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In Lewis Carroll's Alice's Adventures in Wonderland, Alice follows a mysterious white 
rabbit into a rabbit hole to enter 'Wonderland', an absurd and improbable world 
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The Next Bubble?

You have no idea how pleased I am that NFTRH’s first week in existence happened to 
coincide with historic market and economic events.  Downside events.  If it was easy 
anybody could do it, right?

Some subscribers have noted that my writing tends to give them confidence in their 
positions, in their beliefs, when things get rough.  But I do not give pep talks.  All I can 
do is state the fundamentals as I see them and if they sound bullish, then so be it.  

Up to this point you may have known me as a chart guy and that is still the case, but over 
the last several weeks you will note that the charting has taken a back seat to what is 
really important now; secular (big picture) fundamentals.  Technical analysis may win 
some short term battles, and would have preserved capital to a greater degree, but I am no 
longer interested in short term battles.  I am interested in winning the war.

This is a war of misperceptions and misdirection.  It is the struggle to remain true to the 
big picture as the great global casino empties in the face of deflation.  It is important, 
even for someone like myself who knew the deflation event was coming, to remember 
the key nugget in the investment stance; a deflation impulse – possibly extreme – is 
needed as a lever (think of it as a lever to a trap door) that implodes the global inflation 
party that got whooped up compliments of Mr. Greenspan’s previous panic policy.  As I 
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recall there was a lot of pressure on the maestro to ‘do something’, to re-liquefy the 
economy.  Well, he did and that liquidity, which had to go somewhere, did; straight into a 
credit and mal-investment bubble that was directly responsible for the bubbles in 
housing, certain stock market segments and yes, commodities.  That is all being unwound 
in the face of Armageddon, 2008.  

The most recent ISM report was dismal and is likely to show further erosion from 
September’s PMI of 43.5 upon release of the next report.

See complete details on the most recent ISM manufacturing report in this blog post:  
http://biiwii.blogspot.com/2008/10/ism-macro-indicator-going-bad.html.

Employment data are degenerating, prices are dropping and inflation is the last thing on 
anyone’s mind, including a now rate cutting Fed that pretended to be concerned as 
recently as its last FOMC meeting.  What a difference a few weeks makes.  From the Fed 
itself on 10/8/08:

Joint Statement by Central Banks 
Throughout the current financial crisis, central banks have engaged in continuous close 
consultation and have cooperated in unprecedented joint actions such as the provision of 
liquidity to reduce strains in financial markets. 
Inflationary pressures have started to moderate in a number of countries, partly 
reflecting a marked decline in energy and other commodity prices. Inflation expectations 
are diminishing and remain anchored to price stability. The recent intensification of the 
financial crisis has augmented the downside risks to growth and thus has diminished 
further the upside risks to price stability.

Some easing of global monetary conditions is therefore warranted. Accordingly, the Bank 
of Canada, the Bank of England, the European Central Bank, the Federal Reserve, 
Sveriges Riksbank, and the Swiss National Bank are today announcing reductions in 
policy interest rates. The Bank of Japan expresses its strong support of these policy 
actions.

The results on the most recently posted money base (10/9/08 courtesy St. Louis Fed) are 
obvious.  
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The danger, according to deflationists is that no matter how much ‘money’ global 
authorities throw at the problem, a black hole created by decades of credit/debt (as the 
primary macro-economic fundamental) is going to suck it all up with a near infinite 
appetite to correct the mess made by a system in its death throes.

The title of the piece is ‘The Next Bubble?’ and as I see it, there are two primary 
candidates; a bubble in financial Armageddon as policy makers’ efforts are rendered null 
and void by the ‘black hole’ and all hope is lost as even the word ‘depression’ will be an 
understatement.  Or a new bubble, in some asset class, as global money supplies shot out 
of fiscal Howizters reach their intended target, the investment community.  

I will go with number two, because inflation is the increasing supply of money and with 
the deflationary backdrop and inflation fears nowhere on radar, policy makers have a free 
pass, a directive, to print as much ‘money’ as they can as fast as they can.  This makes 
Greenspan look like child’s play.  

The markets, gripped in fear and panic will take whatever time they need to come around 
to the new inflation cycle.  In fact, they will likely not respond in force until rising prices 
are evident.  But what I am interested in is the first movers in a new inflation cycle –
aside from physical gold, a sound holding about which value, not price is key – and those 
first movers are likely to be the companies that dig gold out of the ground. Given their 
outrageous undervaluation vs. the metal itself, when they do emerge from the global 



stock panic, leverage to the price of gold, the asset outperforming nearly everything 
except the USD of late (just as it should be) is likely to come into play in a forceful 
manner.  Picture an elastic band being stretched to near the breaking point.  If it breaks, it 
is all done.  Nice to know ya and thank you for having been a subscriber to NFTRH for a 
little while but I’ve gotta go now and hunt me some squirrels to serve the family for 
dinner tonight.  But if the policy takes… if the money supplies continue upward, this 
‘money’ will have to go somewhere and it will not go back to where it was so 
unscrupulously abused in the last cycle, like the credit markets or an unregulated Wall 
Street.

No, I have to believe that the current crisis may actually inspire a bubble in sound 
thinking, at least in the early part of the cycle.  The fact is the gold miners are at historic 
undervaluation vs. the metal and the metal, their product which is first and foremost a 
monetary and investment safe haven, is outperforming nearly all global assets during the 
deflationary impulse, including miner cost inputs like energy and industrial commodities 
along with human hopes for prosperity.  Not to sound callous, but a worker who is 
thankful to have his or her job is more productive and cost effective than one looking 
over his or her shoulder at the next guy in a ‘I wanna git mine’ inflationary boom.

We will look more closely at the sector, along with my technical take and Otto’s full 
professional fundamental write up of a junior miner later in today’s report.  The markets 
will do what they will, and the results have been painful.  But the big picture has not only 
not changed, it has improved significantly given the combination of rising money 
supplies and deflationary depression panic.

Stock Markets

Looking at the chart of the Dow this morning, I saw something familiar.  Yes, 
reintroducing that old favorite, George Lindsay’s 3 Peaks and a Domed House.  Time 
frames and data points vary between the Lindsay model and the current Dow, but I do 
think the similarity is striking.  The main point here is that in extrapolating Lindsay’s 
model, the current leg down (28) is due to end at or near the 2002 bottom (10).  Take it 
for what it is worth.

Global authorities are fighting the good (highly inflationary) fight and the hard down of 
‘28’ leaves them no option but to keep it up.  You name the global market, CAC, FTSE, 
DAX, Hang Seng, Nikkei… they are all in some form of a hard down.  This is a global 
monetary lever.  The lever is being pulled and the declines should soon be arrested, at 
least temporarily.  We are at a point of historic panic and volatility (as illustrated by the 
VIX chart also included below).





Gold Stocks

Tell me, what has changed with Great Basin gold (GBN, chart below) to have caused this 
crash?  What has changed with the components of the HUI?  Has gold hit some 
turbulence?  Did you expect otherwise?  What has happened is that everything is caught 
up in a liquidity vacuum as the US Dollar punishes speculators world wide.  When the 
panic phase has run its course and as the liquidity guns remain set on automatic, I expect 
this liquidity situation to be remedied and the gold stocks to go much higher… in double 
time.

The play is and has been ‘if gold declines in a deflation scare, it will do so less than 
commodities of positive economic correlation’.  Check.  This is commonly known as 
gold’s real price asserting itself, as opposed to its ‘just another inflation driven 
commodity’ price.  Once again, and I never get tired of writing or saying it “gold is 
outperforming the gold miners’ cost drivers in the form of these ratios:  gold-oil, gold-
industrial materials and gold-human hopes for prosperity.  

This is and has been the reason that the gold miners stand to gain in an economic 
contraction.  This is what I call the Hoye recipe and it is devoid of gold bug hysteria and 
long on common sense.  As an aside, I suggest reading everything posted on Biiwii.com
by Hoye’s Institutional Advisors.  There is all too much hell fire and brimstone in the 
gold bug ‘community’ and it is never good for investors to get caught up in hysterics.
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Otto is preparing a NOBS (no b/s) report on GBN for attachment along with this week’s 
letter.  He analyzes securities professionally and will get much deeper into a company’s 
nuts and bolts than I would.  GBN has advanced stage projects in the Carlin Trend, 
Nevada and South Africa.  I hope he likes it.  Honestly, I don’t know what his report is 
going to conclude because I do not have it as of this writing on Saturday morning.  As 
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noted and by way of disclosure, I already own GBN and plan to add more if the downside 
potential noted below is realized.  

Technically, what can be said?  GBN held out longer than most but then got bombed 
along with everything else.  The over sold condition has come to extremes and like most 
gold stocks, it is now an exercise in patience and discipline.  The stock has come down to 
near a support zone at the 2005 lows.  If the HUI is sucked down to the 220 target (last 
week’s letter targeted this level in the event of a break of the September low), GBN could 
well be headed under a buck.

As for the gold stocks in general, the story is much the same.  When you are a 
fundamentally engaged bag holder it can be frustrating but if your fundamentals remain 
not only strongly on track, but improving weekly – as are mine, you hold that bag with a 
firm hand and don’t let anyone take it from you.  We are dealing with a global panic and 
in a panic, what happens?  Yes, panic happens.  It is not pretty, but this too shall pass.  

Speaking of panic, instead of the usual gold ratio charts that illustrate a compelling case 
for the miners, let’s take a look at the most important gold ratio chart of all; the HUI-gold 
ratio.  Gold is up wildly against commodities, foreign currencies and stock markets the 
world over.  Importantly it is up wildly against it producers as well.  This is opportunity 
knocking although considering nominal market action my recommended tact for buyers 
remains ‘buy the downside reactions only’.



US Dollar

The Dollar is attempting to buzz saw its way through the decades long resistance noted 
on last week’s monthly chart but really, it is measured against other devaluing paper.  
The price level of the USD is not what is important to our stance despite what the anti-
dollar hype trade would have you believe.  That said, this mess has proven its point and a 
monthly candle could still end up showing a close below the decades old resistance.  
We’ll simply have to wait and see.



Wrap Up

Since we are in the acute phase of the panic, I am spending a lot of time on what is by far 
my favored investment theme of the next year or so.  When I feel there is nothing new to 
add to the gold stock picture and they are on their way to rightful valuation, I will look 
forward to reviewing other things like oil, perhaps large, debt free tech and even some 
basic resources and commodities.  These are some of the areas that are likely to benefit 
down the road from the panic policy now going into hyper drive.  The letter will ebb and 
flow, expand and contract and go where there is relevance.  
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