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Gold Is Doing Well ... Too Well?
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published February 2. Thebullionandtheminingstockshave  Those pesky U.S. dollarsaregoing
al beendoing quitewell lately. Gold  to cometotheforeinthismarket. It

put in a high at the $550 level in st somuch that thedollar isgoing
December, and it corrected back to  to fall, but that many countries are

$500jU§ before Christmas. smply accumulatingtoo many of them
: . andthey needtodiversify elsewhere.
* If we get acorrection signal | was concerned that we might seea  Commodities- andiin particular, gold
for gold, what should you double top form asit rallied back to  and silver - will benefit.
do? $550 thismonth. However, it appears

Page 2 | that we needn’t be concerned since | expect another quarter point interest

$550 offered littleresistance. Sofar, raehikeat Greengpan’sfina meeting
sogood for goldthusfarin2006. Itis  on January 31 and one more at
marching alongto multi-yeer highs. Bernanke sfirst meetingonMarch 28.
He will want to signal that he is
Therearesomeinterestingfundamental  maintaining current policy soasnotto
reasonssurfacing that supporttherise  ypset themarketswith hisnew tenure.
ingold. Mainly, central banks- many
of which sold most of their gO'd inthe The U.S. interest rate edge is
90's- arenow divers fyl ng out of U.S. dissolvi ng, hovvever, asother centra
dollar reserves and back into gold.  panks around the world raise their
China, inparticular, iswoefully lightin  rates. Thedollar isgoing lower, but
their gold reserves. By someestimates,  not in the fashion it displayed on
they need to purchase 2,000t0 3,000  January 3whenthedollar index took
tons. They may well requireanentire  ghit for 1.39 points. That wasstiff.
year'sglobal production. U.S. policy is comfortable with a
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Gold/XAU - Short Term with MACD

ThlstrendIlnefromtheMaybuypomt(peak|ntherat|o) -
will offer upsideresistance. |f theratio movesback up to -
thetrend line, adecent buying oppor tunity will develop. 5:

level is the
extreme, and it's
definitely a sell
signal. Never-
theless, 3.75
should raisesome
caution since the
ratio turned up
from there in the
past, but we need

MACD (M oving Average Convergence Divergence) ?015
i Usually will givetwo signalsat impor tant turning points. - -ox
Second signal s
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of our gold stocks,

weaker dollar, butinan orderly fashion.
No panicsare alowed - just a decent,
orderly lynching.

The gold/XAU ratio is designed to
measure whether the mining stocksare
getting too far ahead or behind the
bullion. Last spring, | wrote areport
cdled“ Gold Timing With Simplicity” in
which | discussed the parameters that
indicated when gold stocks were too
cheapinreationtobullion. InMay, the
ratio wasover 5.00 - ascreaming buy.

Thereport went onto outlinesomeways
to fine-tune the approach with MACD
and the RSI Oscillator. Thewisdom of
buying whentheratiowasover 5.00is
proven by recent new highsinbullionand
inthe stocks. However, when | wrote
that piece, | wasinterestedin buyingand
only included acursory discussion of the
readingsthat would lead usto sell.

Inthereport, | posted 3.75 asthelevel
in the ratio where one would begin
looking for asell signa. Asyou cansee
onthelongterm chart of thegold/XAU
ratio (Page 1), although theratio turned
from approximately thislevel in 1999,
2002, and 2003, more seriouslow (sell)
levelshaveoccurredin the past.

Becausethe XAU didn't exist earlier, we
can only go back to 1984 inthe midst of
thebear market off the 1980 highto study
past behavior. You can seethat the 3.20

especidly inabull market.

My takeisthat 3.75isayellow flag. It
definitely istdlingyouthatitistoolateto
buy. The oddsarethat youwill find a
better placeto buy if you are patient.

If theratiofalsto 3.20, it will betimeto
take some serious money out of this
market. That timeisnot uponusyet.

Thetrending techniques| presentedin
the original Simplicity report are
important here aswell. For example,
MACD hasmanaged afirst sgnd. That
Isnot enoughto aert usto acorrection,
but asecond MACD signd (asdescribed
inthereport) would be.

If weget acorrectionsignd, what should
you do? First, hold what you haveand
usethecorrectionto add toyour positions
at our buy prices. | annot adjustingthe
downside buy pricesfor our buy-and-
hold stocksyet asitissimply too early
for that. Thoseonthelist aregood for
now. When conditionswarrant achange,
| will updatethem.

| don’'t see any indication that a
correction at thistimewill besevere, but
themining stocksarevolatile. Stay the
course. Hold what you have and be
patient. To paraphrase JesseLivermore,
itishardto St tight whenyou areright.

Thegold market will haveitswiggles.
Although theratio iswarning usto be

cautiousabout new buying here, wewill
not seethismarket top out until theratio
hits3.20.

Our energy forecaster is still probing
higher. Crudeoil isdoingfine; but with
theunusudly mild weether wearehaving,
crude may well trade sideways in a
trading rangeuntil thewesther turnsnasty
again. Natura gashasfdlento8.80bass
theApril futures—again, dueto themild
weather. My experience is that the
westher tendsto changerather suddenly,
andwinter isfar fromover yet.

Theenergy stockshave cooled off abit,
and some are nudging back toward our
buy prices. In particular, Paramount
(PMT.UN-T SX-$22.00) iscloseto our
buy price. If | wereto buy something
today, thiswould beit.

The stock market hasfound new life. |
don’t think that anything is al that
different, though. The key here is
liquidity. Although the Fed has been
raising rates, they have not been stingy
at thespigot. Money supply growth has
been accd erating dynamically.

It'sinteresting - higher interest rates, but
plenty of liquidity? Well, those new
dollars are finding their way into the
metads, andthey arefindingtheir way into
the bond market. The long bond has
been doingwell snceour last buy signdl.

Money supply (M2) has been
accelerating dynamicaly since October,
andthoseextradollarsseemtobefinding
ahomein the stock market also. Our
Rydex programsare both long, aswell
as the Nasdaq Slow Tracker and our
experimental Paliomodel. | amnot a
stock market optimist; but onatechnical
basis, themarket lookshigher. How long
or how far the averages can run isthe
guestion. Thebest answer istosimply
stay with our tradesuntil the model stell
usto moveout.



