like gold shares, oil is also clear-
ly oversold.  It’s at a low area that 
has rarely been seen over the last 
45 years (see lower Chart 26).

This is saying, crude has hit rock 
bottom.  And while it could back 
and fill, it’s unlikely to break clearly 
below $40.  

On the upside, crude 
has good support at the 
$45-$46 level.  It could 
rise easily to $62, which 
is both the May highs 
and its 65-week moving 
average.

Oil production and 
the U.S. rig count are in-
fluencing the price most.  
OPEC is now projecting a 
decrease in oil production 
for 2016 for the first time 
in eight years.  Plus, the 
U.S. oil rig count fell to a 
five year low.  This news 
goes hand in hand with 
an oversold market ris-
ing further at least to the 
$62 level.

The resource sector is also 
in an interesting situation.  It 
fell sharply during the Summer 
commodity rout when the global 
economy continued to slow.  But 
with the recent rebound rise in base 
metals, raw materials and some soft 
commodities, we think a different 
dynamic may be starting.

With interest rates in the major 
countries near zero or below, and 
with prospects to stay low, the 
housing and construction sector 
could strengthen.

We’ve already seen strong car 
and light truck sales in the U.S. 
at the highest level in ten years.  
And now after limited growth, 
we’re starting to see construction 
on hotels surge once again.  Plus, 
construction spending in general 
remained brisk in August.

In contrast, we’re seeing weak 
performance in U.S. manufacturers 
of goods, the slowest in over two 
years.  Granted, this is in large part 
due to a strong dollar and a weaker 
global economy.  And in the end, 
many would benefit from a weaker 
dollar, including the U.S., and it 
may start at any time.

Currently, we could continue 
to see housing and construction 
grow in spite of a slowing economy, 
which would bode well for the de-
pressed resource sector.
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PRECIOUS  METALS, ENERGY, RESOURCE  

   Gold’s intermediate rise we call ‘A’ is off and running, reaching a three month 
high.  Gold shares, silver and the other precious metals are bouncing up as well.  
The fourth quarter is off to a good start, and it’ll be important to see how strong this 
leg up will be.  Gold is still in a four+ year bear market, but depending on this rise 
and the upcoming decline, it’ll tell us a lot about the bigger picture.  Many indicators 
point to a major bottom happening in 2016.  But we’ll take this one step at a time, 
and for now the metals arena is looking better.  
   Gold shares are in a super oversold condition, and buying a little now would be 
fine.  We recommend buying more in Central Fund of Canada (CEF) and Gold Miners (GDX).  But don’t load up on gold 
shares until a clear confirmation that a new bull market has begun.  Picking up some gold and silver at current levels for 
the long term is also a good investment.  The energy and resource sectors are also looking better.  And while it’s too soon 
to recommend buying, it feels like it’s getting closer.  Keep your positions, and keep your total portfolio at 15%.    

U.S. & GLOBAL STOCK  MARKETS
   The stock market rose strongly this month, but this rebound rise may be near an end.  The stock market remains bear-
ish.  It’s set to fall further and it’s best to stay out of the general stock market and safe on the sidelines.  
   For now, the major trend will remain down if the indexes stay below their 65-week moving averages, which are strong 
resistance levels.  These are at 17440 for the Dow Industrials, 8550 Dow Transportations and 2035 S&P500.  Nasdaq is 
marginal but it would resume its bearish trend below 4785.

CURRENCIES  
   It seems like everyone would love to see the U.S. dollar decline and that’ll probably happen sooner rather than later.  
The U.S. dollar index is still topping and drifting down, but a sustained decline below 93 would be a strong sign of a steep 
decline getting underway.  Until that happens, keep 25% of your cash in U.S. dollars.  

Also buy and keep 20% divided 
between the euro, British pound 
and Canadian dollar and/or their 
ETFs, which are FXE, FXB and 
FXC.  This gives us a total of 45% 
of our total portfolio in cash for the 
time being.

INTEREST  RATES  &  BONDS 
   The bond market is strong 
and we plan to stay with it for as 
long as it lasts.  U.S. bonds are 
the safe haven of choice, prices 
recently reached five week highs 
and they’re poised to rise further.  
That is, interest rates are headed 
lower.  
   We continue to recommend 
buying and holding long-term 
U.S. government bonds with 40% 
of your total portfolio, and/or the 
favorite bond ETFs, which are 
UBT, TLT and TLH.

OVERALL   PORTFOLIO  RECOMMENDATION 

Note: Shares, funds & ETFs  are 
listed in the box in order of strength 

per each section. Keep the ones 
you have on the list.             

45% Cash  
25% U.S. dollars

20% Euro, Cdn$ & 
BPound 

40%  LT U.S. 
Gov’t Bonds
(over 10 year)

15% 
Gold & silver physical, 
ETFs & gold shares.  

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

Silver (physical) Aug-03 4.93 15.91 222.66 Hold
iShares Silver Trust SLV Jan-15 17.61 15.17 -13.86 Hold
Gold (physical) Oct-01 277.25 1165.40 320.34 Hold
Central Fund of Canada CEF Jan-15 13.36 11.38 -14.82 Buy/Hold
Gold Shares SPDR GLD Jan-15 125.23 111.86 -10.68 Hold
Gold Miners ETF GDX Jan-15 21.74 15.88 -26.95 Buy/Hold
Silver Wheaton SLW Jan-15 23.05 13.70 -40.56 Hold
Royal Gold RGLD Mar-14 66.04 49.33 -25.30 Hold

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

Ultra 20+  Treasury UBT Feb-14 58.00 77.00 32.76 Buy/Hold
20+ year Try Bond TLT Feb-14 107.78 123.42 14.51 Buy/Hold
10-20  Treasury Bond TLH Feb-14 125.73 137.28 9.19 Buy/Hold

PRICE AT % GAIN/LOSS CURRENT 
NAME SYMBOL DATE PRICE issue date  SINCE BOT RECOMM

Euro ETF FXE May-15 110.15 111.61 1.33 Buy/Hold
Canadian dollar ETF FXC May-15 81.78 76.26 -6.75 Buy/Hold
British Pound ETF FXB Jul-15 153.18 149.55 -2.37 Buy/Hold

OUR OPEN POSITIONS in order of strength per section

CURRENCY ETFs
PURCHASE

PURCHASE
GOLD AND SILVER ETFs & SHARES

BOND ETFs
PURCHASE


