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Welcome!
Thank you for subscribing to SX Gold & Metals Advisor and welcome aboard!

As the chief analyst of this advisory, my goal is to help you profitably navigate the 
full metals and mining investing landscape.

The metals industry can be daunting if you’re not familiar with it, so I’ve written this 
guide to explain my methods and provide you with a greater understanding of how 
I plan to make you money in the year ahead.

In SX Gold & Metals Advisor, I’ll be covering both major metals groups—precious 
and base—including gold, silver, platinum, palladium, copper, zinc, iron, nickel steel, 
aluminum, uranium, rare earth minerals and more. 

I’ll be making trading recommendations using exchange-traded funds (ETFs) as 
the primary vehicles for tracking the major metals. I’ll also recommend potentially 
attractive individual stocks within the metals and mining sphere, though the main 
focus will be ETFs. 

You likely won’t see me writing about all the above-mentioned metals in each issue 
of the report, however. There are simply too many metals, ETFs and mining stocks 
to cover in a single issue, so I’ll be spreading out the coverage from week to week 
and from month to month. 

I’ll mainly review the metals which are in a strong position versus the rest of 
the market since relative strength tends to be self-sustaining in the short-to-
intermediate term. I’ll also largely avoid mentioning metals that are in a weak 
technical or fundamental position (though I’ll likely draw attention to the laggards 
if I believe a major turning point is imminent). 

What follows is a fairly comprehensive guide to the basic methods I’ll be using to 
help us make money in what should be a profitable long-term bull market ahead for 
metals investors. And if you’re new to this type of investing, make sure to read the 
section on How to Get Started. It will make a big difference.

With that said, let’s get started!

Your Guide to Profitable Metals Investing,

Clif Droke, Chief Analyst
SX Gold & Metals Advisor

Clif Droke

http://cabotwealth.com
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Twice-Monthly Issues
On the second and fourth Tuesday of every month, SX Gold & Metals Advisor 
brings you the latest market insights around precious metals investing, 
along with the top gold and metals stock recommendations, what actions 
you should take, and an update on the stock mix in our portfolio.

Weekly Updates 
Every other Tuesday you get emailed an update on the portfolio stocks and 
other important news since the last issue.

Special Stock Alerts 
When appropriate, special bulletins will alert you to important metals 
market developments that warrant action.

Special Reports
Our catalog of Special Reports provides further analysis that lets you dive 
deeper into gold and metals investing and the precious metals industry. 

Direct Contact
Whenever you have an investment-related question, you can email me 
directly at Clif@Cabot.net. You can also call our Customer Service desk at 
1-800-777-2658 anytime during business hours to speak with someone
about your subscription. Or you can email our subscription support staff at
support@cabotwealth.com.

24/7 Archives
Your subscription gains you access to our vast online library of 
analysis, including past issues of SX Gold & Metals Advisor, reports, and 
related webinars. 

Make sure to visit the SX Gold & Metals Advisor hub 
and bookmark the page!

Your Subscription to SX Gold and Metals Advisor Includes:

http://cabotwealth.com
mailto:Clif@Cabot.net
mailto:support%40cabotwealth.com?subject=
https://cabotwealth.com/advisory/cabot-sx-gold-metals-advisor/
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Relative Strength
One of the basic starting points for metals and mining trading is identifying the stocks and ETFs of the 
metals (and the companies that explore and mine them) is relative strength.

“It’s all relative” is a common expression which is often used derisively. Yet when it comes to the stock 
market, relativity can be an investor’s best friend. 

Indeed, one of the most important skills a trader can learn is relative strength analysis. Knowing how to 
make an informed study of relative strength is a sure pathway to financial market profits. Traders and 
investors in precious and base metals can greatly benefit from this knowledge. 

Relative strength analysis is a quick and simple way to short circuit the analytical process. Wall Street pros 
can spend hundreds of thousands of dollars gathering all the information they can about an industry or 
a particular company before making an investment decision. Institutional investors pore over balance 
sheets, grill company executives for information and sometimes even obtain illegal insider information 
before placing a bet on the company’s future. 

But by using the techniques described here, we’ve allowed Wall Street to do all the expensive due diligence 
work for us!

Relative strength is a measure of how a commodity, an ETF or an individual stock is acting in relation to the 
overall broad market (typically measured by the S&P 500 Index). 

If a stock is rising, for instance, it can exhibit poor relative strength. If the stock market has advanced 10% in a 
period of months while the individual stock in question has only gone up 5%, the stock is underperforming 
the broad market on a relative basis. 

Conversely, if the stock or ETF you’re looking at has been in a downward trend—or perhaps bottoming 
after a steep decline—and the market is falling even more than the stock, then the stock in question is 
exhibiting relative strength. 

Knowing which stocks and ETFs are in a relative strength position versus the broad stock market can be 
a valuable tool for increasing your investment returns. There are actually two different ways of looking at 
relative strength (RS). We’ll be examining both forms of RS analysis here. 

In his book Secrets for Profiting in Bull and Bear Markets, Stan Weinstein defines relative strength with the 
following formula:

Price of Market Average ÷ Price of XYZ 

He writes, “If stock XYZ is currently at 50 and the S&P composite average is at 310, then its relative strength 
is .16 (50/310).” 

By calculating this figure (or by using a stock charting program that does it for you), you’ll see a clear 
picture forming over time. The stock or ETF you’re following will either be exhibiting relative strength or 
weakness versus the broad market. This in turn will give you an opportunity to decide whether to buy or, 
in the event you own it, to sell it.

There are two important aspects to performing a simple relative strength study: accumulation and 
distribution. That is, we want to be able to identify when a stock is being bought (accumulation) or sold 
(distribution) by deep-pocketed professional traders. Knowing this will give us a huge tactical edge over 
most retail traders. More importantly, this knowledge will allow us to follow in the footsteps of the Wall 
Street pros and make money as we track their presence within a particular asset. 

How We’ll Make You Money

http://cabotwealth.com
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To detect accumulation, look for bullish divergences between the broad market as measured by the S&P 
500, or by the industry benchmark of the stock in question. (For instance, within the gold and silver mining 
stock group, the PHLX Gold/Silver Index (XAU) can be used to compared individual mining stocks against).

“Bullish divergence can best be seen when a stock fails to be as severely affected by selling pressures 
as the broad market,” says Larry Williams in his book, The Secret of Selecting Stocks for Immediate and 
Substantial Gains. “Another way of putting this is that a stock exhibits accumulation when it does not match 
the market’s downward moves. Instead, the stock holds up better than the averages on market down 
moves and rallies stronger on market rally.”

The above chart example is a good example of relative strength in a stock. In this case Newmont (NEM), a 
component of the XAU Gold/Silver Index, made a series of higher lows and higher highs in the period from 
October through December 2018, even as the S&P 500 (yellow line) was making lower highs and lower 
lows. This relative strength reflected in NEM foretold a major rally in the ensuing months (the stock rose 
nearly 50% over the next 12 months). 

Williams further points out that the greater the divergence between the market and your stock, the 
greater the likelihood that the stock will move impressively higher at some point in the near future. In 
Williams’ words, “Divergence of a few days will forecast moves of a few days duration. Divergence of a few 
weeks will forecast moves of a few weeks and divergences of a month or more will forecast extended, 
long-lasting moves.”

One of the best ways to measure a stock’s or ETF’s strength is to use a relative performance (RP) line, which 
is basically the ratio between the price trend of a stock compared with the price trend of the market (e.g. 
the S&P 500 Index). 

In a recent special report, Cabot’s Vice President of Investments Mike Cintolo described the RP line 
as follows:

“The RP line compares the stock’s price to a major market index (we usually use the S&P 500). If the RP 
line is trending higher, the stock is outperforming the overall market. If the RP line is falling, the stock 
is underperforming the market. And a sideways RP line means the stock is basically performing with 
the market.”

http://cabotwealth.com
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He added, “The steeper the line, the more the stock has been 
outperforming the market…[and] a stock whose RP line remains 
strong when there’s turmoil in the general market indicates 
super-strong buying pressures.”

Once an RP line is plotted, you can quickly see whether the stock 
or ETF you’re watching is in a rising RP trend or a falling one. If 
you’re looking to buy, you want to see the RP line of your stock 
rising. (Many chart services offer relative strength indicators as 
part of the overall charting package.)

A word on short selling is in order. Short selling is always 
a risky proposition due to the potential for a sharp short 
covering rally to wipe out your bearish position, particularly 
when short interest piles up. Shorting stocks and ETFs is even 
more potentially dangerous when the market is in a secular, or 
long-term, uptrend and therefore has more upside bias than 
downside bias. 

It’s my contention, based on nearly 25 years of experience in 
this business, that the best opportunities for making money 
in the metals and mining market are normally on the upside. 
Accordingly, I won’t be making short selling recommendations 
in the report but will focus primarily on the long side of the 
market. And when market conditions are bearish, we’ll aim to 
hold a heavy amount of cash rather than trying to time the 
market with short sales. 

Moving Averages
Now that we’ve learned about the benefits of using relative 
strength when evaluating trading opportunities in the metals 
and mining industry, let’s turn our attention to another useful 
tool for making money in this area, namely, moving averages.

Moving averages are one of the best-known tools for trading 
stocks, ETFs and commodities. Its popularity is due to the 
multitude of time frames available to the trader and also 
because it can be used in lieu of trend lines. 

New to this type of investing?
Here’s how to get started.

25 Trading Rules

The following are 25 trading rules 
established by the legendary trader 
and market technician W.D. Gann. 
The rules are just as applicable to 
today’s markets as they were when 
he first made them. 

If you are new to this type of 
investing, I heartily endorse these 
rules, and any moving average- 
or trend-based trading system 
(including the one used in the 
SX Gold & Metals Advisor) should 
ideally incorporate these rules for 
maximum success. 

1. Never risk more than 10% of 
your trading capital in a single 
trade. 

2. Always use stop-loss orders.

3. Never overtrade. 

4. Never let a profit run into a loss. 

5. Don’t enter a trade if you are 
unsure of the trend. Never buck 
the trend. 

6. When in doubt, get out, and 
don’t get in when in doubt. 

7. Only trade active markets [i.e. 
stocks or ETFs where daily 
average trading volume is well 
above 100,000 shares—the 
more volume, the better. 

8. Distribute your risk equally 
among different markets. 

9. Never limit your orders. Trade 
at the market. 

10. Don’t close trades without a 
good reason. 

11. Extra monies from successful 
trades should be placed in a 
separate account. 

http://cabotwealth.com
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Moving averages have a wide variety of applications ranging 
from stop loss placement, support and resistance indicators, 
and momentum indicators. A moving average is calculated by 
adding up the previous x-number of days and dividing by the 
same number. 

For example, a 10-day moving average would be calculated by 
adding up the last 10 days of the stock’s closing prices, then 
dividing by 10. This process is then repeated each day to obtain 
the current day’s value of the moving average. Today, of course, 
computerized charting programs do the math for you and plot 
the moving averages on your computer screen.

Moving averages are ideal in trending markets. Market 
environments characterized by choppy, volatile, or lateral 
movements are less ideally suited for moving averages. When 
a stock’s price is trending – either higher or lower – the moving 
average will follow close behind. 

In an upward trending market, the moving average will be 
below the stock’s price line; in a downtrend the moving average 
will be above the price line. For this reason, moving averages 
can sometimes be used for placing “rolling” stop losses on a 
trading position.

One of the best applications for moving averages in the metals 
market—and the primary focus of this report—is as a timing 
mechanism. 

That is, when a stock or ETF price closes above or below a 
particular moving average based on clear rules a trading 
position can either be initiated (in the case of a buy signal) or 
exited (in the case of a sell signal). 

When correctly used, the moving average timing system can 
allow you to anticipate a trend before it becomes established. It 
can also get you out of a stock before a major decline, thereby 
allowing you to keep most of your profits.

Another basic technique which can improve your trading results 
is the use of dual moving averages. This method involves the 
use of two moving averages, one of which is of a shorter time 
frame than the other. 

For example, the 25-day and 50-day moving averages can be 
used together (and are the two main moving averages I use in 
the report). Trades can be made based on crossovers of the 
two moving averages. A trend confirmation is also provided 
when the two moving averages are in synch to the upside or 
the downside. 

Below is a chart example of the 25-day and 50- day moving 
averages in action. It shows the performance of mining company 
Kinross Gold (KGC) during the period from November 2018 
through February 2019.

12. Never trade to scalp a profit. 

13. Never average a loss. 

14. Never get out of the market 
because you have lost patience 
or get in because you are 
anxious from waiting. 

15. Avoid taking small profits and 
large losses. 

16. Never cancel a stop loss after 
you have placed the trade. 

17. Avoid getting in and out of the 
market too often. 

18. Be willing to make money from 
both sides of the market. 

19. Never buy or sell just because 
the price is low or high.

20. Never hedge a losing position. 

21. Never change your position 
without a good reason. 

22. Avoid trading after long periods 
of success or failure. 

23. Don’t try to guess tops or 
bottoms. 

24. Don’t follow a blind man’s 
advice. 

25. Reduce trading after the first 
loss; never increase. 

http://cabotwealth.com
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Notice in the above example that after being in a downward trend until November, KGC turned higher in 
December and broke out above its 25-day and 50-day averages. This bullish trend shift was confirmed 
later that month when the 25-day line penetrated above the 50-day line. The stock then went on to make 
impressive strides higher until peaking in February 2019. It confirmed a trend shift (from up to down) when 
price penetrated below both moving averages later that month.

I rely heavily on the 25-day moving average in the SX Gold & Metals Advisor, for it has proven to be a 
remarkably useful tool for initiating new buying positions in individual stocks and ETFs. It’s also useful for 
knowing when to exit long positions after a stock or ETF has had a long and profitable run.

As a caveat, it’s important to remember that while moving averages can be extremely helpful and lead to 
profits in the financial market, they’re not the “holy grail” of market analysis. Moving averages are but one 
of many tools which a trader should use to evaluate the market. They are by nature a lagging indicator, 
not a leading one, so the use of moving averages should definitely be supplemented with other indicators, 
both fundamental and technical (which we’ll do in the SX Gold & Metals Advisor). 

The benefit of using moving averages in your trading program is that they tend to be excellent reflections 
of market momentum. They’re also quite underrated as support and resistance indicators for individual 
stocks and ETFs. When used in conjunction with other technical indicators they can even be used to identify 
critical market junctures, thus increasing your odds of getting in and out of the market at the best times.

Here’s an example of how the 25-day moving average (MA) can be used to spot a potentially profitable 
trading opportunity in the mining stocks. 

The set-up for this system is to observe how price reacts to the 25-day MA after the stock you’re watching 
has been in decline. For instance, if the stock’s price has been in decline for a few weeks then starts to 
bottom out, you’ll want to closely monitor the price line for a breakout above the 25-day MA. 

What you’re specifically looking for is a 2-day higher close above the 25-day MA. You’ll note the first close 
above the 25-day MA. Then, when the price closes even higher above both the 25-day MA itself, as well 
as above the initial close above the 25-day MA, you can use this as an entry signal for an immediate-term 
trade (i.e. one typically lasting between 2-4 weeks or longer). 

(Note: The trade has a higher probability of success if the 25-day MA is flat-to-rising, though you can still 
buy the breakout signal if you’re willing to take the greater risk.) The following chart illustrates how moving 
averages can be superior to trend lines in reflecting upside and downside momentum within a stock.

Shown here is the chart for the VanEck Vectors Gold Miners ETF (GDX), which is my tracking vehicle for 
choice for the broad gold stock mining group. Here you can see what happened back in 2020 shortly after 
the broad market crash in February-March following the Covid-related panic. 

http://cabotwealth.com
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After falling steeply in March, GDX bottomed out at the 16 level and turned up sharply. It ran into resistance at 
the 25-day line later that month, then finally managed to breakout above the moving average in early April. 

Notice in particular that the GDX price closed two days higher above the 25-day line by the fourth day of 
April. From there, GDX rallied 42% before peaking at 37 in May. It then closed under the 25-day moving 
average later that month; this confirmed a “sell” signal in GDX and meant that it was time to exit the trading 
position and wait for another entry opportunity.

That opportunity to buy GDX again came in late June when it closed two days higher above the 25-day 
moving average. As you can see in the above graph, the price rose from there. 

A couple of caveats are in order here. If after a stock or ETF closes above the 25-day line (the “breakout 
signal”) and then immediately falls back below the closing price of where it was immediately prior to the 
breakout signal, the trade will be exited as this is considered to be a “failure signal” and likely a sign that 
abnormal selling pressure lies ahead.

Also, if you’re a particularly conservative trader by nature, you might consider taking half profits on your 
long positions whenever a stock or ETF in your portfolio has rallied at least 5-to-6% above the initial entry 
point. You would then take the remainder of your profit after an additional gain of around 5%.

Finally, anytime one of our recommended trading positions has rallied at least 5% from the initial entry 
point, I’ll automatically instruct you to raise the stop loss on this position to slightly under the 25-day line. 
From that point onward, the 25-day line will serve as our “rolling” stop-loss guide, meaning we’ll raise the 
stop to correspond to the rising trend in the 25-day moving average.

Money Management
One of the most important aspects to any trading or investing strategy is having a good money management 
discipline. 

This means knowing when to take profits after your stock or ETF positions have gained a certain (typically 
predetermined) amount. After all, you don’t want to leave all your profits on the table only to see the 
market suddenly reverse and wipe away all your gains!

But more than that, a good money management system always entails the use of stop-losses on all your 
open trading positions. By using protective stops anytime you buy a stock or ETF, you’ll have a veritable 
insurance policy that will protect you in most cases from substantial losses. The regular use of stops will 
also prevent you from being completely wiped out in the event of an unforeseen market panic or “black 
swan” event. 

http://cabotwealth.com
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Most of the trades that I’ll be recommending in the Gold & Metals Advisor will be, as a rule, between 5% 
and 10% below the price of the stock or ETF at the time the trade is executed. Occasionally, if the asset is 
particularly volatile (such as junior mining stocks), I may recommend a looser stop. 

For instance, I may recommend a stop-loss placement for a stock that may be as much as 15% or even 
20% below the initial entry point. This would likely be the case for a stock or ETF when the overall market 
is unusually choppy or volatile. 

Conversely, there may be occasions when I recommend a stop that is a mere 3% below the current price 
of the stock or ETF. This would be likely to happen when market volatility is extremely low and the stock is 
priced to “perfection”, hence a move below 3% would result in a major trend reversal.

But most trading positions in the actively traded base and precious metals and mining shares will be 
between 5% and 10%. With most online brokers offering zero-commission trading these days, there’s 
really no excuse to execute any trade without a stop loss since, in the event the stop is taken out, there 
will be no commission charge.

A good example of how a stop-loss can not only protect a realized profit, but also prevent you from 
suffering major losses is provided in the following chart example. This shows what happened in the case 
of gold mining stock AngloGold Ashanti (AU) a few years ago.

Here you can see that after being in freefall for a few weeks, AU bottomed out in December 2016 and then 
closed two days higher above the 25-day moving average on the first trading day of 2017. This confirmed 
a new “buy” signal per the rules of the trading system explained here.

Assuming you had bought AU after this moving average signal, once the stock had rallied at least 5%, you 
would have raised your stop-loss to slightly under the 25-day moving average. You would then keep raising 
the stop for as long as the stock remained above the rising 25-day line.

After rallying 22% from the initial breakout point, AU closed under the 25-day line on February 21. This 
would have triggered your stop-loss order and you would then have completely taken all your profits in AU 
and would then be in a cash position. 

As you can see in the above chart, AU proceeded to collapse all the way back to below the 9 level after 
taking out your stop-loss. This serves as a prime example of why you should not only trade with stops at 
all times, but how a stock which triggers your stop-loss can mean that big losses are ahead if you don’t 
respect the signal.

In summary, by forming the constructive habit of using stop-loss orders on all your trades, you’ll be assured 
of staying the game for the long-term and will protect most of your profits along the way (while avoiding 
big losses). 

http://cabotwealth.com
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How To Read Your SX Gold & Metals Advisor
You subscription includes twice-monthly issues and updates, Special Reports, and trade alerts when 
necessary. The twice-monthly issues will be available on the second and fourth Tuesday of every month 
and the weekly updates every other Tuesday. Each issue is divided into four basic sections which provide 
in-depth coverage of the major segments of the metals market.

Here are the different sections you’ll find in your SX Gold & Metals Advisor issue. 

Current and past issues, trade alerts, special bulletins, updates, and educational resources are always 
available at cabotwealth.com. And if you still have questions, you can always email me directly at Clif@
Cabot.net and I’ll get back to you as soon as possible. 

2

3
4

1
Precious Metals
This section will highlight developments pertaining to gold, silver, 
platinum and palladium, with a special emphasis on gold. It will 
include short- and intermediate-term trend predictions and will 
examine the fundamental factors that are driving those trends.

Base Metals
This section is dedicated to base and industrial metals like copper, 
steel, iron, nickel, and zinc, with a special emphasis on copper and 
steel. Like the previous section, it will include near-term trend 
forecasts and a discussion of each metal’s most dominant price 
catalysts. Uranium and rare earth minerals will also be covered in 
this section from time to time.

ETFs and Stocks
This section includes the trading and investing recommendations 
and is divided by metal group (e.g. gold/silver stocks and ETFs, 
copper stocks and ETFs, steel stocks and ETFs, etc.).

Portfolio Update
This section contains a summary table of all current trading positions, 
along with current prices and updated stop-loss recommendations. 

http://cabotwealth.com
http://cabotwealth.com
mailto:Clif@Cabot.net
mailto:Clif@Cabot.net
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Stock investing jargon and terminology can 
sometimes sound like a foreign language. Here 
are a few terms that are commonly used in the 
investment methods discussed in SX Gold & 
Metals Advisor.

Accumulation
The initial phase of a bull market, i.e. the period in 
which long-sighted investors begin to buy shares 
from distressed sellers at lower prices. Financial 
reports for companies at the time in which 
accumulation takes place are usually at their worst 
and the public is normally risk averse and disgusted 
with the market. 

Average Up
Buying more of your best stocks, also called 
averaging up or pyramiding, is something most 
great investors through the years have practiced. 
However, like any tool, it can also be dangerous 
if misused.

Bear Market
A bear market is defined as one in which each 
successive decline carries the market to new lows. 
Falling prices and growing pessimism characterize 
a bear market.

Benjamin Graham
Benjamin Graham (1894–1976) was an American 
economist and investor. He was born in London, 
graduated from Columbia University at the age of 
20, and became Warren Buffett’s teacher in 1950. 
Graham is the author of The Intelligent Investor, 
a seminal book on value investing that Warren 
Buffett called “by far the best book on investing 
ever written.” Buffett was just one of Graham’s 
disciples. Graham also taught or influenced Mario 
Gabelli, John Neff, Michael Price and John Bogle.

Bond Ladder
Bond ladders are a way of creating your own 
adjustable-rate income stream, by buying a series 
of bonds or bond funds with staggered maturity 
dates. Then, as each security matures, you reinvest 
the proceeds in a new security at the top of ladder, 
which becomes your new longest-dated security. If 
interest rates are rising, the new investments will 

Glossary
have higher coupon rates than the investments 
rolling off the bottom of the ladder, and your yield 
will gradually rise.

Breadth
Market breadth relates to the number of issues 
participating in a move. A rally is considered suspect 
if the number of advancing issues diminishes 
as the rally develops. Conversely, if a decline is 
associated with increasingly fewer falling stocks, it 
is considered to be a bullish sign.

Breakout
When a stock or commodity exits an area pattern.

Bull Market
A bull market is defined as one in which each 
successive advance of the primary trend peaks 
higher than the one preceding it. A bull market 
is characterized by rising prices and growing 
optimism.

Call Options
Call options give the buyer the right to buy 100 
shares at a fixed price (strike price) before a 
specified date (expiration date). Likewise, the seller 
(writer) of a call option is obligated to sell the stock 
at the strike price if the option is exercised. 

Confirmation
In a price pattern the confirmation is the point 
at which a stock or commodity exits the pattern 
in the expected direction by an amount of price 
and volume sufficient to meet minimum pattern 
requirements for a bona fide breakout. This is 
also true for relative performance or momentum 
indicators. To confirm a new high or a new low in a 
stock or commodity, an indicator needs to reach a 
new high or low as well. Failure of the indicator to 
confirm a new high or a new low is called divergence 
and would be considered an early indication of a 
potential reversal in direction.

Congestion Area
The sideways trading area from which area patterns 
evolve. Not all congestion periods produce a 
recognizable pattern, however.

http://cabotwealth.com
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Consolidation
Also called a continuation pattern, it is an area 
pattern in which a stock’s or ETF’s price breaks out 
in the direction of the prevailing trend.

Contrary Opinion
A measure of sentiment is useful in assessing 
the majority view among market participants, 
from which a contrary opinion can be derived. 
Whenever most investors or analysts are bearish 
on a particular market (e.g., gold), the market is 
likely to go in the opposite direction since such a 
trade can become “crowded”, hence sparking a 
short-covering rally.

Derivatives 
A derivative is a financial instrument—or, simply 
put, a contractual agreement between two 
parties—that has a value, based on the expected 
future price movements of the “underlying asset” 
to which it is linked. The underlying asset can be 
a stock, bond, currency or commodity. Strictly 
speaking, a derivative has no value of its own. It is 
not an asset; it is a contract. There are myriad kinds 
of derivatives; the most common are options and 
futures.

Distribution
The first phase of a bear market. During this first 
phase far-sighted investors sense the fact that 
business earnings have reached an abnormal 
height and unload their holdings at an increasing 
pace (accumulation).

Divergence: A situation in which different markets 
or technical indicators fail to confirm one another. 
Divergence is a valuable concept in market analysis 
and one of the best early warning signals for 
imminent trend reversals.

Dividend
A dividend is a bonus. An extra. It’s a portion of 
earnings that the company pays to investors on a 
quarterly or yearly basis.

Dividend Reinvestment Plans
Dividend reinvestment plans, otherwise known 
as “DRIPs”, are a way for income investors to build 
long-lasting wealth. Offered by some dividend 

stocks, dividend reinvestment plans allow you to 
have your quarterly dividend payments allocated 
toward buying more shares (or fractions of shares) 
of that stock instead of being paid directly to you 
in the form of a check. Thus, the amount of shares 
you own in a given stock automatically expands 
every quarter when you enroll in a DRIP, so long as 
that company keeps paying a dividend.

Double Bottom Chart
A chart pattern used in technical stock analysis 
to describe the fall in price of a stock or index, 
followed by a rebound, then another drop to a 
level that’s roughly similar to the original drop, and 
finally another rebound. Consequently, the double 
bottom chart pattern resembles the letter “W”. 
This “W” pattern forms when prices register two 
distinct lows on a chart. However, the definition of 
a true double bottom is only achieved when prices 
rise above the high end of the point that formed 
the secondary low.

Emerging Markets
Emerging markets are economies whose gross 
domestic product (GDP) is growing at a much faster 
rate than more developed markets such as the 
U.S., Germany and Japan. Consequently, the stocks 
in those countries often grow at a faster clip than 
the average stock in a more mature market.

ETFs
An exchange-traded fund--or ETF, for short--is 
an investment fund that trades on a public stock 
exchange just like a stock. But unlike individual 
stocks, ETFs hold dozens and even hundreds of 
stocks, commodities or bonds, so you get the 
safety of diversification. In that way, they’re like 
mutual funds.

Failures
Normally, a failure occurs when a stock or ETF price 
fails to move higher after confirming a breakout 
signal in relation to one of its key trend lines.   

Futures
Futures are contracts to buy or sell stocks or bonds, 
or commodities, at a stated price at a stated time in 
the future. These commodities include pork bellies, 
gold, currency, corn, wheat, orange juice, etc.

http://cabotwealth.com


cabotwealth.com | 15

Gaps
Gaps are simply areas on the bar chart where no 
trading has taken place. In an uptrend, for example, 
prices open above the highest price of the previous 
day, leaving a gap or open space on a chart which 
is not filled during the day. In a downtrend, the 
day’s highest price is below the previous day’s low. 
Upside gaps are signs of market strength, while 
downside gaps are usually signs of weakness.

Growth Investing 
Growth Investing involves a greater degree of 
volatility than dividend investing or even value 
investing. But it also has the potential for much 
bigger rewards. Growth investing involves investing 
in fast-growing companies that are typically less 
established than blue-chip companies such as 
General Electric (GE), Caterpillar (CAT) and Exxon 
(XOM). Those global behemoths were once growth 
stocks themselves, but their period of rapid growth 
is behind them. The best growth stocks are smaller 
companies whose best is ahead of them.

Immediate Trend
An immediate-term trend is the direction of a price 
trend in a period normally lasting from two-to-four 
weeks and up to around three months in duration.

Income Investing
Income investors buy an investment, and that 
investment continues to reward them with cash 
just for that one-time purchase. Of course, there’s 
a little more to it than that, but the general idea 
is that income investors are devoted to finding 
top-quality investments that generate steady and 
secure cash flow with minimal risk.

Insiders
Any person who directly or indirectly owns more 
than 10% of any class of stock listed on a national 
exchange, or who is an officer or director of the 
company in question. It may also refer to individuals 
within a specific industry (e.g. the copper industry) 
who are privy to industry-specific information not 
available to the general public.

Intermediate Trend
An intermediate-term, or secondary, trend is the 
direction of a price trend in a period normally 

lasting from three-to-nine months or up to a year 
in duration.

Major Trend
The major market trend is the primary direction 
of the market. Most market analysts consider the 
major trend to be in effect for longer than a year.  

Margin
This occurs when an investor pays part of the 
purchase price for a security and borrows the 
balance, usually from a broker; the margin is the 
difference between the market value of the stock 
and the loan which is made against it.

Market Averages
In stock market analysis, the starting point of 
all market analysis is always the broad market 
averages, such as the Dow Jones Average or the 
Standard & Poor’s 500 Index. A market average is 
usually an index of the most important stocks in 
the market or a broad market index that covers 
98-to-99% of the market as a whole.

Micro-Cap Stocks
Micro-cap stocks are publicly traded companies 
with market capitalizations of less than $300 
million but greater than $50 million. Like small 
cap stocks, micro-cap stocks have the potential to 
net very high returns, but because of their even 
smaller size, micro caps carry even greater risk  
than  small  caps.

Mid-Cap Stocks
Mid-cap stocks are middle-sized publicly traded 
companies: larger than small-cap stocks but 
smaller than large-cap stocks. Mid-cap stocks have 
a market capitalization between $2 billion and $10 
billion. Mid-caps aren’t as risky as small-cap stocks, 
but aren’t as “safe” as large cap stocks. However, 
the advantage they have over many of the biggest 
large-cap stocks is that their greatest period of 
growth is often ahead of them.

Momentum Indicator
The momentum indicator measures the amount 
a security’s price has changed over a given time 
span. It displays the rate of change as a ratio.
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Moving Average
A moving average (MA, or sometimes referred to 
as a “trend line”) is the average of the closing prices 
of x periods added up and divided by x. The term 
“moving” is used because the calculation moves 
forward in time. Moving averages are used to help 
identify the different kinds of trends (short-term, 
intermediate medium, etc.), as well as to smooth a 
price trend. The moving average is one of the most 
versatile and widely used of all technical indicators. 
Because of the way it is constructed and the fact 
that it can be so easily quantified and tested, it 
is the basis for most mechanical trend-following 
systems in use today.

Moving Average Crossovers
One method used by technicians in terms of 
moving averages. A buy signal is produced when 
the shorter average crosses above the longer-term 
moving average. In the Gold & Metals Advisor we 
typically use the 25-day and 50-day MA combo.

Net Current Asset Value
One of Benjamin Graham’s earliest analyses, 
created and tested 75 years ago, is the Net Current 
Asset Value (NCAV) approach. The objective of 
the NCAV formula is to find the minimum value 
a company would fetch if it was liquidated. The 
formula is:

Net Current Asset Value (NCAV) = cash and short-
term investments + (0.75 * accounts receivable) + 
(0.5 * inventory) – total liabilities – preferred stock

Options Trading
An option is a binding, specifically worded contract 
that gives its owner the right to buy or sell an 
underlying asset at a specific price, on or before a 
certain date. The investor has the right—but not 
the obligation—to buy.

Rally
A brisk rise following a decline or consolidation of 
the price of a stock, commodity or ETF.

Relative Performance
Also known as Relative Strength. A Relative 
Performance (RP) line or index is calculated by 
dividing one price by another. Usually, the divisor 
is a measure of “the market”, such as the S&P 

500 Index (SPX) or an industry-specific index like 
the PHLX Gold/Silver Index (XAU). A rising RP line 
indicates that the index or stock is performing 
better than “the market” and vice versa. 

Resistance
Resistance is the opposite of support and 
represents a price level or area over the market 
where selling pressure overcomes buying pressure 
and a price advance is turned back. A resistance 
level is usually identified by a previous peak.

Retracement
Retracements are basically countertrend moves. 
After a particular market move, prices retrace a 
portion of the previous trend before resuming 
the move in the original direction. These 
countertrend moves tend to fall into certain 
predictable percentage parameters. The best-
known application of this phenomenon is the 50% 
retracement. For example: a market is trending 
higher and travels from the 100 level to the 200 
level. The subsequent reaction very often retraces 
about half of the prior move.

Short Interest
The short interest is a figure published around 
the end of the month citing the number of shares 
that have been sold short on the NYSE or Nasdaq 
exchanges.

Small Cap Stocks
Investing in small cap stocks is a good way to earn 
huge returns. The smaller companies often have 
the most potential for growth. They also carry 
plenty of risk for investors. Anytime you buy shares 
of a small, little-known company, there are a bevy 
of unknowns. Some small cap stocks are clinical-
stage biotechs whose drugs have yet to be approved 
for commercial use. Others are chipmakers or 
cloud-computing companies that have plenty of 
promise but have been simply misunderstood by 
the market.

Stop-Loss
An order to sell a security or commodity at a 
specified price in order to limit a loss. Each trading 
position you make should be followed up with a 
stop-loss order.
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Support Level
Support is a level or area on the chart under the 
market where buying interest is sufficiently strong 
to overcome selling pressure. As a result, a decline 
is halted, and prices turn back up again. A support 
level is usually identified beforehand by a previous 
reaction low. 

Trading Volume
Trading volume reflects the overall activity of the 
market, indicating the sheer amount of buying and 
selling of securities. Next to price, it is one of the 
most closely watched indicators.

Volume
Volume represents the total amount of trading 
activity in a particular market, stock or ETF over a 
given period.

Whipsaws
Misleading moves or failed breakout attempts. 
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This User Guide is published by Cabot Heritage Corp. Cabot is neither a registered investment advisor nor a registered broker/dealer.

Neither Cabot nor our employees are compensated in any way by the companies whose stocks we recommend. Sources of information are 
believed to be reliable but are in no way guaranteed to be complete or without error. Recommendations, opinions or suggestions are given with 
the understanding that readers acting on the information assume all risks involved.

We encourage readers of this user guide to consult with an independent financial advisor with respect to any investment in the securities mentioned 
herein. Any opinions, projections and predictions expressed in this profile are statements as of the date of this publication and are subject to 
change without further notice. Past performance may not be indicative of future results.

© Cabot Heritage Corp.. Copying and/or electronic transmission of this report is a violation of the copyright law.

176 North Street • Salem, Massachusetts 01970 • 978-745-5532 • cabotwealth.com

Cabot Wealth Network, established in 1970, is a trusted independent source of advice for individuals striving 
to take control of their investments and find the best stocks. Its 20 investment advisory services and 
annual Summit event deliver high-quality advice to more than 200,000 individual investors and investment 
professionals in 141 countries. Headquartered in historic Salem, Mass., in a converted 1934 public library 
Cabot Wealth employees take great pride in providing intelligent investment advice and timely, personal 
service without the hype and fabricated claims. Cabot is a member of the American Association of Individual 
Investors, Better Business Bureau, Specialized Information Publishers Association, and the Salem Chamber of 
Commerce.

About Cabot Wealth Network

Clif Droke is a growth stocks and metals investing expert 
and Chief Analyst of SX Gold & Metals Advisor. He brings 
over 25 years of experience analyzing and writing about 
the gold market to Sector Express and was the editor of the 
Gold Strategies Review newsletter from 1998 until 2020. His 
approach to covering metals and mining stocks combines 
both fundamental and technical analysis, and he is known for 
developing a new-highs-and-lows-based momentum indicator 
used for generating trading signals in gold mining stocks. He 
has also authored several books on technical market trading, 
including How to Trade Gold & Gold Stocks.
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