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It’s already December and the 
year is drawing to a close. What 
a year it’s been, filled with twists 
and turns, some surprises, thrills, 
excitement, history and some dis-
appointments too, all topped off 
with gold skyrocketing in its biggest 
monthly rise in a decade.

BULLISH MARKETS
But regardless of the emotional 

ups and downs, this year has been 
much better than last year, which 
was one for the record books. This 
year has been very good for us since 
we’ve been invested in the metals 
markets and the strongest curren-
cies throughout the year, along with 
energy and resource stocks. Since 
mid-year, we’ve also been invested 
in the emerging stock markets and 
other strong stock sectors, and all 
of these areas have done very well 
(see Chart 1).

So we’re happy to report that it’s 
been another year of double digit 
gains. We’ll work hard to repeat 
this performance for you in the year 
ahead, which is shaping up to be 
even more interesting than the year 

that’s now ending.

THE END OF A DECADE 
In fact, it’s actually been an 

incredible decade. As we’ve often 
discussed, the year 2000 marked 
the beginning of a new era that does 
not happen often. But when it does, 
it warrants a total strategy shift, 
which is what’s been taking place 
over the past 10 years.

Starting in 2000, for instance, 
stocks fell sharply as the tech boom 
came to an abrupt end. Gold started 
to rise. This shift was most impor-
tant as it marked the beginning of 
a lost decade for stocks. The stock 
market has lost 10% since then 
while gold has quintupled. Hands 
down, gold has been the far better 
investment.

It’s also been the decade and era 
of commodities as they’ve moved 
higher as well. At the same time, the 
U.S. dollar has steadily declined, 
and for the most part, so have in-
terest rates.

THE WINNERS
These have been the primary 

mega trends this decade and as 
2009 comes to an end, you can see 
that these trends were in full swing 
this year.

As Chart 1 shows, gold, the other 
metals and commodities (represent-
ed by silver and oil), U.S. stocks, 
the global emerging stock markets 
and the major currencies were the 
outstanding winners this year. 

To date, these markets have 

gained 29% for gold, while silver 
and oil are up 50% and 52%, re-
spectively. The Dow Industrials 
gained 15%, but the emerging mar-
kets have been even stronger with 
Brazil and Hong Kong, for instance, 
up 69% and 44% for the year. The 
Australian dollar gained 29% and 
the other major currencies also 
moved up impressively. The U.S. 
dollar was the loser.

All of this year’s big winners were 
generally markets that fell last year, 
some more than others, as a result 
of the horrendous financial crisis, 
which hit just about everything. 
When the dust finally settled, most 
of these markets reached major or 
intermediate bottoms.  This year 
they made up for lost time by re-
bounding strongly, with some of 
the markets wiping away last year’s 
losses.

MERRY  CHRISTMAS 
& HAPPY  NEW  YEAR!

We wish you all the very best this 
holiday season.  May the season and 
the New Year ahead bring you many 
blessings, happiness, peace, love, 
good health and good wealth.

Take care, and always know that 
we thank you and appreciate your 
support.

Merry Christmas and our warmest 
wishes to you,

Mary Anne, Pam 
& the team at The Aden Forecast
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Will these upmoves continue as 
we move into 2010? As you’ll see in 
this month’s issue, we believe that 
they will. But since these markets 
have all had significant gains, we’ll 
likely see downward corrections 
first before they resume their rises. 
These corrections could essentially 
get started at any time, so don’t be 
surprised if they do.

Remember, no market goes 
straight up or straight down. Cor-
rections along the way are normal 
and they’re healthy. 

The major trends are always 
the most important. That’s where 
your focus should be because 
that’s where the greatest profits 
are made. If you’re in for the long 
haul, which is what we advise for 
most investors, then stay with the 
major trends and use corrections as 
an opportunity to buy more of an 
investment you feel you don’t have 
enough of, but at a good price.

All of our recommended markets 
on Chart 1, for example, are in 
major uptrends. So any upcoming 
weakness will provide good buying 
opportunities. Should that change, 
you’ll be the first to know and we’ll 
of course keep you posted, but we 
don’t think it will. Why?

THE DEBT MONSTER
Very simply, the global financial 

system has gotten itself into a cor-
nered situation where there’s no 
way out. This is not our opinion, 
it’s essentially the facts.

Wealth is shifting from West to 
East. Asia is booming, along with 
some of the other emerging mar-
kets, while the West is struggling 
and barely pulling itself out of re-
cession. China has trillions in its 
reserves, the U.S. is broke and it’s 
borrowing like there’s no tomorrow. 
So what does this mean?

The bottom line is that the U.S. 
has few options. Its debt is soaring 
to levels that were unthinkable just 
a couple of years ago. It is truly 
shocking, but it keeps on spend-
ing. And it’s spending money that 
it does not have, so it has to keep 
borrowing more and more, and it 

won’t be able to pay these massive 
amounts back.

HOW THE PIPER WILL BE PAID
Just the interest on the debt 

is going to amount to over $500 
billion within the next five years. 
That’s more than the total deficit 
last year and it’ll amount to one 
third of all taxes collected. In other 
words, there won’t be much money 
left for everything else, which just 
means even more borrowing and 
greater deficits for as far as the eye 
can see.

Since default is out of the ques-
tion, the only way out of this situ-
ation will be ongoing weakness in 
the dollar and the inflation option, 
which is historically the old tried 
and true, least painful method of 
keeping it all together for as long 
as possible.

So we can assume that the dol-
lar will head lower in the years 
ahead.  And at the same time, gold 
and commodities will move sharply 
higher.

2010  AND  BEYOND 
These are the mega trends 

that’ve been in force for a decade 
and there’s no reason to believe this 
is going to change. As for stocks, 
they’ll likely continue rising as 
long as interest rates remain low. 
But the big moves are going to be 
in gold, the other precious metals, 
commodities and to a lesser degree, 
the currency markets.

For those who think gold is al-
ready too expensive consider this 
from our dear friend Ian McAvity and 
his great newsletter, Deliberations…

Gold is about 52% higher than 
it was at its January, 1980 peak. 
Meanwhile, the CPI, which is the 
consumer measure of inflation is 
177% higher, the money supply is 
464% higher and the stock market 
is nearly 900% higher. 

He notes, “I don’t think it un-
toward to suggest that gold is badly 
lagging a number of important 
yardsticks and at these levels it 
has some catching up to do.” We 
couldn’t agree more and this will  
likely happen in the year ahead, 
and beyond.

LOSER:
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U.S. & WORLD STOCK MARKETS  
New highs as year ends

Stocks rose further this month 
as the Dow Jones Industrials 
reached another new high for the 
move. The market is still looking 
good, but this could change as we 
enter the new year.

We’ll soon see, but like many of 
the other markets, stocks are tem-
porarily overbought. In other words, 
the rise since March has essentially 
been non-stop and it’s due for a rest 
(see Chart 2).

IMPRESSIVE RISE
That’s especially true consider-

ing the impressive strength of the 
rise. The S&P500, for instance, has 
soared 55% since then and it’s up 
18% so far this year. Nasdaq has 
gained 35% while many of the global 
stock markets have fared even bet-
ter, rising between 36% and 114%.

Following rises of this magnitude 
in any market, a downward correc-
tion is inevitable. Like a rubber band, 
the market gets stretched too far and 
it needs to bounce back. This is nor-
mal behavior but it won’t change the 
major trend, which is up.

For now, here’s what we’re 
watching...

If the downward corrections take 
the stock market indices down to 
near the levels shown on Chart 2, 
the corrections will be normal and 
healthy, which is what happened a 

to keep interest rates at zero for 
quite a while longer. Both of these 
factors provide a breeding ground for 
a further stock rise and it’ll help the 
economy get back on track.

That’s what the stock market has 
been telling us all along, since it 
leads the economy. And the market 
is still signaling that the global 
recovery will continue well into 
next year. As long as that’s the 
case, the major stock market trend 
will remain up and stocks are going 
higher once the corrections end.

BULLISH CONFIRMATION
One other important factor is that 

the Dow Theory confirmed this bull-
ishness when both the Dow Indus-
trials and the Dow Transportations 
closed at new highs for the move  
this month (see the Dow Industrials 
on Chart 3A). This confirms that 
the primary and secondary stock 
market trends are bullish. So it’s 
another positive sign, along with our 
own technical indicators, which are 
all telling us to stay with the market 
because, despite near-term correc-
tions, stocks are headed higher.

It’s also worth mentioning that 
Selling Pressure is hitting new lows. 
According to a Lowry’s study based 
on 76 years of history, a major 
stock market top has never formed 
without being preceded by rising 

- - - 15 Week Moving Average, key medium-term uptrend
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few months ago. The markets would 
then likely regroup before they con-
tinue on their upward path.

The fundamentals tend to rein-
force this scenario. Excess liquid-
ity is helping to boost many of the 
markets and stocks haven’t been an 
exception. Many feel the Fed is again 
fueling another bubble, and in many 
ways that’s true. The Fed is provid-
ing tons of money and it’s planning 

65 Week Moving 
Average is major 

trend at 8870
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selling pressure for at least several 
months. Here too, this is yet another 
indication of a continuation of this 
bull market. 

Chart 4 provides a good exam-
ple, illustrating the bottom line as 
it currently stands using the World 
Stock market index, a composite 
of 23 of the global stock markets, 
including the U.S.

Looking first at the top chart, you 
can see that the major trend is up 
for all of the world stock markets. 
It’ll remain up by staying above its 
65-week moving average, which 
identifies the major trend.

Many feel that the rise since 
March is a fake rise, similar to what 
happened in 1929-30 following the 
initial stock market crash of 1929. 
At that time, the market fell sharply 

in the Fall of 1929, it then rose 26% 
in early 1930 before dropping much 
further, hitting its ultimate bear 
market low in 1931.

TODAY DIFFERENT THAN 1929-30s
The main reason why we believe 

this is not a 1929-30 repeat is 
because of what the World’s (long-
term) leading indicator is telling us 
(see Chart 4C). Note that it’s rising 
and it still has plenty of room to 
rise further before it reaches the 
major high area, which coincides 
with important tops in the market. 
This tells us that stocks are headed 
higher and they still have a lot more 
upside potential.

Interestingly, all of the individual 
global stocks are indicating the 
same thing and so is the U.S. stock 
market. In fact, we went back and 
tested the 1929-30 rebound rise 
and the outcome was very differ-
ent to what we’re now seeing. Back 
then, this indicator shot up to the 
major high area and that’s the op-
posite of the current situation.

In the near-term, however, it’s 
another story. The leading (me-
dium-term) indicator shows that 
stocks are temporarily too high for 
the first time since the rise began in 
March (see Chart 4B). The market is 
overbought, it’s gone too far for the 
time being and it’s going to correct 
downward.

At this point, we obviously don’t 
know how far the market will decline 
in this downward correction. But 
even if it falls to its 65-week moving 
average in a steeper correction, the 
major trend will still be up.

On the Dow Industrials that 
would mean a 
decline to 8870 
is a possibility. 
This would pro-
vide a good buy-
ing opportunity 
if you haven’t yet 
entered the stock 
market, but not 
yet. Meanwhile, 
w e ’ d  r e c o m -
mend keeping 
the stocks you 

have and riding through the cor-
rection.

Despite what happens in the 
weeks ahead, and even if stocks do 
move higher in the year ahead, it’s 
also most important to recognize the 
truly big picture. What do we mean? 
Chart 5 sums it up in a nutshell.

CLEARLY A NOMINAL HIGH
Here you’ll see the Dow Indus-

trials in terms of the euro and gold 
since 1999. Note that both have 
been falling since then.

In other words, despite the 
Dow’s impressive rise since March, 
it’s been weaker than the euro and 
gold over the long haul. That is, 
the euro and gold have had greater 
percentage gains and they’ve been 
better investments. Looking at this 
from a global perspective, it’s a big 
deal.

International investors are losing 
money in the Dow. Cash in euros or 
gold have been better investments. 
That’s where the profits are and 
these markets will continue to at-
tract investors around the world as 
long as that’s the case.

That doesn’t mean you can’t 
make money in U.S. stocks. You 
can. But since 2000, gold has been 
better, with the euro coming in 
strong, which reinforces the im-
portance of diversification.  That is, 
don’t keep all of your eggs in one 
basket.

And it’s why we always say it’s 
vital to invest only in the stron-
gest U.S. stock sectors and in the 
strongest global stock markets. If 
not, you’ll be swimming against 
the tide.
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U.S. INTEREST RATES AND BONDS
Low rates needed for recovery
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The Fed was very clear again this 
month… Interest rates are going to 
stay low for a lot longer. As we’ve al-
ready seen, this will continue to have 
a wide range of repercussions.

LOW RATES: KEY TO GROWTH
Low interest rates are the fuel 

that makes everything run. And 
they’ve played a key role in turning 
the economy around. In just one 
year the economy has gone from 
the worst recession in 70 years to 
moderate growth, thanks in large 
part to interest rates that’ve been 
held near zero throughout this year. 
Globally, monetary officials have 
also spent $2 trillion to boost world 
growth and that’s obviously been a 
big help too.

Also important, low interest 
rates, and all this money, have been 
responsible for the boom in the 
stock market, commodities and pre-
cious metals. Low rates have been 
instrumental in driving the dollar 
lower and, therefore, the currencies 
higher. And they’ve been important 
in fueling the skyrocketing gold 
price. How so?

GOLD SHINES WHEN RATES LOW
Gold does not pay interest. It 

doesn’t have to. Gold is valuable 
in its own right, it represents real 
wealth and that’s been the case for 
thousands of years. Currencies, on 
the other hand, must pay interest to 
attract investors. But when a cur-
rency is barely paying interest, it’s 
directly competing with gold. 

So given a choice between gold or 
a paper currency that’s backed by 
a debt ridden economy, most inves-
tors will go for the gold and that’s 
what’s been happening.

At this point, we have to assume 
that if the Fed keeps interest rates 

near zero into 2010, we’ll continue 
seeing more of the same in the 
months ahead… that is, booming 
markets and an ongoing economic 
recovery.

A SOLID, SOUND RECOVERY?
We realize that many respected 

pros laugh at the idea that an eco-
nomic recovery is indeed underway. 
They feel it’s unreal, it’s based on 
unsound fundamentals and it’s 
not going to last. Had it not been 
for government intervention, the so 
called recovery would never have 
happened. Unemployment is wide-
spread and there’s no way that an 
economy can recover with so many 
people out of work, in default on 
their debt payments, and so on…

These arguments are valid, but 
they overlook the most important 
fact. Regardless of the reasons why, 
the economy is no longer contract-
ing. It is growing and while it’s still 
early, dozens of the markets, which 
consistently lead, are currently tell-
ing us that an ongoing recovery is 
far more probable than not.

Okay, we agree that this recovery 
is not built on a solid foundation but 
it is happening. We have to go with 

the current reality as it is and invest 
based on this reality, whether it’s 
perfect or not and despite the dreary 
unemployment picture.

Remember unemployment lags. 
It’s always the last area to show 
improvement because following a 
recession, especially one as steep 
and scary as the one last year, 
employers are cautious and they’re 
slow to start hiring again.

As the well known economist 
Nouriel Roubini points out, the last 
recession ended in November, 2001. 
Job losses, however, continued until 
June, 2003, which was more than a 
year and a half after the recession 
ended. It was the same story follow-
ing the recession in 1990-91 and it’s 
now happening again. So the fact 
that unemployment remains high 
at this point in the recovery is not 
unusual.

FED IN A DELICATE BALANCE
Returning to the Fed’s low inter-

est rate policy, it’s not going to be 
quick to jeopardize the progress 
that’s been made following last 
year’s nightmare meltdown.

In fact, the Fed is now probably 
more determined than ever after 
some of the recent numbers showed 
several areas in the economy still 
struggling. At one point, the T-Bill 
interest rate actually fell below zero. 
Coincidence? We don’t think so, but 
it’s totally incredible. If someone 
would’ve told us a couple of years ago 
that U.S. interest rates were going 
to fall to less than zero we wouldn’t 
have believed it, but they did.

Okay, but what about all the 
spending and debt that’s building 
up? Won’t that kill the recovery? It 
might, but more likely it’s going to 
eventually result in big inflation. 
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CURRENCIES
Bearish U.S. dollar due for a breather 
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money that isn’t there. So it will be 
created and this will fuel inflation. 
It’s cause and effect.

And once inflation starts picking 
up, it could quickly snowball. If so, 
interest rates will rise, whether the 
Fed likes it or not (see Chart 6).

LONG RATES LEADING
As we’ve often discussed, the 

magic number we’re watching is 
4.60% on the 30 year yield and 
it’s now getting close to that level. 
Should the yield rise and stay above 
4.60% it would be a major mile-
stone, signaling a change in the 
mega trend.  It would confirm that 
big inflation is coming and rates are 
going much higher. That would be 
further reinforced once the T-Bill 
rate rises and stays above .19%.

If this happens, bond prices will 
plunge and we’d recommend that 
bond holders sell (see Chart 7). 
Why? Because the last time this 
mega trend changed a few decades 
ago, bond prices plunged about 60% 
in the years that followed. So no mat-
ter how much bonds are paying, a 
drop anywhere near this magnitude 
is simply not worth riding through.

For now, the major long-term in-
terest rate trend is up but it’s been 
subtle. Rates could now go higher 
but we’ll soon see if this upmove 
proves to be significant. Eventually 

Maybe we’re wrong but so far, we 
haven’t yet seen solid evidence in-
dicating otherwise.

The deficit for 2009 was $1.42 
trillion, which was nearly $1 tril-
lion more than in 2008. Health 
care, the escalation in Afghanistan, 
prolonged economic stimulation… 
it’s all going to cost lots of money, 

it will, but this may not happen real 
soon. Note that a possible two year 
head and shoulders bottom may be 
forming, but it will take time to form 
the right shoulder (see Chart 8A , 
RS).  When it does change, however, 
we’ll want to jump onboard and 
profit from the rise in rates. Stay 
tuned and we’ll keep you posted.

The U.S. dollar hit yet another 
new low this month. The currencies 
rose, reaching new highs and these 
ongoing trends are set to continue, 
probably well into next year.

DOLLAR  STABILIZING
Recently, however, the dollar 

has been stabilizing near the lows. 
This is unusual because, despite its 
recent volatility, gold has been soar-
ing, and gold and the dollar gener-
ally move in opposite directions. But 
the key word here is generally.

There are times when gold goes 
its own way. In other words, some-
times there is a disconnect. During 

these disconnect times, gold rises 
based on its own power and not just 
because the dollar is falling. That’s 
what’s been happening.

This could continue for a while, 
but it’s unlikely to last for long. 
Eventually these two markets will 
get back into synch, and gold and 
the dollar will again move in oppo-
site directions. But the next trend 
direction could end up surprising 
investors.

For now, gold has risen far 
and fast over the past couple of 
months. That doesn’t mean it can’t 
go higher. It can. But as you’ll see 
in this month’s Metals section, the 

current rise is nearing maturity. 
That is, gold will probably take a 
breather within the next month or 
so and the dollar could bounce up, 
which would be completely normal. 
Plus, we’re seeing other straws in 
the wind reinforcing this.

LOW  RATES  BAD  FOR  DOLLAR
This month, for instance, the Fed 

made it clear that it’s going to leave 
interest rates at these very low levels 
for a long time. One Fed President 
suggested until 2012. The Fed also 
said the dollar’s decline has been 
orderly, signaling it’s not going to 
stop it.
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Normally, this would drive the 
dollar sharply lower and it did hit 
a 15 month low, but then it started 
stabilizing. Interestingly, the dol-
lar is also currently oversold. That 
means it’s fallen too far for the time 
being and the dollar is due for a 
rebound rise. This will likely hap-
pen at the same time gold takes a 
breather. 

So based on our technical indica-
tors, these markets will likely soon 
be moving in opposite directions 
again as the dollar moves higher 
and gold declines in normal correc-
tions. This will not change the major 

trends, however, which remain up 
for gold and down for the dollar.

U.S. DOLLAR: The new carry trade
Keep in mind, the dollar’s funda-

mentals grow more bearish by the 
day and our own leading indicators 
show that the dollar is headed much 
lower, as we explained last month. 
If that’s the case, then what could 
drive the dollar higher say in early 
2010?

Our guess is the carry trade… 
What’s that? To refresh your mem-
ories and for the benefit of new 
subscribers, the carry trade is 
when traders buy or borrow a 
weak, low interest rate currency 
and then they use it to buy other 
investments, or exchange it for a 
currency that’s stronger and pay-
ing a higher interest rate (like the 
Australian dollar).

That’s what happened to the 
Japanese yen. It’s been the carry 
trade currency of choice for the past 
few years. The main reason why is 
because of its super low interest 
rates, which have been zero during 
that time.

This has driven the yen to higher 
levels. It’s currently at an almost 
15 year high, making it more unat-
tractive for traders, despite its low 
interest rates (see Chart 9).

So the new carry trade currency 
is becoming the U.S. dollar, and 
why not? Interest rates are near 
zero. In fact, this month the cost of 
borrowing in dollars fell below the 
yen rate for the first time in over 
16 years. And with the dollar much 
weaker than the yen, that makes it 
attractive to borrow and use in the 
carry trade.

All of this carry trade action will 
likely put upward pressure on the 
dollar. Also don’t forget that the dol-
lar was viewed as the safe haven cur-
rency during the crisis last year.
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METALS, NATURAL RESOURCES & ENERGY
Gold reached a record $1200

CHART 13 
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If another crisis were to surprise 
on the world stage, like the Dubai 
debt scare, then the dollar would 
likely rise on that news as well or 
something else along these lines 
could push the dollar higher.

The point is, we’re not sure what 
the reason might be but there are 
several triggers brewing that could 
be “the cause” for an upward re-
bound in the dollar as we enter the 
new year.

CURRENCIES: Time for a breather
If that happens, the major cur-

rencies will obviously correct down-
ward (see Chart 10). They’ve all had 
impressive rises this year and these 
rises have a lot further to run, at 
least that’s what the euro’s leading 
(long-term) indicator is telling us 
(see Chart 11C).

As you can see, it has plenty 
of room to rise further before it 
reaches the major high area. This 
means the currencies could rise 

much further. Here too, 
however, since they’ve 
already risen far and fast, 
a downward correction 
would be normal. But as 
long as the currencies 
stay above their moving 
averages listed on Chart 
10 during any near-term 
weakness, these markets 
will remain very strong, 
signaling they’re going 
higher once the correc-
tions are over, and they’ll 
probably last about a month or so.

Our best performing #1 cur-
rency continues to be the Austra-
lian dollar. It has everything going 
for it… a strong economy, it’s rich 
in commodities, rising gold, growing 
exports to China and especially high 
interest rates (see Chart 12).

After raising its interest rates for 
a third time this month, you can see 
that Australian interest rates are 
now about 3½% higher than rates 

in other countries. 
This makes it super 
attractive, which will 
keep a solid founda-
tion under the Aussie 
for a long time.

The other curren-
cies are looking good 
too. The Swiss franc, 
for instance, recently 
reached par against 
the dollar. The Cana-
dian dollar remains 
strong, propelled by 

rising energy and commodity prices. 
Plus, the Russians now want to add 
this currency to their reserves. The 
euro reflects improving economies 
and that’s pretty much the case 
across the board.

For now, we’d wait to buy new 
currency positions, ideally on up-
coming weakness and at a better 
price. But keep the currencies 
you’re currently holding as the ma-
jor trends are in your favor.

Gold took the spotlight this month 
as it soared above the $1200 level, 
in probably the best monthly gain in 
a decade, reaching a record high on 
the eve of Thanksgiving. Gold is flex-
ing its muscles as it also rose to new 
highs in other currencies, in spite of 
their strength compared to the weak 
dollar (see Chart 13).

Gold has been much stronger 
than the dollar has been weak, 
which is very bullish. At just this 
time last year, gold was skidding to 
its $705 low. And who would have 
imagined a $1200 gold price one 
year later?  Gold has risen 40% from 
its April low to its recent November 
high, while the dollar index is down 
9.40%. This clearly shows you gold’s 
strength. The currencies have taken 
a back seat.

But as strong as gold is, it hasn’t 
been as strong as some of the oth-
ers this year. For example, oil is 
up 52%, copper 114%, silver 50%, 
palladium 88%, platinum 50% and 

lead is up 117%. You can see what 
we mean... gold is great but it’s 
poised to rise much more, on its 
way to super strength.

WHY GOLD IS TODAY’S ASSET OF 
CHOICE

Many people are shaking their 
heads wondering why gold is rising 
so much. We’ve had several ask us 
this question recently, and here are 
some of the reasons why...

3Near zero interest rates in the 
U.S. and in many coun-
tries provides a clearly 
bullish environment 
for gold because you’re 
receiving practically 
nothing to hold dol-
lars or euros. That is, 
gold is not competing 
with lost opportunity 
income (interest). And 
during these uncertain 
times, gold is viewed as 
a safe haven and store 

of value.
3Increased government spend-

ing is also a plus for gold. When 
you think that of all the gold ever 
mined in the world (a cost today 
of $5 trillion) is only half of what 
the government has thrown at the 
economy in the last 12 months, 
it clearly illustrates  the financial 
imbalances.

3The gold market is small com-
pared to other sectors; it’s much 
smaller than the oil and gas sector 

(see Chart 14). Yet 
it’s been the asset of 
choice throughout 
history during times 
of financial crises. 
During the Great De-
pression, for example, 
the U.S. government 
bought all the gold it 
could and made it il-
legal to own it. After 
WWII, the Bretton 
Woods Agreement 
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CHART   14
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currently holding without 
running up the gold price.

3Gold is a hedge against 
a weak dollar and inflation. 
Bernanke’s policy is bullish 
for gold, which is another rea-
son why demand is growing 
to own something tangible. 
And it’s not just the central 
banks.  Investor demand for 
gold is growing with each 
passing year. 

You can clearly see this 
with gold’s ETF (GLD). In just 

five years, GLD has attained more 
gold than China has. This gold ETF 
has 1114 metric tons, or over $40 
billion dollars worth of gold under its 
domain, while other gold ETFs have 
around $10 billion.

Even with all of this investor de-
mand for gold, the American public 
is still not invested. They are slowly 
changing but the anti-gold brain-
washing over the years takes time 
to change. U.S. investors who are 
buying worry if GLD’s gold will be 
confiscated, or if the gold is really 
in safekeeping.

Our best answer to this is… since 
we will never know with certainty, it’s 
best to diversify. Buy gold and silver 
coins, and keep part of your metals 
position in exchange traded funds. 
When you want to sell some of your 
position, then sell your ETFs first.

On the contrary, China is on 
the path to accumulate the world’s 
gold and raw materials. They’re the 
world’s largest gold producer, they’re 
keeping all of their gold for them-
selves, and they’ve been encouraging 
their citizens to buy gold.

STRONGER PHASE OF                
BULL MARKET

When gold hit a record high last 
September, it confirmed the start 
of a new era… a stronger bull mar-
ket phase began. You’ll remember 
that gold reached an eight year low 
a year ago. This recurring pattern 
shows that following this low, a 
stronger bull market evolves in the 
years that follow. This means we 
could see an even more bullish gold 
rise for another five years or so.

Gold is at a milestone. There 
have been some key milestones over 
the last nine years. A big one was 

when gold broke clearly above $500 
in 2005, then $850, the 1980 high, 
was another one, and more recently 
when gold broke above $1000 this 
year. Yes, gold is gaining status and 
attention as the bull becomes more 
powerful.

GOLD TIMING
The intermediate rises in the bull 

market are the most telling. A strong 
rise is the one that calls attention 
to the bull market because it’s the 
rise that reaches record highs. This 
is what just happened last month 
when gold hit a record close of 
$1218 in a rise we call C. 

Chart 15 shows this best. “C” 
rises are the strongest intermediate 
rises in a bull market. When a C 

established the gold standard and 
the U.S. dollar was pegged at $35 
an ounce.

The point is, gold is money and 
the simple fact that there is not 
that much gold available assures 
a higher price. Just for the U.S. to 
back up its monetary supply with 
gold, for instance, gold would have 
to rise to about $6,000 an ounce.

3The central bankers of the 
world are appreciating gold for the 
first time in several decades. They 
have started a new era by joining 
a new gold rush as they are buy-
ing more gold than they’re selling. 
Countries are looking to raise the 
gold to paper ratio in their reserves. 
Japan, China, India and Russia 
have the lowest, but all four would 
like to double the percentage they’re 

C

2006

2008
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rise is strong, it reinforces the bull 
market as it did last month. Gold 
reached our $1200 target so far and 
while this may be the peak price for 
the current C rise, we still need to 
see more.

As we mentioned last month, 
gold had two powerful C rises in 
2005-06 and 2007-08 when gold 
gained over 55% in each of these 
two rises (see prior Cs on the gold 
price above). The current C rise is 
similarly powerful but its 40% rise, 
while wonderful, did not reach the 
55% level. 

Okay, we know we’re picking it 
apart but interestingly, there is 
still a possibility that a final up-
burst is possible before the C rise 
is over. Note that the leading (me-
dium-term) indicator (LI-MT),  (15B) 
previously formed a double C 
peak before the rise was over. 
That second peak coincided 
with a final upthrusting rise in 
the gold price. Plus, the lead-
ing (long-term) indicator (LI-LT) 
(lower Chart 15C) formed a C 
peak, together with the gold 
price and the second C peak in 
the medium-term indicator.

This means we have lots to 
watch. The LI-LT is still rising 
and it has room to rise further. 
The LI-MT still has the possibil-
ity of forming a double top while 
the gold price itself will remain 
in an almost eight month C rise 
by staying above $1100.

So let’s keep an eye on gold. If 
the C rise is over, so be it.  It was 
a great one. But if it still has one 
more leg left in the rise, it could 
possibly carry into 2010, just as 
the other two did. In that case 
we could see $1300-$1350 gold 
before the C rise is over.

Most important to under-

stand, the rise is near maturity. If 
you want to take some profits in 
gold, silver and gold shares, now 
is the time to do it knowing that 
the major trend is up and that core 
positions must always stay in the 
stable. Gold and this whole sector 
have great potential to rise to unbe-
lievable levels in the years ahead.

SILVER: Following gold
Silver has had a great rise this 

year, gaining 50%.  Better yet, it’s 
gained 119% since its November 08 
low (more than gold’s 72% gain), an 
impressive rise as it approaches its 
2008 high (see Chart 16A). Once 
this high at $20.78 is surpassed, sil-
ver will have erased all of last year’s 
losses. It practically has already.

Silver is very cheap versus gold 
and it’s a much smaller market… 
21 times smaller than the gold 
market… currently at a $9 billion 
market capitalization. There are, for 
example, over 200 companies in the 
S&P500 with a market cap larger 
than all of the silver producers.

This makes it a potentially explo-
sive market, especially as the global 
economy continues to grow. This is 
the key. Silver moves with gold, but 
it tends to outperform gold during 
strong economic times.

Chart 16A shows silver’s strong 

uptrend and a solid bull market is 
underway above $13.70. Its leading 
indicator is also bullish with plenty 
of room to rise further.

GOLD SHARES: Similar
Gold shares are similar to silver. 

They too have had an impressive 
rise, up nearly 200% since last No-
vember. And they’re approaching 
their 2008 high level (see Chart 17). 
If gold shares and silver break these 
highs soon, it will likely coincide 
with the last upthrust in gold’s C 
rise. Meanwhile, gold shares are 
very strong and the major trend is 
up with the XAU index above 140.

COMMODITIES: A portfolio must
Low interest rates around the 

world and global liquidity were 
the main reasons why commodi-
ties burst upward in 2003. Gold 
led the way by starting its ascent 
in 2001, but demand was growing 
for all materials needed to build. 
This environment was the breeding 
ground for the global real estate and 
commodity boom.

In spite of the financial meltdown, 
mortgage defaults and falling real 
estate prices since last year, the 
world is once again in a similar en-
vironment. Low interest rates in a 
world swimming in liquidity makes 
a strong case for real estate and con-

struction to continue growing.
Keep in mind, the subprime 

mortgage crisis was not a world-
wide phenomenon. It occurred 
in the U.S., England, Europe 
and several other countries but 
the emerging countries were 
not part of it. The world slowed 
down sharply as a result but 
countries like China, India and 
Brazil are growing and they’re 
leading the others out of the 
slump.

China has been buying up 
bargains this past year. We 
have strongly felt that 2009 
was a year for bargains, but we 
also believe that 2010 will con-
tinue to provide good invest-
ments. China’s demand for raw 
materials and energy continue 
to be more than what they 
produce. This means countries 
that produce crude and raw 
materials will continue to ben-
efit from this going forward… 
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countries like Canada, Australia, 
Brazil, Chile and Mexico.

While the world will continue to 
be affected by the U.S., the emerg-
ing economies have a lot of power. 
The GDP of the emerging markets 
as a whole is now larger than the 
U.S.’s and this ongoing growth will 
keep demand for commodities up.

Today you have the developed 
world stimulating their econo-
mies with record liquidity and low 
interest rates,  which is planned to 
continue in the U.S. well into 2010.   
But the emerging countries will 
continue to grow and build within 
this easy environment.

Chart 18A shows the big picture 
of the CRB commodity index in a 
multi-decade rise since the 1970s. 
The leading indicator (B) shows 
that the rise this year is just the 
start of a bull market, in spite of 
the rise that has already occurred 
since 2003. It’s moving up from a 
clear oversold area and it has plenty 
of room to rise further. This coin-
cides with the fundamentals for the 
emerging economies. 

COMMODITIES ARE DIFFERENT 
We all know that commodities 

are fundamentally different from 
stocks and bonds, but the folks at 
Ned Davis Research (www.ndr.com) 
explained it best…

Stocks and bonds represent the 
success (or failure) of the companies 
that sell goods and services; stocks 
are an ownership in the company 
while a bond is a loan with condi-
tions for repayment. Commodities 
are the basic building blocks of the 
economy.

They each respond differently to 
changing macro forces. Stocks are 
best in an inflation free growing 
economic environment. With bonds, 
any decrease in the pur-
chasing power of future 
payments (as inflation 
will do) causes bonds 
to decline. Commodities 
are different because 
they are in higher de-
mand when more goods 
are being produced. 

As we’ve been saying 
over the years, a demand 
based commodity rise is 
the most powerful, which 
is what we have today. 
This is the core differ-
ence between today’s 
rise and the commodity 
boom in the 1970s. In 
those days, inflation and 
a weak dollar were the 
main culprits.

ENERGY  AND           
RESOURCE

Crude oil, copper, the 
base metals and most 
commodities had a great 

run up this year (see Chart 19). 
In spite of these impressive rises, 
oil and copper are the examples 
showing that the rises have only 
just begun (see Charts 20 and 21).  
Note that oil’s leading indicator is 
rising from a bombed out level with 
room to rise much further.

This doesn’t mean a short-term 
correction won’t happen. It will and 
it’s already been happening with 
oil. Oil is vulnerable below $74 but 
copper is very strong above $2.95.  
Both of these markets, however, 
will remain in solid major uptrends 
above $63 and $2.30.
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OVERALL   PORTFOLIO  RECOMMENDATION 

      It’s been a good year.  Most of our recommended investments have done 
very well, with gold topping off the year by soaring above $1200.  Since most of 
these strong markets have risen far and fast this year, don’t be surprised if we 
see some near-term weakness coming up.  This would apply to the metals related 
investments, stocks and currencies, and it would be normal.  By all indications, 
the major trends, however, will remain bullish and we recommend keeping your 
basic positions, but we are selling a few of the weaker exceptions (see below).

STOCK  MARKET  RECOMMENDATION
     Stocks rose further this month.  Several of the stock market indices reached 
new highs for the move and the market is still looking good.  That is, it’s likely 
headed higher in the months and possibly year ahead.  For now, however, the 
stock market is temporarily overbought and it’s due for a normal downward cor-
rection following its rise since March.  But as long as the Dow Industrials stays 
above 8870 during any weakness, the major trend will remain up.  We recommend 
keeping the stocks you have but sell the Turkish Investment fund (TKF).  Wait 
to buy new positions on weakness.  Traders may want to take some profits.

PRECIOUS  METALS, ENERGY, RESOURCE  & THEIR  SHARES  RECOMMENDATION
Gold soared this month, taking the spotlight as it surged above $1200.  It 

remains very strong and even though the current rise is near maturity, it could 
still go higher by staying above $1100.

Silver is super strong and so are gold shares.  They all have room to rise 
further into next year, but downward corrections first would not be unusual.  
The same is true of oil and copper, as well as our energy and resource shares.  
This will likely coincide with a rebound in the U.S. dollar.  

If you want to take some profits in gold, silver, gold shares or the metals 
related sector in general, now is the time to do it, knowing that the major trends 
are up and you clearly want to keep your core positions.  Gold and this entire 
sector have great potential to rise to unbelievable levels in the years ahead.

For now, however, we recommend selling GoldCorp (GG), Agnico Eagle 
(AEM), Kinross (KGC), and Transocean (RIG). 

INTEREST  RATE  &  BOND  RECOMMENDATION
The Fed was very clear again this month... Interest rates are going to stay 

low for a lot longer.  Long-term interest rates are another story.  They’re rising 
and the major trend is up.  We’re still watching 4.60% on the 30 year yield.  
Above that level would signal a mega trend change, much higher rates, big 
inflation in the future, and plunging bond prices.  It hasn’t happened yet but the 
30 year yield is getting closer, so stay tuned.  If you have bonds, keep them, 
but don’t trade one way or the other for now.

CURRENCIES  RECOMMENDATION
The U.S. dollar hit another new 15 month low, but recently it’s been stabilizing.  

The currencies reached new highs and these ongoing trends are set to continue  
well into next year.  But like stocks, these markets are due for normal correc-
tions.  That is the dollar will likely rebound as the currencies correct downward 
before they move significantly higher.  Keep the currencies you have but wait 
to buy new positions, ideally on upcoming weakness.  

OUR OPEN POSITIONS 
GOLD & SILVER ETFs  AND SHARES

SPDR Gold Shares GLD-NYSE 
iShares Comex Gold IAU-AMEX 
Silver Wheaton  SLW-NYSE
Eldorado Gold  EGO-AMEX 
Iamgold  IAG-NYSE
Central Gold Trust GTU-NYSE
Central Fd of Can CEF-AMEX
iShares Silver Trust SLV-AMEX 
Mkt Vectors ETF  GDX-AMEX

U.S. & GLOBAL STOCKS
SPDR Consumer Dis  XLY-NYSEArca 
iShares S&P Tech  IGM-NYSEArca 
Dow Diamonds DIA-NYSEArca 
iShares S&P Glbl Tech  IXN-NYSEArca
iShares Mexico  EWW-NYSEArca
Templeton Emg Mkts  EMF-NYSE
iShares BRIC  BKF-NYSEArca 
Nasdaq ETF  QQQQ-Nasdaq 
Prshrs Dynamic Soft  PSJ-NYSEArca
iShares Malaysia  EWM-NYSEArca 

RESOURCE & ENERGY SHARES
BHP Billiton BHP-NYSE
RioTinto  RTP-NYSE 
Freeport McMoran FCX-NYSE
iShares Tr Glbl En IXC-NYSEArca
Diamond Offshore DO-NYSE 
Suncor Energy SU-NYSE 
 

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

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

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

20%  U.S. & global 
stocks or ETFs

15%  Energy & 
resource stocks

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


