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The U.S. election was close and 
it created a lot of uncertainty. In 
the end Obama was reelected and 
whether you’re happy with the re-
sults or not, at least we know what 
we’re dealing with for the next four 
years.

In recent weeks many of you 
have asked how the election would 
affect the markets and the economy. 
Now we have a better idea. The pro-
grams, strategies monetary policies 
and the market effects will generally 
be more of the same.
BIG PICTURE DICTATES

As far as the big picture is con-
cerned, it would’ve clearly marched 
on, regardless of who won the 
election. We know some of you 
might disagree but here’s what we 
mean…

The U.S. debt is soaring (see 
Chart 1). Not to rehash this issue 
but it’s important to note that debt 
has continued surging during both 

Democrat and Republican admin-
istrations.

You can also see that the debt 
started picking up momentum un-
der Bush and it intensified under 
Obama. 

Over the past four years gov-
ernment debt has gone from $10 
trillion to $16 trillion, and it’s been 
growing over $1 trillion each year, 
which is essentially the annual defi-
cit that gets piled on to the debt.

We know this can get boring after 
a while because the numbers become 
meaningless. But the bottom line is, 
total debt and liabilities (Social Se-
curity, Medicare, etc) works out to 
about $1 million per taxpayer.

Then there’s the baby boomers 
to consider who will be retiring over 
the next 20 years. This will result in 
more expenses and more spending. 
So we’re quite sure the trillions in 
debt will keep stacking up in the 
years ahead. 
HISTORICAL MONETARY        
EXPANSION...

This means the “printing press” 
will also continue running. That’s 
because money has to be created 
to pay for all the growing debt and 
Bernanke will make sure of that. 

We’ve certainly seen this in 
action in recent years (see Chart 
2). The monetary base has liter-
ally soared since the Bernanke Fed 
embarked on its massive stimulus 
programs in 2008.

And now that Obama’s in for 
another four years, it’s safe to as-
sume that these monetary policies 
will remain in place. Bernanke has 
said many times that the Fed will 
do whatever it takes to keep the 
economy going.  

They’ll stimulate the economy for 
as long as it’s needed under the cur-
rent QE3 program and they’ll keep 
interest rates near zero for years to 
come.  They’ll also keep buying mas-
sive amounts of U.S. debt.
...WEAKENS U.S. DOLLAR    
EVENTUALLY

So as the debt grows, so will 
money creation, which is not only 
inflationary but it’ll also weaken 
the U.S. dollar further. It’s basically 
cause and effect and it’s already 
happening…

Food and gas prices, for example, 
surged during QE1 and 2. They also 
rose leading up to QE3. 

The “official” inflation barome-
ters are reinforcing this. Consumer 
and producer prices have both been 
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rising in recent months, 
indicating inflationary 
pressures are gaining 
momentum.

DEFLATIONARY DRAG
At the same time, how-

ever, there’s a deflation-
ary drag pulling on the 
economy. We know from 
your letters that this is 
also a big concern.

This drag has resulted 
in slow economic growth 
and high unemployment. 
It’s a global situation and 
it’s been hanging over-
head for years.

It’s also the main rea-
son why the Fed and 
other central banks have 
been flooding their econ-
omies with liquidity. In 
a nutshell, they’re doing 
their best to offset these 
deflationary pressures 
with lots of money.

What’s happening is 
that the Fed is creating 
money, which is inflationary, but 
other factors are not in synch.

MONEY ISN’T MOVING
The velocity of money and the 

money multiplier, for instance, 
have been declining for several 
years. In other words, banks aren’t 
lending much and money isn’t cir-
culating, which adds to the defla-
tionary pressures.

So the Fed’s efforts aren’t having 
the desired effect as far as growth 
is concerned and it’s keeping a lid 
on inflation. And this is still play-
ing out.

So when you hear debates about 
whether inflation or deflation is 
coming, the reality is they’re both 
exerting their influences. The tug of 

war continues and this could keep 
on for some time.
FISCAL CLIFF: Immediate focus

Obama’s immediate concern, 
however, is the fiscal cliff. It’s due to 
kick in January 2 and it entails tax 
hikes and spending cuts equivalent 
to about 4% of GDP.

Considering the economy is only 
growing at 2%, you can understand 
why experts agree that if nothing 
is done to avoid these measures a 
recession will follow. 

Obama knows this and so does 
Congress.  That’s why both Demo-
crats and Republicans recognize 
that avoiding the fiscal cliff is now 
the top priority on the agenda.

The bottom line is, they’ll have 

to overcome their dif-
ferences, work together, 
compromise and agree 
on a budget deal before 
December 31.  If not, 
the consequences will 
be grave.
UNCERTAINTY 
REIGNS

This uncertainty is 
affecting the markets, it 
has the rest of the world 
seriously concerned and 
it’s hurting businesses.  
That’s essentially be-
cause no one knows 
what’s going to happen.

At one extreme, the 
IMF is warning that the 
risk of another global 
recession is alarmingly 
high and it would be 
more complex than in 
2009. 

But at the other end, 
several experts believe 
recession is not on the 
horizon and the fiscal 

cliff will be resolved.
We’ll see what happens but it’s 

going to be interesting to say the 
least. As you’ll see next, the markets 
are on the alert as well.

CHART 1

U.S. GOVERNMENT DEBT INCREASES UNDER 
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u.s. & WorlD sTocK marKeTs  
Bull market under pressure

THE MOMENT OF TRUTH
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The stock market fell 
sharply the day after the 
election. The main reasons 
why were fiscal cliff con-
cerns and the economic 
consequences if it’s not 
resolved before year end.
PRESSURE IS ON

Despite better economic 
signs, the stock market was 
under downward pressure 
in the weeks leading up to 
the election. The election 
just happened to be the 
tipping point.

As you know, the stock 
market did very well under 
Obama’s first term. You can see on 
Chart 3 it’s steady rise since 2009. 
The market has essentially been 
thriving under Bernanke’s stimulus 
programs and it loves low interest 
rates.

Under this positive environment, 
many investors and experts antici-
pated an ongoing Bernanke bubble 
in stocks, and it still could happen. 
But something is wrong.

As you can see, both the Dow 
Industrials and the Transporta-
tions clearly resisted at their 2007 
highs. They’re currently correcting 
downward, but the major trends are 
still up and we’re watching these 
markets closely.
STOCKS LEAD ECONOMY

As we’ve often mentioned, stocks 
lead the economy by about six 
months to one year. And since the 
global economy has been growing it’s 
been good for stocks (see Chart 4).

If this is changing, stocks will 
see it first.  A fall over the fiscal cliff, 
for example, would likely push an 
already vulnerable world economy 
over the edge as well.

So this provides a perfect ex-
ample of the inflation and deflation 
pressures pulling on the market. 

On the one hand we have the 
Bernanke bubble, which should be 

pushing stocks higher. But on the 
other hand there is the fiscal cliff 
and if it’s not resolved in a timely 
way, stocks will surely fall further. 
So whichever side wins will very 
likely determine the next major di-
rection for stocks.
DEMOCRATS BETTER FOR 
STOCKS

Contrary to popular belief, Dem-
ocrats have been better for stocks 
than Republicans over the past 80+ 
years.

According to an interesting study 
by Barclay’s, during 10 Republican 
presidential terms, the average an-
nual real price change for stocks 
was just below zero. But during 
Democratic presidential terms the 
stock gain was 7%.

Plus, during the past 40 years, 
Republicans were at the helm dur-
ing two of the worst bear markets… 

in 1973-74 and in 2008.  Of 
course this doesn’t mean 
this pattern has to repeat, 
but it is interesting and it fa-
vors the Bernanke bubble.  
INDICES BULLISH

Looking at the other U.S. 
stock indices, you can see 
that they too mostly remain 
technically bullish above 
their moving averages (see 
Chart 5).

Utilities are the excep-
tion and they could be 
leading, but as long as the 
others hold, we’ll keep the 
stocks we have. We don’t 

recommend buying new positions 
for now, as we said last month.

If this changes, you’ll be the first 
to know. But increasingly it looks 
like these moving averages will be 
tested, which is what happened 
in June and then stocks bounced 
back up.

One reason why they could 
bounce up again is because most 
of the global stock markets are now 
also technically bullish and that’s a 
good sign.
WORLD MARKETS BETTER

In recent months, we’ve pointed 
out that the global stock markets 
have been lagging behind the U.S. 
markets. That’s still the case but 
there has been good action in some 
of the strongest markets.

Believe it or not, the best global 
stock market this year has been 
Venezuela, gaining over 200%. It’s 
followed closely by Egypt, which is 
up 186%.

We know most of you wouldn’t 
venture into these markets and nei-
ther would we. So weeding out risky 
countries, the consistently good 
performers are Mexico, Malaysia and 
Thailand (see Chart 6).

Using Mexico as an example, 
note that it’s been much stronger 
than Hong Kong or Germany. And 
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that’s basically what we’ve seen 
across the board.

Even though most of the in-
ternational markets are showing 
strength, they too are correcting 
and they’re still mixed. So if you’re 
going to venture in, it’s important to 
go with the stronger ones.

As you’ll see next, gold has been 
the overall top performer and that’s 
why we recommend keeping a larger 
portion of your portfolio in gold 
compared to stocks.
GOLD BETTER THAN STOCKS

Taking a big picture look at gold 

and stocks together you can see 
these two markets move in opposite 
directions as far as the major trends 
are concerned (see Chart 7).

In the 1970s, for instance, gold 
soared and stocks went sideways. 
This sideways action included two 
big bear market declines in 1970 
and 1974. There’s no question that 
an investor would’ve been far better 
off in gold rather than stocks.

An about face then occurred.  
As stocks gained steam in the mid-
1980s and 1990s, gold fell while 
stocks surged. Stocks were the 

place to be, not gold.
This all  changed 

again in 2000. Gold has 
been rising since then. 
And like the 1970s, 
stocks have again gone 
sideways, which has 
included two bear mar-
kets in 2001-02 and 
2008.

Gold has clearly 
been the better invest-
ment. That doesn’t 
mean stocks have been 
a bad investment. It just 
means more caution 
has been warranted due 
to the ups and downs 
in stocks over the past 
decade and as we’re 
now seeing, that’s still 
the case.
WHAT TO WATCH 
FOR

For now, we’re watch-
ing the bull market lev-
els closely. These are 

12500 for the Dow Industrials, 
2840 for Nasdaq and 1320 for the 
S&P500. 

The markets will remain bullish 
by holding above these levels.  But 
if they decline and stay below these 
areas, it’ll be a bearish signal and 
we’ll want to get out of stocks.

The Dow Transportations is at 
4990, but since this level is not 
as reliable, a fall below 4850, the 
June low, would reinforce a bear-
ish outlook.  The Utilities are weak 
the longer it stays below 459. Our 
main focus is now on the Industri-
als, Nasdaq and S&P 500.

At this point, the markets have 
fallen far and fast and they’re due 
for at least a rebound rise.  Most 
of our recommended stocks are 
down moderately. But they’re also 
oversold and if we do end up selling 
or lightening up, ideally we’ll do so 
during a rebound rise.

CHART 7
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u.s. inTeresT raTes anD BonDs
low rates helped by safe haven buying

DIFFERENT STROKES
CHART 10
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With Obama’s win, Ber-
nanke’s policies will continue. 
That means super low interest 
rates and QE3 stimulus for as 
long as it takes.

There’s no question the U.S. 
economy showed significant im-
provement over the past month. 
We know… figures don’t lie but 
liars can figure... But there were 
too many positive signs coming 
from various sources to write it 
all off as manipulation.
GETTING BETTER

As you can see on Chart 8, 
unemployment has been coming 
down for three years but the drop 
below 8% clearly boosted consumer 
sentiment and confidence, which 
are both at five year highs. This is 
important because if consumers are 
feeling more positive it’ll help boost 
the economy. And that seems to be 
what’s happening.

This month, for instance, retail 
sales rose strongly, and so did hous-

ing starts and durable goods. The 
index of leading economic indicators 
had its best rise in seven months. 
Manufacturing and industrial pro-
duction moved higher too.

Also impressive, home sales 
were up and home prices had their 
strongest upmove in two years. In 
fact, Yale economist Robert Shiller 
of the Case-Shiller home price index 
believes housing has seen its low-
est point.

This would not be unusual con-
sidering home prices are at levels 
last seen in the late 1970s (adjusted 
for inflation). Plus, mortgage rates 
are the lowest they’ve ever been. 
This combination makes housing 
very attractive.
LT YIELDS: Artificially low

For many years, long-term inter-
est rates and the price of lumber 
generally moved together. But that 
clearly changed in 2011 (see Chart 
9).

Since last year, lumber and the 
30 year yield have moved in oppo-
site directions. It’s not a coincidence 
that the Fed’s Operation Twist pro-
gram also began at that time. 

The idea behind Operation Twist 
was to help the housing market and 
so far, so good. To accomplish this, 
the Fed has been buying long-term 
bonds by the billions, selling short-
term debt to do so.

This has kept long-term interest 
rates down. And since mortgage 

rates move with the 10 year 
yield it has kept mortgage 
rates low too. This explains 
why lumber and long-term 
rates have been going their 
separate ways since last 
year.

The bond market has 
always been a free market. 
This is something we’ve 
often discussed, but we’ve 
changed our position on 
this and the chart illus-
trates why.

The fact is, the Fed has 
now become the biggest buyer of 
U.S. debt (bonds). It’s buying 75% 
of the debt, essentially manipu-
lating long-term rates, along with 
short-term rates, all in attempts to 
stimulate the economy in whatever 
way it can. 
SAFE HAVEN BUYING... BONDS

As concerns about the fiscal cliff 
intensify, bonds have again become 
a safe haven.  This has also driven 
bond prices up and long-term rates 
down (see Chart 10).

At some point, however, the 
bond bubble is going to burst, but 
it’s unlikely to happen real soon. 
Nevertheless, the upside is limited 
for bond prices.

Looking at Chart 11, you can see 
that bond prices have been resist-
ing at their 2008 highs. This will 
be a very tough level to overcome, 
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currencies
u.s. dollar: Trending up since last year

GLOBAL 10 YEAR YIELDS: Look out below
CHART 13
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suggesting more volatility as bond 
prices swing up and down.

Despite the rise in bond prices, 
gold has been stronger than bonds 
since 2003 (see Chart 12). So here 
too, gold has been the better invest-
ment.

Interestingly, gold and bonds 
have often been referred to as the 
best inflation and deflation barom-

CHART 11 
HOW FAR UP?
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eters.   That’s because gold gen-
erally rises during inflationary 
times or periods of economic 
growth.  

On the other hand, bond 
prices usually rise when the 
economy is sluggish or defla-
tionary and when there are no 
signs of inflation.

In recent years, the economy 
has been mixed with inflation 
and deflation pressures both 
hanging overhead.  But looking 
at this chart we see that gold 
has the upper hand over bonds.  
Does this mean inflation will 
eventually take over deflation?

We’ll see what happens.  Gold 
also rises during economic un-
certainty and when currencies 
are being debased.  So, anything is 
possible and perhaps the economy 
will remain mixed as both inflation 
and deflation continue pulling on 
the markets.

Meanwhile, bonds remain bullish  
and the major price trend is up as 
long as the 30 year yield stays below 
3%. That’s why we recommend keep-
ing the bonds you have but don’t buy 
new positions at this time.

The U.S. dollar moved higher this 
month on safe haven buying. This 
kept downward pressure on most of 
the currencies.
LOW GLOBAL RATES

Since interest rates are low 
around the world, none of the cur-
rencies have an interest rate ad-
vantage (see Chart 13). This means 
the currency markets are basically 
moving on fundamentals, sentiment 
and news.

And currently, the big 
news affecting these mar-
kets is the ongoing drama 
in the Eurozone, the fiscal 
cliff and global growth.

The euro, for instance, 
has been struggling (see 
Chart 14). But considering 
all the negative news, it’s ac-
tually held up pretty well.

Just this month, Spain’s 
unemployment hit a 35 year 
high, business confidence 

is down in France, Greece remains 
very tense and even Germany is be-
ing affected by the Eurozone’ s reces-
sion as its economy weakens too.

As you’d expect, all of this weighs 
on the euro. And as the euro goes, 
so goes many of the other curren-
cies (see Chart 15). 

DOLLAR: Safe haven
Since the euro moves opposite to 

the U.S. dollar, trouble in Europe 
tends to put upward pressure on 

the dollar. That’s because the dollar 
is considered a safe haven in a world 
that’s been filled with uncertainty, 
especially since last year when the 
Eurozone crisis intensified. 

As you can see, the U.S. dollar 
index has been holding above its 
moving average at 79.50. And it’ll 
be firm by staying above this level 
for the time being.
COMMODITY CURRENCIES: 
Tied to resources

The Australian and Ca-
nadian dollars, however, 
are in a league of their own. 
These commodity curren-
cies are also very sensitive 
to global growth.

The Australian dollar, 
for example, has been 
holding firm and that’s a 
sign China’s economy is 
improving. This is good 
news for the world econ-
omy because it means 

CHART 12
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China’s demand for goods will 
increase, which strongly benefits 
other countries, especially Australia 
since it’s a big supplier of natural 
resources.

The Canadian dollar hasn’t been 
as firm but it’s still holding up okay. 
Canada is closely linked to the 
crude oil price and to the slow U.S. 
economy.  This hasn’t helped and 
neither has the recent investor shift 
to safe havens.
DOLLAR:  Firm, for now

Unfortunately, with the excep-

tion of the U.S. dollar, all 
of the currencies fall un-
der the risky category. 
This doesn’t make sense 
considering that over the 
long term the U.S. dol-
lar has dropped sharply 
against nearly all of the 
major currencies (that 
is, the currencies have 
risen).

You can see this 
clearly on Chart 16A, 
which shows the U.S. 
dollar versus the Swiss 
franc since the 1970s. 
In perspective, you’ll 
note that the dollar’s 
rise since last year is 
just a blip up within the 
dollar’s big mega down-
trend.

Nevertheless, senti-
ment currently views the 
U.S. dollar as safe. That 
may be true for now but 
not over the long haul.

Most central bankers 
know this and that’s why 
they’ve been lightening 
up on their U.S. dollar reserves 
for several years now. As we’ve 
mentioned before, many countries 
continue making deals in their own 
currencies, thereby eliminating the 
U.S. dollar from their transactions.

The bottom line is, the U.S. dol-
lar is slowly losing its international 
reserve status and its influence. In 
many cases, it’s being replaced by 
the Chinese yuan.

And as the U.S. dollar slowly 

2011 2011

continues falling, like it has over 
the past 40 years, a very important 
currency shift is taking place that’ll 
likely continue.
DOLLAR MOVES WITH              
INTEREST RATES

It’s also interesting to note that 
the U.S. dollar and T-Bills (a short-
term interest rate) move together. 
You can clearly see this on Chart 16.  
Very simply, when interest rates rise 
(B), so does the dollar. This makes 

CHART 16
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meTals, naTural resources & enerGy
Bull market almost 12 years old! 

CHART 18
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sense because higher interest rates 
make the dollar more attractive. The 
flip side is, declining interest rates 
coincide with a weak dollar.

This too is important because 
the Fed is planning to keep interest 
rates near zero for a few more years. 

This will put downward pressure on 
the U.S. dollar and this alone nearly 
guaranties the dollar will stay on its 
downhill slope.

In other words, as the dollar 
falls, the major currencies will rise, 
some more than others. That’s why 

we continue to recommend holding 
a diversified cash position divided 
between the U.S., Canadian and 
Australian dollars.  Even though 
they’ll likely be volatile in the weeks 
ahead, we feel this is a good mix for 
now. 

Gold jumped up on the eve of 
the election. It seemed to be looking 
beyond… and indeed it was. Gold 
continued rising after the Obama 
win as the attention turned to the 
fiscal cliff.

The markets have been focus-
ing on the next major problem. 
The fiscal cliff will surely help keep 
the markets volatile. But the ongo-
ing uncertainty and the historical 
money pumping will continue to 
be dominant factors affecting the 
markets.

Gold sees inflation coming. With 
the Fed’s ongoing record stimulus, 
for example, it sees uncertainty 
and fear as the only real certainty. 
It sees a debasing of the currencies 
while the soaring monetary base 
in the U.S. and around the world 
mounts.

Chart 17 shows why 
currencies become worth 
less.

We’ve already seen 
monetary stimulus grow 
as far as the eye can see. 
HSBC says central banks 
created $9 trillion during 
the crisis, which is the 
equivalent to the value of 
all the gold that has ever 
been mined.

The Federal Reserve has 
become the biggest buyer 
of U.S. government debt.  
It owns one dollar in six of 
the national debt, which is 
the largest percent of GDP 
in history.  And it’s not just 
the Fed... the major central 
banks are also busy creat-
ing money.

Clearly history is in the 

moving average.  This moving av-
erage gives gold strong support at 
the $1620 level, which is above the 
2011 year end price. 

Most interesting is the leading 
indicator because it’s been rising, 

flashing a buy signal over 
the past several months 
for the first time since 
the 2008 low area.  Im-
pressive!

Gold has been under 
pressure for over a year 
now, since reaching its 
peak in September 2011. 
DEMAND KEEPING 
GOLD FIRM

The lows in gold have 
been contained in large 
part thanks to strong 
demand from central 
banks, especially the de-
veloping world’s central 
banks.  They bought a 
record 158 tones in the 
second quarter, accord-
ing to the World Gold 
Council.

Plus, China has been 

CHART 17
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making and we don’t know how it’s 
all going to end.  It’s bigger than any 
presidential election, and all we can 
do is protect ourselves against the 
wild printing of money.

Gold moves opposite to the 
reserve currency, the U.S. dollar.  
Gold is the ultimate currency and 
that’s why it’s been rising for the 
last decade against the major global 
currencies (see Chart 18).
A SOLID BULL MARKET

The gold price in U.S. dollars is on 
its way to close the year on another 
up note, for the 12th consecutive 
year. And considering the uncer-
tainty from now until year end, we 
don’t think gold will end the year 
down...  on the contrary.

Chart 19A shows gold’s 12 year 
bull-run with its key 23-month 
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CHART 20

LEADING INDICATOR (MEDIUM-TERM):  
‘B’ decline underway               
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buying gold constantly. It’s 
imported 512 tons so far this 
year, while keeping about 350 
tons it produces yearly. India 
was the biggest gold buyer last 
year, and now they’re stepping 
up their buying once again.

Meanwhile, the gold price  
has formed a one year side-
ways band (see Chart 20A). 
Gold had a good run-up from 
the May lows (the lower side of 
band at $1536), to the October 
highs, near $1800.  But it once 
again resisted and it’s coming 
down from the $1800 level for 
the third time in a year.

We’ve been watching to see 
if gold’s rise since the May low 
was going to be the start of a 
C rise, or an A rise. Well, the 
result is in... this rise to the October 
peak was an A rise and gold gained 
almost 17%. 

A B decline is now underway.  
Gold briefly dipped below its 65-
week moving average but it quickly 
rebounded. This almost 7% B de-
cline has been mild.  But even if 
gold declines further to say its 23-
month moving average, it would be 
giving back 10%, which would still 
be reasonably  moderate.  That is, 

gold would remain in a strong solid 
bull market.

Most important, this B decline 
is giving us another chance to buy 
at a good price before the C rise 
develops. 

As many of you know, a C rise in 
a bull market is the strongest inter-
mediate rise, when gold reaches a 
new record high. This means buy-
ing gold now is a great time to be 
adding to your position. If you 
already have all your positions 
purchased, then just sit tight.

Gold looks poised to head higher 
in a powerful intermediate rise once 
the C rise gets started. A clear gold 
rise above $1800 would see it heat-
ing up.

Investors’ nervousness about 
paper money is related to gold’s 
surging value. It is our protec-
tion.

The Fed has created multi-
bubbles, as our dear friend Richard 
Russell explains well.  We already 
have inflation in commodities and 
tangibles from art to medicine, to 
food to many asset classes... the 
list goes on.

Plus, the Fed reaffirmed its 
pledge to keep interest rates low for 
a few more years, which means on-
going low rates.  This will continue 
to cause assets to soar... that is, 
stocks, metals, real estate... and we 
should be prepared.

This is also very bullish for gold. 
As we’ve shown you before, real in-

terest rates are negative... 
global rates are too! In other 
words, inflation is higher 
than interest rates and it 
looks like this will continue 
going forward. Negative 
rates are very bullish for 
gold.
CONFISCATION NOT IN 
CARDS

GLD was the best per-
forming ETF of the larg-
est ETFs over the last five 
years.  

With these tons of gold 
all in one place (assuming 
it’s all there), many of you 
have asked if the U.S. gov-
ernment will ever confiscate 
gold like they did in the 

1930s under Roosevelt.   
We think it’s unlikely, but the 

best explanation we’ve seen comes 
from Jim Sinclair (thanks to Chuck 
Butler).

As Jim points out... “In the 1930s 
gold was to the monetary system 
what ‘quantitative easing’ is today...  
a means of increasing the supply 
of money for the Federal Reserve 

CHART 19
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CHART 23
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and Treasury Department’s 
discretionary use. The Sec-
retary of the Treasury and 
President Roosevelt set the 
gold price higher arbitrarily 
at their daily breakfast... 
higher because, to create 
money then, the system 
required a higher value of 
gold to have more money 
outstanding. This is why 
Roosevelt ordered the con-
fiscation of gold - to unfold 
his type of monetary stimu-
lation, his QE.”

This is a powerful reason why gold 
is unlikely to be confiscated.  It no 
longer has an “official” role in mon-
etary policy and confiscating it would 
be acknowledging that it does.
SILVER: Looks good

Silver is holding firm in spite of 
this month’s weakness. It’s giving 
us another opportunity to buy at 
a better price. Silver is still poised, 
like gold, to rise in another leg up 
in the bull market. And it could oc-
cur at any time. It’s also poised to 
outperform gold.

Chart 21 shows silver’s big pic-
ture. Note how similar today’s bull 
market looks compared to the bull 
market of the 1970s.

pressure since last year 
along with the other pre-
cious metals. It lost its 
luster, however, after the 
2008 financial crisis when 
it failed to rise to new highs 
like gold and silver did.

This is clearly seen 
comparing it to gold (see 
Chart 24B). Platinum rose 
much more than gold dur-
ing the bull market from 
2000 to 2008 when it 
peaked.  Platinum then 
fell sharply versus gold 

when the industrial side of this rise 
turned down. Gold was in demand, 
not platinum.

It reached an unusual record low 
versus gold last year and it’s now 
bottoming. This extreme low area 
could be saying that platinum’s 
price is poised to move higher than 
the gold price.  That is, we could see 
an ongoing stronger rise in platinum 
going forward. 

Under normal circumstances, the 
platinum price is higher than the gold 
price.  But it’s still lower and it’ll stay 
under pressure until it rises above 
$1600. A clean breakout would hap-
pen once it closes clearly above its 
Sept and Feb highs at $1730.

The main difference is the 2300% 
gain in the 1970s compared to the 
1000+% rise today.  Silver has only 
risen half as much as it did in the 
1970s so far, yet it’s already tested 
its record high.

Our indicators are currently 
bullish and now is the time to be 
buying more, if you haven’t bought 
all of your position (see Chart 22).

Keep an eye on $32 as silver will 
remain firm above this level. Its final 
support is the Summer lows, but 
it’s unlikely we’ll see silver that low.  
Once it closes above its October 
high at $35.10,  a renewed rise will 
be underway. Above $37  would be 
the final resistance before the highs 
and beyond are tested.
GOLD SHARES:  Stay the 
course

Gold and silver shares have 
in general declined moderately 
this past month, especially 
compared to the strong rise 
from the Summer lows. Gold 
shares are still at low levels 
compared to gold and com-
pared to most assets.

Chart 23 shows that the 
recent jump up has further 
to go. The HUI index hasn’t 
been much affected by the 
fall in the stock market, but 
it might before a renewed rise 
gets underway. 

The HUI index is firm above 
470 and bullish by staying 
above the general low area this 
year near 400.

Stay the course and keep 
your positions.

Platinum has been under 
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Commodities, Resource &       
Energy:  Battered bull still okay

Historically a commodities bull 
market tends to run for well over 
a decade, more like two decades.  
This one is only 10 years old, which 
means it has more years to go.

Chart 25 shows the CRB com-
modity index going back to 1970 
when the mega 43 year upchannel 
started.    

Most interesting, the indicator 
is at a major low area for the first 
time since 2009... a low area that 
has generally coincided with the 
lows in commodities over the last 
several decades. 

Could this be saying the massive 
stimulus programs will be bullish 
for commodities, and the deflation-
ary environment will subside for 
now? Are the latest economic indi-
cators out of the U.S. and China the 
start of something good?

The markets are telling us some-
thing... We all know how much influ-
ence the Fed has had on the market 
since 2008 when QE1 was put into 
place, so it is indeed a possibility.

Copper is a great global economic 
barometer and so is the stock mar-
ket. They often point the way for 
the world economy. In 2009, for 
instance, they hit bottom and then 
rose strongly (see Chart 26).  This 
signaled the 2007-08 crisis was over 
for the time being, QE1 was going 
to work and the economy was going 
to improve.    

That was the case until last year. 
The market changed in 2011 when 
the debt crisis gained ground and 
the world economy was strug-
gling. The Transportations did not 
reach new highs like the general 
stock market did. Instead, it moved 
with copper, oil, the precious met-
als... well,  the markets more sensi-
tive to the global slowdown. 

Here is an example of the Fed’s 
influence when this started.

The first sharp fall in long-term 
yields since the 2008 financial crisis 
was in 2011 when rates fell to new 
lows. This happened after QE2 was 
finished in July 2011 and before 
Operation Twist was announced 
in September 2011. Those almost 
three months saw a sharp rise in 
bonds and it’s when the metals, oil 

and Transportations changed 
their upward course and 
began to move sideways to 
down... no stimulus and the 
deflation monster rose!

The next sharp fall in 
long-term rates happened 
from April 2012 to July 2012.  
The Twist operation was 
extended just weeks before 
the low in rates... another 
coincidence?

Then QE3 to infinity was 
announced in mid-September 
as rates continued to move 
sideways. They were tamed 
by the Fed’s actions.

In short, the bottom line 
is we’ve only seen the mar-
ket move on its own two 
times since the financial 
crisis... during those few 
months in-between Fed 
interventions.

And guess what, bonds 
soared both times! The 
deflationary/recessionary 
moves are very strong and 
they’re being tamed by the 
Fed’s biggest monetary 
moves in history!

No free markets here. “Don’t fight 
the Fed” is ever more important in 
today’s investing market.

So, what happens next?
If copper and the Transporta-

tions keep moving sideways we’d 
expect to see more of the same 
sluggishness. But the 2011 highs 
and lows are the key levels to watch 
because the break out will tell us the 
next direction.

They would trigger an extremely 
bullish sign for the global economy 
(aided by the Fed of course) if the 
upside is surpassed. On the other 
hand, a break down below the 2011 

lows would be negative, signaling a 
recession is likely, or that the global 
slowdown gets worse.

If the big picture of the CRB 
index is any clue, it looks like the 
break out will be on the upside.

This means... now is the time to 
take advantage and buy ideally on 
weakness.  Could it be that China, 
the world’s largest consumer of 
industrial metals, will increase de-
mand as the new leaders take steps 
to boost the economy? It seems 
quite possible with several of the 
base metals, like tin, also flashing 
buy signals. We’ll soon see.

CHART 25  
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OVERALL   PORTFOLIO  RECOMMENDATION 
   The markets have been nervous and uncertain.  Inflation and deflation are both 
pulling on the markets but the main focus this month was the upcoming fiscal 
cliff, along with the ongoing crisis in the Eurozone. As a result, the U.S. dollar and 
U.S. bonds have again become safe havens, and gold has moved up as well.  On 
the other hand, the stock market fell sharply following the election but the major 
trend is still up.  The currencies have also been under pressure.  For now, keep 
the positions you have but keep a close watch on the markets.

PRECIOUS  METALS, ENERGY, RESOURCE  RECOMMENDATION
    Gold, silver and their shares declined during the month of October.  But gold 
jumped up on the eve of the election.  It’s been rising since then as the focus turned 
to the fiscal cliff and the woes in Europe, especially after the election.  Gold’s rise 
from the May lows to the October peak ended up being an A rise.  This means buy-
ing gold now is a great time to be adding to your position.  We recommend buying 
gold and silver,  but if you already have all of your positions purchased, then just 
sit tight.  Gold and silver look poised to rise in a powerful intermediate rise once the C rise gets started. And silver still 
looks like it will outperform gold. We also recommend having more of your metals positions in coins or bars.  We still like 
the ETFs too... GLD, IAU and SLV.  We also recommend buying our select shares. SLW has been the strongest.
   Copper and crude oil came down this month too.  It looks like the resource sector has a limited downside, and we 
switched our copper position to ISE Global Copper (CU), which we recommend buying.  If you have BHP Billiton, keep 
it, but we are not officially recommending it just yet.
 
U.S. AND GLOBAL STOCK  MARKET  RECOMMENDATION
   The stock market fell sharply the day after the election.  It remains under downward pressure but the stock indices are 
still technically bullish above their moving averages.  As long as that’s the case, this weakness is a downward correction 
and we’ll continue holding the stocks we have, but like last month, we don’t recommend buying new positions.  For now, 
we’re watching the market closely.  If the Dow Industrials, Nasdaq and the S&P 500 stay above 12500, 2840 and 1320, 
respectively, the major trend will remain up.  Below these levels 
would be a bearish signal.  For now, the market has fallen far 
and fast and an upward rebound is likely.  If so, this will provide 
a good opportunity to lighten up or sell depending on how the 
market unfolds.
   
INTEREST  RATE  &  BOND  RECOMMENDATION
    U.S. bonds have again become a safe haven.  This has driven 
bond prices up and long-term interest rates down.  Bond prices 
will remain bullish if the 30 year yield stays below 3% but ongo-
ing volatility is likely while interest rates continue bottoming at 
the low areas.  That is, the upside for bond prices is still limited.  
For now, keep the bonds you have but don’t buy new positions 
at this time. 

CURRENCIES  RECOMMENDATION
    The U.S. dollar moved higher this month on safe haven buying.  
The dollar index will remain firm by staying above 79.50, signaling 
it could rise further for the time being.  This has kept downward 
pressure on most of the currencies.  
   The Australian and Canadian dollars are generally holding firm 
but they could be volatile in the weeks ahead.  Continue to keep 
your cash equally divided between the U.S., Australian and Ca-
nadian dollars.  You can buy or sell Australian and/or Canadian 
dollars at Everbank, Chris Gaffney@everbank.com, or buy the 
ETFs:  FXC and FXA.

Note:  The shares, funds and ETFs  are listed in the box in 
order of strength per each section. Keep the ones you have 
on the list. 

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

Silver Wheaton  SLW-NYSE TSX:SLW 
Central Gold Trust GTU-AMEX 
SPDR Gold Shares GLD-NYSE  HKE:2840
iShares Comex Gold IAU-NYSE 
Central Fd of Can CEF-AMEX TSX:CEF-A 
iShares Silver Trust SLV-NYSE
Royal Gold RGLD-Nasdaq  TSX:RGL, FSX:RG3 
Gold Fields Ltd. GFI-NYSE
New Gold NGD-AMEX TSX:NGD 

STOCKS AND ETFs
Wal-Mart  WMT-NYSE 
ISE Glbl Copper * CU-Nasdaq
US Global Res PSPFX-NYSE
Mexico iShares  EWW-NYSE
Procter & Gamble  PG-NYSE
iShares S&P Glbl 100  IOO-NYSE 
Dow Diamonds   DIA-NYSE
Power Shares Nasdaq   QQQ-Nasdaq 
Energy Select SPDR  XLE-NYSE 
DJ US Telecom   IYZ-NYSE
American Elec Power  AEP-NYSE

CURRENCIES AND ETFs
Australian dollar  FXA-NYSE
Canadian dollar  FXC-NYSE

* NEW POSITION

20% Cash
U.S. & Australian 

& Canadian dollars
a third each     

40%  
Precious Metals 
Gold & silver physical 
& ETFs & gold & silver 
shares 

15%  Long-term 
U.S. government 
bonds

25%  
Stocks


