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Notes From the Rabbit Hole 

Peter Newell's illustration of Alice surrounded by the characters of Wonderland. (1890)

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 

inhabited by many strange characters.
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Even Steven

The near-term situation in the broad markets remains very much in question.  There are 
bearish technical and fundamental signals creeping in, but so too are there reasons to 
expect continued upside.  Hence, the NFTRH portfolios remain short the stuff I do not 
have positive views on and long the stuff with which I am fundamentally engaged.  As 
Jerry Seinfeld once said, “I am even Steven” as the portfolios hang around not doing 
much on market up days or down ones.  

This is my current plan for remaining strong in holding gold stocks because at heart I am 
a positive person and would not be comfortable lusting after another leg down in human 
hope.  It feels good being invested in something, and in a monetary world gone mad, I am 
invested in gold and for the foreseeable future, long its miners and explorers.  This, of 
course despite the continued over bought intermediate term condition “too far above the 
weekly EMA 75” on the HUI.

So shorts on financials, real estate, the euro, China and silver are weighted against the 
core of long holdings where I am bullish in a bigger picture way.  I am not necessarily 
bearish on China in a big picture sense and definitely not so on silver.  These are short-
term positions to theoretically guard that which I am fundamentally bullish on, the gold 
stocks, even as they remain positively correlated with the markets.  This positive 
correlation is of course likely to cut the other way when the turn does come.

http://www.biiwii.com/
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Market Sentiment, Technical & Fundamental Indicators

Sentimentrader.com has an interesting graph showing that negative sentiment was quick 
to reverse itself into the current short-term rally in the S&P 500.  Just like Pavlov’s Dog, 
market participants are going with the swings from over bearish to over bullish.  Thus far, 
all that has resulted is a series of minor corrections to the ongoing rally.

Technically, all that can be read into recent market happenings is the increased 
probability of a short-term correction.  That is when looking at nominal markets, which 
of course NFTRH does not do in a vacuum.  We will look at indicators of liquidity (GSR, 
t-bills, TED) and speculation (junk debt vs. ‘quality’ debt) as well, and as usual.

Sentimentrader interpretation of the above graph:  

“Since the July low, we've seen a consistent pattern with these [Rydex] traders as the 
market has cycled up and down fairly regularly.  We'll see them become too pessimistic, 

http://www.sentimentrader.com/
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the market will rally, they'll bet against it until the indexes break to a new high, then they 
become too optimistic and the market corrects.  It has happened three times.

As the S&P breaks to a new high, we've seen either the Rydex Beta Chase or Rydex Bull / 
Bear RSI Spread hit "excessive optimism" levels first, then when the other one becomes 
extreme the S&P has topped out.  It's only after the market dips that the Leveraged Long / 
Short Ratio then hits an extreme as they rush into the long funds to try to buy the 
[ensuing] dip.

The corrections haven't finished until that latter ratio becomes extreme, then corrects 
back down into neutral.  Right now, we're clearly seeing extremes in the Beta Chase and 
RSI Spread indicators, with these traders currently five times more likely to trade a 
"risky" fund than a "safe" one.  With both of them currently extreme, we're at a point that 
has equated to short-term peaks the other three times.

If the pattern holds - and I'm going to assume it will until there is good evidence to 
suggest not - then we'll see the Leveraged Long / Short Ratio continue to rise as the 
market dips and these guys and gals try to buy it once again.  The correction, should it 
continue, would then be more likely to end once they give up on that and move back into 
the leveraged short funds.”

Liquidity, Speculation & Fundamentals

Unfortunately, our measures of liquidity and speculation remain inconclusive.  We 
cannot have high confidence as to whether the Gold-Silver ratio (GSR) has bottomed 
along with other gold ratios until the downtrend line is broken with a weekly close above 
it.  GSR has certainly come down to an area that could be the final test of support, but an 
extreme could lay lower, below 55, which would occur with a continued market rally.

To review, when gold outperforms silver, there is an indication that players are reeling it 
in and seeking safety.  That is not a bullish scenario for asset markets.
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The Ted spread (red line) and t-bill yield (light blue) meanwhile, continue to indicate 
illiquidity.  Somebody is beginning to favor t-bills once again over Eurodollars, which 
means corporate default risk is once again seen to be rising.  This despite t-bills paying 
next to nothing in return.  Their return is their perceived safety, kind of like gold.
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Meanwhile, speculative ground zero, AKA the low quality debt market, continues on as if 
nothing is wrong.  Something is most definitely wrong with this picture.  We know this 
because if it weren’t, the t-bill yield would have been rising into the recovery to quash 
inflationary forces signaled by gold at new all time highs and commodities attempting to 
get jiggy, 2007 style.  The speculative froth indicated in the HYG junk bond fund’s 
nominal price as well as its price in ratio with the higher quality medium term treasury 
debt (IEF, lower panel) show that somebody has not gotten the memo, or at the least 
believes the government will perpetually bail out any and all speculation.  All reward, no 
risk… something for nothing.

Gold Ratios

GSR aside, gold looks great in ratio to nearly everything.  Its nominal price is at all time 
highs, but then, it did not have too far to climb after having done its job in the first 
impulse of the credit and liquidity crisis in retaining relative value to everything except 
the violently rising US dollar, as casino players sought cover in panic.

Gold ratios did not look great early in the year, as they had blown off too far and too fast 
due to the intensity of the panic out of positively correlated assets.  Gold’s ratios to oil 
and copper are shown in this chart and the picture looks much calmer now than it did late 
last year.  Tuning out the bullish noise that always seems to come about after it is 
seemingly safe to become bullishly noisy, we see a consolidation of unsustainable upside 
(panic), which means that this entire cyclical bullish construct (in the global markets) is 
nothing but a counter-trend reaction just as NFTRH has been projecting and anticipating 
since last winter.

If the analysis is correct, it will fit in nicely with the contracting liquidity scenario at 
whatever point gold turns up strongly in ratio to these items and finally breaks its 
downtrend against silver.  This is the kind of indicator that keeps me personally very 
patient in managing the topping out in markets into whatever comes next.  
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Money Supply & Great Depression Comps

Here is the latest MZM money supply graph from the St. Louis Fed.  As you can see we 
are supposedly exiting recession and happily on our way.  But one wonders how quickly 
the next recession will arrive because in the age where absurd levels of monetary 
pumping are required for the diminishing returns of a late stage system, that seemingly 
small hitch in the parabolic MZM rise could precipitate a new collapse, just like the 
smaller one that preceded it.

Sentiment and liquidity fundamentals are increasingly coming in line to a point that sure 
looks quite opposite to what took place in Q4, 2008 and Q1, 2009 with the spike in fear 
and commensurate spike in various money supply measures, gold ratios, t-bills and 
common sense.

The theme is that common sense is not in a bear market, but rather it is consolidating its 
gains with the speculative games since March.  I am sorry but this cannot be a newsletter 
that revises its analysis until such time as it has sufficient reason to do so.  And thus far, 
the mere dragging on of events does not represent sufficient reason to redo anything.

I will tell you that things are going well for me personally in the non-financial world, so I 
am not attempting to make the analysis fit the real world experience.  It would suit me as 
much as anyone for NFTRH’s main themes to be wrong and have a new and healthy 
phase of economic growth unfold.  In the financial world, the NFTRH portfolios are at or 
around all time highs, so this is no perma-bear coming at you with deflationist or 
hyperinflationist dogma.  This paragraph seemingly comes out of nowhere, but it is to 
give context to analysis that to me says things will get worse before they get better, in a 
big picture sense.
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Some comps of the post-2007 modern era vs. the kickoff to the great depression for your 
consideration, courtesy of nowandfutures.com:

http://www.nowandfutures.com/index.html
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Needless to say, there are some very interesting differences.
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Stock Market Technicals

Below is a weekly chart of the nominal SPX.  While the rally has labored on, frustrating 
many, it is losing momentum as it approaches some very stiff resistance zones.  While the 
big picture monthly chart remains bullish, the weekly chart shows a market that wants to 
correct.  MACD above zero argues, along with the monthly MACD up-trigger (albeit still 
below zero) for a small cyclical bull market, or plan A (per NFTRH58).  This would 
occur after a decline to the area of the noted support at around 950, which is something of 
a neck line, and ultimately targets the higher resistance level at around 1230.  

Plan B declines to and drops through support, bringing on a test of the bear market lows 
with potential for fresh lows into the 1930’s model.  Plan C of course, calls for the entire 
mess to just keep right on rising like the Hindenburg until termination:  “Four or five 
hundred feet into the sky and it… it’s a terrific crash ladies and gentlemen… oh the 
humanity!”  To paraphrase Herbert Morrison, four or five hundred points into the sky 
will likely be all she wrote for the for the SPX and the floating hope it represents, 
regardless of which scenario plays out.  

The risk vs. reward is poor in the market right now, regardless of the scenario.  Weekly 
STO has gone below 80 for the first time since the formation of the right side shoulder (if 
you can call it that) last summer, volume has been non-confirming and MACD looks like 
it wants to roll over.
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Precious Metals

We know gold’s nominal price is in blue-sky territory with an intermediate target of 
1300, likely after a pull back to test the breakout.  Now let’s look at gold as measured in 
some other currencies.

Weekly gold/euro has turned up from major support off of the post-Armageddon ’08 
consolidation.  MACD is up trigger and above zero.  Picture is bullish vs. this unsound 
competitor to USD.

Gold/Canada dollar is in a nearly identical situation.  Bullish vs. this commodity 
currency.

Finally, viewing gold vs. another commodity currency, the Australian dollar, shows the 
potential for a good currency hedge vs. precious metal holdings.  That is a bullish 
consolidation, on the verge of turning up in similar fashion as the above ratios.  Short the 
Aussie, long gold looks like a good combination.
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Here is the weekly HUI chart we often look at, except this time we have a look at how 
well silver has been tracking the HUI.  The candles on HUI have been lightened in order 
to more clearly show the wonderful correlation between Huey and the poor man’s gold.  
Hence, you will notice that with HUI having officially hit our upside target, NFTRH has 
once again added ZSL in one account and outright shorted premier silver company, SLW 
in the other.  This not done as a way to be bearish silver but rather as the best way I know 
of to hedge gold miners that at this point I intend to hold through any coming corrections.

As for the HUI itself, we are at target.  We can certainly over shoot to test the all time 
highs.  To the downside, some support levels are shown.  I found the MACD interesting 
in that its structure is similar to late 2007/early 2008 with declining histogram (red ovals) 
and similar over bought levels at around +25, not to mention the proximity above the 
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EMA 75 that we have been looking at repeatedly of late.  We are at target, so by 
definition NFTRH must be cautious.  So, NFTRH is cautious and so am I.

Wrap Up

The talk of the death of the dollar (symbolically represented by speculation that it will 
lose its reserve currency status) is everywhere now.  A gluttonous stock market and a 
society in denial of the simple rule ‘you can’t get something for nothing’ depend on its 
continued devaluation.  

It occurs to me that markets are making a major mistake similar to the mistake that 
rightly should have ended the markets and financial system as we knew them late last 
year; and that mistake is in putting full faith in the idea that domestic and global policy-
making stooges are all-powerful and all-controlling.  They are not.  I thought that was 
proven beyond a doubt leading into the various crises, but evidently not.  Regardless of 
whether we get plan A’s correction into a new up leg in a cyclical bull, plan B’s 1930’s 
style decline to new lows or plan C’s continued rise here and now to best targets, this will 
not end well.  It is the timing that is at issue.

Here the latest view of the dollar, with its hopeful counterparty, the S&P 500 blissfully 
running as a mirror opposite.  The dollar continues to flirt with a wedge breakout with 
MACD looking not awful.  The play would be that at whatever time the buck takes a 
rally, everything would come down.  The next play would be a buying opportunity in the 
gold miners, as their countercyclical fundamentals would take another upswing (for all 
the reasons shown in the past and certainly to be repeated in the future).  But the 
immediate play is one of caution and tuning out the noise.
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Portfolio Notes

The capital preservation portfolio sold ZSL at a small loss, took a profit on GG, trimmed 
profit on DMM.to (DMMIF), bought back GOZ.v (GREXF), bought gold miner SMF.to 
(SEMFF) at the suggestion of a subscriber – thanks Larry, sold bear positions SRS and 
RFN when indications were that the immediate bear case was being neutralized.  The 
portfolio added to the VIX Jan. 40 call position however after it was hammered.  The 
portfolio shorted SLW on Wednesday’s pump.  Finally, uranium company STM.v 
(STHJF), an old holding of mine years ago in the go-go uranium days, was bought*.  

Holdings are gold miners DMM.to, GOZ.v, JAG and SMF.to, explorers AAU, FRG, 
VEM.to (VNARF), uraniums EFR.to (EFRFF), LAM.to (LMRXF) and STM.v.  Bearish 
positions are EUO, FXP, VIX Jan. 40 calls, SLV Jan. 11 puts and a short sale on SLW.

Cash and t-bill/short term treasury funds are 82%.  Gold balances the portfolio.  Portfolio 
is 16% above NFTRH baseline (NFTRH1, 9/28/08).

The speculation portfolio sold and bought back ZSL, sold SCO and RSW into the 
renewed bullish price activity, bought and took a small loss on HMY, added to financials 
short RFN, bought back MFN on downside price action post earnings, took profit on GG, 
added to AAU, bought SMF.to, bought back GOZ.v and bought STM.v.

Holdings are gold miners DMM.to, GBG, GOZ.v, JAG, MFN, NGD and SMF.to, 
explorers AAU, FRG, KGN and VEM.to.  Uraniums are EFR.to, LAM.to and STM.v.  
Bearish positions are EUO, FXP, RFN, SRS, ZSL, VIX Jan. 40 calls and SLV Jan. 11 
puts.  IEI 3-7 year treasury fund is still held.

Cash level is 35%.  Portfolio is 75% above NFTRH baseline (9/28/08).

* I was going to do a bit of a write up as to my reasons for adding STM.v and the 
technical view of the uranium sector in general, but #59 had higher priorities.  Perhaps 
next week will bring an opportunity to do so.  But the fundamentals in the sector are not 
exactly setting the world on fire at the moment, so this can wait.

Charts used in today’s report courtesy of stockcharts.com

Please do not redistribute NFTRH in part or in full without contacting me first.  Thank 
you.  Biiwii.com and NFTRH terms & conditions

http://www.stockcharts.com/
http://www.biiwii.com/about.htm#Terms

