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Technical observations of RossClark@shaw.ca

Gold and Related Indices
Gold and related mining shares have a record of being one of the best performing asset classes in a
post credit bubble environment. This was particularly evident in the past few months. Not only has
gold rallied verses the equity markets and currencies, but also significantly against all commodities
since last summer. However, nothing moves in a straight line. A pause appears to be in order.
The gold/commodity chart shows the magnitude of the recent move.

A longer term perspective is available by viewing the following chart of gold and oil. The Gold/Oil
ratio has been in a well defined downward sloping channel for over fifty years. The past eight months
has seen both sides tested. Last spring the ratio bottomed at the lower support line just under 6.50 and
last month it topped at the upper resistance line at 26. The ratio sits at 19.57 as of March 9th and we
anticipate support in the 16 to 18 range.
The implosion of last great credit bubble saw two spikes in the ratio, the first over 50 and then 80 in
1932 and 1933. Don’t rule out such a possibility in the next few years.
This provides an optimum environment for the gold miners as the operating expenses decline while the
value of the bullion moves higher.
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The megaphone pattern in bullion continues to develop along the style of 2002 and 1994. Last week’s
$40 rally opportunity for nimble traders has come and gone. We should now look for a decline below
the breakout line before a more lasting base is established. As noted last week, a bullish divergence
verses the stocks (i.e. a lower low in gold combined with a higher low in the related indices) would
identify such a low. An RSI(14) reading in the low 30’s would add to the conviction that a bottom is
in the making.
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Previous megaphone patterns in Gold

Economic Confidence Model
The 8.6 year Economic Confidence Model peaked February 2007 with the credit spreads. Over a
decade ago we discovered that the 8.6 year cycle and its 1/8th subsets exerted a reliable force in the
gold market. Strength is generally seen in the month leading up to the date and weakness occurs in
the ensuing weeks. In the past twenty years there were only four times that it failed to rally ahead of
the date and one that failed to see a period of weakness afterwards. The action is particularly
pronounced in the mining stocks. The next date in the model is April 19, 2009 so any deep
correction this month should be looked at as a buying opportunity.

The XAU, HUI and TSX Gold Mining indices have doubled from the October 2008 lows. However,
the ratios relative to bullion show that there is still plenty of room to appreciate. The XAU/Gold
(currently 0.12) shows resistance 60% above here around 0.20.
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The opinions in this report are solely those of the author. The information herein was obtained from various sources; however we do not
guarantee its accuracy or completeness. This research report is prepared for general circulation and is circulated for general information
only. It does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who
may receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.
Investors should note that income from such securities, if any, may fluctuate and that each security’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance.
Neither the information nor any opinion expressed constitutes an offer to buy or sell any securities or options or futures contracts. Foreign
currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In
addition, investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume
currency risk.
Moreover, from time to time, members of the Institutional Advisors team may be long or short positions discussed in our publications.
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