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The January E!ect

When Fed chairman Ben Bernanke 
announced on January 25th that the 
Fed intended to keep interest rates 
at their current low level (Under 1%) 
until late 2014, markets responded 
immediately by turning around a lo-
sing session and carrying stocks up 
sharply. Bernanke once again stated 
that the Fed stands ready to conduct 
more asset purchases (Quantitative 
Easing) if in!ation remains under its 

Unrelated to the Fed’s late January 
message, stock markets responded 
to positive economic news by rising 
signi"cantly during the "rst mon-
th of this year. This begs the ques-
tion; how important is the “January 
E#ect”? First, an explanation of this 
phenomenon: The January E#ect 
refers to a general increase in stock 
market levels during the "rst mon-
th of the year. The rally is generally 

long-term target and if the economy 
is not growing quickly enough. 
Alliance Direct has been anticipating 
additional Quantitative Easing “QE3” 
as a move that would no doubt fuel a 
stock market rally that would bene"t 
the incumbent president in this im-
portant election year. We maintain 
our bullish stance on stock market 
activity during 2012, with a special 
focus on virtually the entire range 

of commodities in light of the we-
akness in the U.S. dollar and the 
strong demand for metals, energy 
and other commodities by many of 
the world’s emerging economies.   

interpreted as a rebound from lower 
prices caused by year-end tax-loss 
selling during December. Then, of 
course, there is the “January Barome-
ter”, a theory that the movement of 
the S&P 500 during January porten-
ds the stock market’s primary trend 
for the year; “If the S&P 500 is up at 
the end of January compared to the 
beginning of the month, expect the 
stock market to rise during the rest 

of the year.” Unfortunately, few such 
stock market adages are dependa-
ble as precursors of future market 
direction. Predicting the future re-
garding stock market behaviour is 
fraught with risks.

There is one indicator that has been 
fairly accurate over the years: the 
performance of the S&P 500 Index 
during election years. Since1928. 
There have been only 3 of the past 
21 election years in which the S&P 
500 had a negative return. Intuiti-
vely, this does make some sense, 
since incumbent U.S. presidents can 
obviously try to lift the spirits of the 
populace by attempting to positi-
vely in!uence stock market perfor-
mance. Announcing more “Quanti-
tative Easing” in the months ahead 
would be one logical way for this to 
occur.

1350

1325

1300

1275

1250

1225

1200

1175

1150

1125

1100

1075

1314.72

1259.77

1234.05

23-Jan-2012  2:04pm
$SPX (S&P 500 Large Cap Index 

Open 1315.29 High 1322.28 Low 1309.89 Last 1314.72 Chg-0.66 (-0.05%)

Apr Jun Jul Aug Sep Oct Nov Dec 2012Feb Mar May

$SPX (Weekly) 1314.72 
MA(30)1234.05
MA(10)1259.77



Is Perth, Australia sitting on a gold mine?

Gold & Silver rally o! late 2011 correction 

While the general market performed 
strongly in the "rst month of the year, 
it remains to be seen if this trend will 
continue through 2012. This being 
an election year, we are optimistic 
that markets will perform much bet-
ter than they did in 2011. Indeed, if 
decisive action is taken by the Euro 
countries to edge back from the pre-
cipice of a credit crisis and foster eco-
nomic recovery, we would expect to 
see a much more bullish global stock 
market. The general investor mood 
has improved dramatically in recent 
months, carrying the S&P 500 stea-
dily higher since early October. The 
volatility index “VIX” has fallen to its 
most bullish level since last July as 

Documents submitted to the West 
Australian Department of Mines re-
veal that Chinese Government-con-
trolled HD Mining and Investment 
has applied for a mineral exploration 
licence over about 150sqkm of the 

general market fear and anxiety have 
given way to optimism. Alliance Di-
rect  believes that we are increasin-
gly seeing a return of a sustainable 
“risk-on” period.

Encouragingly, the world-leading 
U.S. economy continues to show 
signs of recovery that could actually 
begin to accelerate in coming quar-
ters – there has been a steady !ow 
of good news since last September. 
Also, the Chinese appear to have 
removed the spectre of runaway in-
!ation and they are now loosening 
policy in order to spur economic ac-
tivity. In!ation in India has not been 
tamed so easily, so the RBI (Reserve 

Bank of India) cannot loosen the 
reins quite yet. Macroeconomic ma-
nagement by the RBI is more di$cult 
than in China, where major changes 
in interest rates and bank behaviour 
can be e#ected on the spur of the 
moment. Nevertheless, we are cau-
tiously optimistic that the slowdown 
in the Indian economy will bottom 
around midyear and that economic 
growth will ultimately exceed 6% on 
average for 2012. 

We remain decidedly bullish on the 
outlook for global stock market per-
formance through 2012.

City of Perth metropolitan area.

HD Mining and Investment states 
that historical records indicated the-
re was gold in the eastern regions of 
the city. The Chinese Government-

controlled company seeks explora-
tion licences for Perth Airport, sec-
tions of the Swan River, two national 
parks and several suburban areas. 

West Australian Mining Minister 
Norman Moore informed the com-
pany that its proposal would face 
intense scrutiny:  “Anyone can apply 
for a mining exploration licence but 
whether they get it or not is another 
thing,” Mr. Moore told The West Aus-
tralian.

While the chances of these explora-
tion licenses being awarded appear 
slim, this does serve to illustrate the 
aggressiveness and determination 
of gold exploration companies in 
the current environment of lofty 
gold prices.

Since marking its intraday correction 
low of $1,523.90 on December 29th, 
gold bullion has rallied more than 
$200 or over 14% during the month 
of January. This explosive move (see 
3-month chart of Spot Gold with Re-
lative Strength Index “RSI”) may have 
taken gold to an overbought level 
in the very short term before con-
tinuing the uptrend towards, and 
probably through, last year’s record 
high. Alliance Direct  would view any 
temporary softness as an opportune 
time to buy in anticipation of subs-

tantially higher prices in the months 
ahead.  

Characteristically more volatile, silver 
similarly zoomed upwards during Ja-
nuary, from its intraday correction 
low of $26.15 on December 29th to 
$33.90, a >29% increase in one mon-
th! As with gold, this explosive move 
is a bit overdone technically and so 
we would not be surprised to see 
some temporary weakness in the 
near term.

Continued Quantitative Easing “mo-
ney printing” in one form or another 
provides a major underpinning to 
global commodity prices, especially 
precious metals in light of their un-
deniable relationship to "at curren-
cies the world over. Alliance Direct  
continues to recommend gold pro-
ducer shares for above average ca-
pital gain potential during 2012 and 
beyond. 

In the senior gold producer cate-
gory, we continue to favour shares 

Will mine headframes soon join the skyline of glistening towers in Perth?
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Silver price strong on solid fundamentals
Demand for physical silver has been 
very strong over the past year, with 
frequent shortages and delays in 
delivery of physical metal to various 
investors and dealers. New mine 
production of silver has been rising, 
but not fast enough to meet global 
demand for physical silver. Global in-
ventory remains in short supply and 
the melting of scrap can obviously 
not satisfy rising demand forever.

One needs only to look at the follo-
wing chart of the popular American 
Silver Eagle bullion sales to see that 
skyrocketing demand since 2007 is 
unprecedented. The single-month 
29% rise in silver prices since Decem-
ber 29, 2011 has certainly quieted 
some of the silver bears, though we 
can probably expect to see a short-
term correction before the long-
term upward trend resumes. Alliance 
Direct cautions against silver’s ex-
treme volatility; we will leave short-

term trading and forecasting of silver 
and silver futures to the rank specu-
lators. We do advise participation in 
the longer term silver bull market via 
purchases of ETFs and individual sil-
ver miner shares. 

of Barrick Gold (ABX: NYSE & TSX) 
which we recommended in March, 
2010 at US$37.30. Barrick shares 
have subsequently been as high as 
$55.77 before decline during the 
correction in the second half of 2011. 
Currently trading at the $49.00 level, 
we advise purchases for exceptional 
gain potential in the year ahead. Bar-
rick is the world’s largest gold pro-
ducer, with 26 operating mines and 
9 projects located on 5 continents. It 
is also among the lower cost produ-

cers in the industry. With enormous 
reserves of ~140,000,000 ounces of 
gold, plus an additional 76,000,000 
ounces in the Measured & Indicated 
resources categories, Barrick’s share 
price trades at a signi"cant discount 
to the value of its gold resources (not 
to mention its global resources of 
copper that exceed 15 billion poun-
ds). The Company has super-e$cient 
operations, some $3 billion in cash 
on hand, and has increased its quar-
terly dividend by more than 170% 

over the past 5 years. 

In addition to Barrick’s obvious po-
tential, we also favour the following 
junior company that has a World 
Class deposit clearly destined for 
production: 
Exeter Resource Corporation “XRA” 
on the AMEX @$3.80 – Exeter owns 
a very large gold/copper deposit 
in Argentina containing NI 43-101 
compliant reserves of 19.3 million 
ounces of gold and 4.6 billion poun-
ds of copper. The Company recen-
tly released a very robust Feasibili-
ty Study on this major project and 
Alliance Direct  believes that XRA 
o#ers very attractive potential that 
could be realized through a takeo-
ver by one of the gold industry ma-
jors. 

We view the shares as being drama-
tically undervalued in comparison  
to its peers, given this large mine-
ral resource. Technically, the shares 
have recently broken out and we 
believe they are in the early stage of 
a substantial move higher.
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Tungsten: Destined to make big news
Global supplies of the lesser-known 
metal tungsten are tight and getting 
tighter. Prices have risen to historic 
highs and supply shortages are ex-
pected to persist in the foreseeable 
future. Alliance Direct anticipates 
continued price strength and belie-
ves that the very small number of 
publicly listed tungsten producers 
outside of China will garner increa-
sing investor attention in the months 
ahead as critical shortages are highli-
ghted in global commodity news. 

Tungsten (also called wolfram) is uni-
que for its combination of unusual 
properties that include:

diamond)

point of all metals) 

the lowest of all metals
-

ductivity

 

To illustrate the importance of tungs-
ten in our everyday lives, we believe 
it is worthwhile to enumerate some 
of tungsten’s many indispensable 
uses. Its unique set of properties ful-
"lls many critical requirements across 
a host of industrial applications, 
allowing high productivity levels 
in industries on which the world’s 
economic well-being depend.  Wide-
ranging uses include High Speed To-
ols, Lighting Technology, Electronics, 

Power Engineering, Coating and 
Joining Technology, the Automotive 
and Aerospace Industries, Medical 
Technology, and the generation of 
High Temperatures as well as uses 
in Sports and Jewellery. Its special 
properties make tungsten indispen-
sable in such familiar products as 
light bulbs, !uorescent tubes, “ener-
gy savers”, HID lamps, heat sinks, cell 
phones, television sets, magnetrons 
for microwave ovens and other elec-
trical consumer products. It is used 
for wall drilling, tile cutting, circular 
knifes, and for the small balls of the 
ballpoint pen.  All advanced chips 
rely on tungsten contacts.
 
Supply/Demand

Approximately 85% of the world’s 
primary tungsten production deri-
ves from China. As the world’s lea-
ding emerging economy, China has 
steadily lowered its export quotas for 
tungsten in recent years in order to: 
(1) Conserve its resources for future 
domestic needs, 
(2) Attract foreign tungsten-consu-
ming businesses to build plants in 
China and thus provide value-added 
bene"ts to the Chinese economy. 

This manoeuver is similar to that car-
ried out by China concerning Rare 
Earth Elements “REEs” over the past 
few years, a move that propelled REE 

prices into the stratosphere.

While there are tungsten depo-
sits in such countries as Peru, Por-
tugal, Russia, Thailand, Austria, 
Bolivia, Canada, Australia, South 
Korea and the U.S. as well as in 
various African countries, most 
tungsten mines in the West clo-
sed down about 20 years ago as 
a result of Chinese tungsten !oo-
ding the market and driving pri-
ces down to uneconomic levels. 

Many such deposits are now the 
object of feasibility studies and 
plans for re-opening operations. 
Alliance Direct believes that 
most reactivation plans will not 
be completed for 3-4 years, me-
aning that those few that are in 
production should bene"t grea-
tly during a 3-year period of tight 
supplies and rising prices.

The following chart shows that 
demand is rising much faster 
than production and, with ex-
ports from China declining stea-
dily, industry participants agree 
that acute shortages will persist 
for the next several years. Prices 
have more than doubled to re-
cord highs over the past couple 
of years and, end users and tra-
ders are scrambling for supply.

Summary
Alliance Direct  anticipates a strong performance in the shares of publicly traded tungsten producers over the next 
2-3 years.


