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Investors make many mistakes when it comes to trying to buy gold and silver for profit and financial 
protection. Fortunately for all, experience is a great teacher, but the lessons learned in the financial 
arena can be costly and painful ones. 

As the editor of the Gold & Metals Advisory, my goal is to help you avoid some of these costly blunders, as 
well as to help you achieve the biggest profits with the lowest risk possible in the precious metals sector. 
To that end, I’ve assembled what I consider to be the seven best tips for investors who are interested in 
the gold, silver and metals mining arena. 

For my own benefit, I try and read over this list at least twice each year to help me avoid committing 
them (yes, even seasoned investors can sometimes forget these basic lessons in a heated market 
environment). I recommend that before you enter the precious metals market you take some time to 
familiarize yourself with these basic principles. 

 Tip #1:

Don’t Catch the “Falling Dagger”
An all-too-common error among metals investors is the seemingly irresistible urge to “catch the falling 
dagger.” This colloquial term is a reference to the tendency for participants to automatically respond to a 
sharp drop in the price of a stock, commodity or ETF by immediately jumping in as a buyer. 

Let’s face it, everyone loves a bargain. And whenever we see an asset that we’ve had our eye on for a 
while (like gold)—which we felt was priced too far out of reach—it’s hard not to salivate over the prospect 
of a sudden 10% or 20% decline. 

But there are dangers in stepping in as buyers immediately after assets like gold or the mining shares 
have crashed. Let’s take a look at one such example.

The Falling Dagger in Silver
One example of how trying to catch the falling dagger would have proven premature (if not fatal) took 
place in the silver market in 2019. 

After a nice 14% rally, the silver price peaked at around $16/ounce in February of that year. Then came 
a sudden change in the market’s character, in which silver suddenly dropped to $15, breaking its 50-day 
moving average in the process.   
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It would have been a great temptation for perhaps most participants to say, “A 6% drop in silver in just a 
few days is a great bargain opportunity. I must buy now!” But that would have been a bad idea.

Instead of reversing its decline, the silver price grinded lower over the next three months before hitting 
its final low at $14.40. It was shortly after the low was established, in June, that silver’s 25-day and 50-day 
lines turned up in sync and confirmed the bottom. Silver then rallied to above $16.50 for a worthwhile 
15% gain in the weeks that followed. 

Kinross Gold Takes a Plunge
Another example of a potentially devastating “falling dagger” was provided by Kinross Gold (KGC) a 
couple of years ago.

Kinross is a senior company that acquires, explores and develops gold properties in the U.S., Russia, 
Brazil, Chile, Ghana and Mauritania. Its stock price is also typically much lower than most senior miners 
listed on most U.S. and Canadian exchanges, so it tends to be popular among gold investors.

Notice that beginning in July 2018, Kinross suddenly entered a freefall as its share price dropped from 
almost 4 to 2.75 over the next few weeks—a loss of over 30%! 
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It would have been very tempting for many investors to see KGC seemingly bottoming out at around 
the 2.75 level in August and deciding to “buy with both hands.” This, however, would have been a major 
mistake as Kinross’ share price proceeded to decline by an additional 13% over the next three months.

Which brings me to the next tip….

 Tip #2:

Use Moving Averages to Prevent Losses and Maximize Gains
One of the simplest yet consistently reliable tools an investor can use is moving averages. Moving 
averages smooth out the daily and weekly fluctuations in an asset’s price, as well as making the 
prevailing short- and intermediate-term trends more easily identifiable. 

I recommend using the 25-day and 50-day moving average pair to help you know when it’s relatively 
safe to start buying an asset like gold or the mining stocks after a big decline. In the case of Kinross, the 
important 50-day line didn’t stop declining until early December that year, which would have been the 
ideal time to do some nibbling in KGC. 

And when the 25-day line crosses above the upward-slanting 50-day line, it serves as an even bigger 
confirmation that asset has likely bottomed out and is ready to begin a new bull market (this also 
happened to KGC in December, as you can see in the graph above).

Incidentally, after bottoming out at around 2.40 in November and confirming a new bull market through 
the above-mentioned moving average signal in December, KGC went on to deliver a gain of almost 60% 
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before its next major decline. This was indeed a sterling testimony to the effectiveness of not trying 
to catch the falling dagger and instead waiting for the moving averages to confirm when a bottom 
has been established.

And after your investment has rallied by at least 6% to 10%, watch for the 50-day line to be decisively 
broken on a weekly basis. That is, when the price closes under the 50-day line to end the week, it’s 
usually a good idea to take profits and step away from that market for a while.

In summary, the lesson learned in the above-mentioned cases is that it seldom pays to anticipate a 
market bottom. Instead, you should let the moving averages tell you when the bottom is truly in (and 
also when it’s time to sell).

 Tip #3:

Favoring Silver Over Gold “Because it’s Cheaper”
One of the major mistakes that inexperienced investors consistently make when operating in the gold 
and silver mining space is to overweight their portfolios with silver vis-à-vis gold at all times due to 
silver’s historically lower price. 

Silver is known as the “poor man’s gold” for this very reason. Moreover, its popularity has drastically 
increased in recent years as silver-backed exchange-traded funds (ETFs) have made it easier than ever for 
retail investors to own a piece of the silver market.

Also, silver prices have a tendency to explode during gold bull runs since many market participants use 
silver to leverage their exposure to gold. Yet there are many examples in past precious metals bullish 
cycles where gold outperformed silver while the latter metal went nowhere for months on end. 

History teaches that when gold’s price momentum and relative strength position is clearly superior to 
that of silver’s, the best strategy is to buy as much gold as one can afford, rather than loading up on a lot 
of silver just because the latter is less expensive.

 Tip #4:

Use the Gold-Silver Ratio
A reliable metric used by serious precious metals investors is the gold-silver ratio. This metric simply tells 
you the number of ounces of silver it takes to buy a single ounce of gold. 

The gold-silver ratio is calculated by dividing the current price of silver into the current gold price. 
Participants who utilize this ratio can increase their profits by noting the direction and trend of the ratio. 
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Many traders use the gold-silver ratio as a contrarian indicator by, for instance, purchasing silver 
whenever the ratio is rising so they can buy more silver with their increasingly valuable gold. 

The Trend is Your Friend
In my experience, however, it usually pays to hold on to gold—and sometimes even increase your 
gold holdings—when the gold-silver ratio is trending higher. This is because a rising ratio is actually a 
reflection of not only gold’s relative strength versus silver, but often it’s a sign that institutional money is 
moving heavily into the gold market. And you definitely don’t want to bet against that market-moving big 
money crowd!

The above chart shows the gold-silver ratio was for the most part in a rising trend from late 2018 to early 
2020. And it definitely would have paid to have more exposure to gold than silver in that time frame, as 
gold clearly outperformed silver.

So, remember to always look at the dominant direction of the gold-silver ratio before making a decision 
to weight your portfolio more heavily in gold versus silver. 

 Tip #5:

Don’t be Afraid of Using Technical Analysis
Perhaps the single biggest mistake that investors make in the precious metals arena—really any 
sector of the market for that matter—is using fundamental analysis while completely ignoring 
technical analysis. 
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There’s a common misconception among gold investors that by evaluating the yellow metal’s supply and 
demand factors, a reasonable prediction can be made concerning its future price trajectory. 

But gold supply figures, for instance, only tell the investor about the quantities of gold known to be in 
existence. They can’t possibly reveal the unknown sources of gold supply, let alone problems that may be 
brewing in the supply chain (e.g. as yet undisclosed mining-related troubles such as worker strikes, etc., 
or other distribution/transportation problems).

Price Tells the Story
Technical analysis is simply the use of basic market-based tools like price charts, trading volume and 
moving averages. Essentially, a chart distills all the most important, currently known variables of 
an asset into a simple graphic that can be quickly interpreted within the framework of the market’s 
psychological backdrop. 

That is, charts are most useful for predicting gold and silver’s next big moves when the market is 
extremely news-sensitive or else driven by a strong wave of investor sentiment—whether bullish or 
bearish. (The above examples of Kinross Gold and Silver in 2018-2019 attest to the value of technical 
analysis when it comes to profiting in the precious metals market.)

The bottom line is that price and volume analysis of gold is essential to a complete understanding of 
where the metal’s price is heading. Yet many investors lack this simple skill—or simply don’t believe that 
charts hold any predictive value and thus ignore them to their own peril.

 Tip #6:

Money Management is the Key to Survival and Success
In the financial market, the key to not getting wiped out by a major “correction” or crash is to have a 
reliable money management discipline. What’s more, good money management will help you hold on to 
your gains and therefore allow you to outperform the average investor (the ones that don’t use money 
management) over time.

The single best money management system when it comes to the gold and silver market, in my 
experience, is the use of the protective stop-loss order.

Investopedia provides a clear, concise definition of the protective stop:

“A stop-loss order is an order placed with a broker to buy or sell a security when it reaches a certain 
price. Stop-loss orders are designed to limit an investor’s loss on a position in a security … When a stock 
falls below the stop price the order becomes a market order and it executes at the next available price.”
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An example of this would be if you were to purchase a gold or silver ETF or mining stock. You would then 
immediately follow this up by entering a stop-loss order to prevent a major loss of your capital.

Say you bought Kinross Gold at a price of 7 per share. You could then place a stop-loss anywhere under 
your initial entry price of 7. Some traders like to place stops 10% or so below the purchase price. Should 
the asset’s price drop, the stop-loss order would be activated, and your trading position would be 
executed as a market order to sell.

With zero-commission trading now the norm, I personally prefer using a stop-loss that is around 3% to 
5% below the initial purchase price when I’m trading in most actively traded mining stocks or precious 
metals ETFs. 

The trick is to use a stop-loss that isn’t too tight so as to avoid getting prematurely kicked out of what 
would have been a profitable position by market volatility. But you also don’t want to lose too much 
money if the trade goes against you. Hence, a 3-to-5% stop-loss seems to be ideal in most cases.

3 Strikes You’re Out
Another way the stop-loss order can be a useful money management discipline is to use what I call the “3 
Strikes You’re Out” rule. 

If you find yourself getting stopped out of three consecutive trading positions in a short period of time, 
you should treat this as a warning that one of two things are happening. Either 1.) The market is weak 
and you should therefore move to a heavy cash position and stop trading until the market improves, or 
2.) There is something wrong with your timing or psychological state, in which case you probably need a 
“time out” from trading so you can figure out what you’re doing wrong and improve your tactics for the 
market’s next bullish phase.

Just remember that anytime you enter the market as a buyer, always, always use a stop-loss!

 Tip #7:

Pay Attention to Investor Sentiment
Another useful piece of advice when it comes to profiting in gold and silver is to keep your finger firmly 
on the pulse of investor sentiment. 

Sentiment can be measured in many ways, but one of the most common techniques is to look at the 
opinion polls that are published by several investment advisory firms on a daily and weekly basis. 
One such poll that can be accessed for free is provided by the Daily FX website. This sentiment survey 
provides the percentage of investors who are bearish and bullish on gold, silver and many other 
financial assets. 
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The best way to interpret investor sentiment is that whenever there is too much bearish sentiment on 
gold, for instance, among non-professional retail investors, it usually means it’s time to start watching 
for a shift in the market’s trend. So, if gold prices are falling and everyone is bearish, look for the trend to 
soon bottom out and turn up again.

Of course, the question will be asked: “How much is too much?” In the gold and silver markets, whenever 
70% or more of investors are bearish on the metals, it can be considered as “too much” negative 
sentiment and thus it’s likely to be a sign that a short-covering rally will soon begin.

Conversely, when there is a preponderance of bullish sentiment (e.g. 70% or more), it can also be viewed 
as a sign that the market is overcrowded with buyers—a situation that can’t persist for very long without 
a “correction” in the gold and silver price. 

Another way to gauge market sentiment is to look at the front covers of the more prominent investment 
publications, like The Wall Street Journal, Financial Times, Investor’s Business Daily, Barron’s and Fortune. 

Whenever gold is prominently featured in the top headlines of these publications, it’s usually a sign 
that there is too much bullish sentiment on the metal. Hence, a trend change is likely on the immediate 
horizon. (This observation is especially true if the headline stories are accompanied by enticing pictures 
of the yellow metal).

 Conclusion

By adhering to the seven tips in this report, you can greatly increase your chances of profiting (while 
decreasing the odds of losing money) in gold, silver and the mining stocks. Read and familiarize yourself 
with these concepts until they become second nature and you’ll almost certainly find yourself on the 
winning end of the next bullish trend in the precious metals market.
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