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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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Epic

Throughout Greenspan'’s inflation bull market (RIP 2003-2007) | was very bearish, fully
aware of the impending credit and derivatives disaster that the Maestro claims not to have
seen coming. Long time readers know my writing included a comparison of the entire
USA to the former poster child for corporate criminal excess, Enron (Amron:
http://www.safehaven.com/article-2785.Htm

But the theme was one of playing the cards dealt and despite my bearish bias, the cards
being dealt by Greenspan showed ‘bull’ (I mean that in the literal as well as figurative
sense). Inflating the money supply at the first sign of systemic problems was his modus
operandi and he was celebrated as the great and wise overseer of the long but ultimately
doomed party in paper goods. The operating theme froroutiset(defined here as the
beginning of my public life) has been one of inflation policy that begetaghearance

of a sound economy and sound markets but in reality, is anything but. Enter
Armageddon '08.

It is ironic that while | was bearish from 2003 to 2007 | made healthy profits each year as
a trader, roughly doubling the broad bull market's gains each year. This is because | was
not fundamentally attached, even to the gold stocks much of the time (due to their rising
costs and status as an underperforming sector in the latter half of the ‘inflation bull’).
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More ironic however is that now, in the midst of a crisis | knew was coming | have
endured severe paper losses amagstor(in accounts | allow to be exposed to risk).

The most recent target for HUI is 150 and it came within .27 of that on Friday before
turning up and leading gold higher. But this could simply be a pause to build a bit of
hope before the next dunk. As I will show later in this report, the broad market is in
danger of new lows (into capitulation) which could suck the precious metals stocks down
yet again. But with each hard down | become more bullish. Asvastor | realize that
‘investor’ can be another way of saying ‘bag holder’, but that is not the feeling | have
right now. 1 hold this precious bag tightly because nobody else wants it and the nuggets
in there are literally being given away, so | continue to pick up these discarded nuggets
with each decline.

The title of this opening segment §FTRH is ‘Epic’, and that is what | expect the gains

to be in the gold sector over the next 1-3 years. With producing miners finally achieving
the coveted ‘value’ label and junior and exploration gold stocks selling in some cases
below cash on hand with properties being looked at by the market as liabilities (in that
they need to be funded), folks, you know what we have here don’t you? Mania.
Downside bearish mania (along with margin and redemption rdtaieet selling).

There is a good chance that this is the play that people wait a lifetime for, but after the
fact will bemoan their inaction due to fear. But the public and its policy leaders who all
kept their heads buried deep in the sand during the cyclical bull market have now done
the predictable 180, worshipping fear much as they worshipped greed just a short while
ago in what now seems like a different life. Mania is mania and it works both ways.
Smart people will fade mania.

| suppose it is up to the people who rightly saw this mess as over valued and/or a disaster
in waiting to move in and pick up the pieces. John Hussman and Warren Buffett are
doing so http://www.hussman.net/wmc/wmc081020.htras is Jeremy Grantham
http://moneynews.newsmax.com/streettalk/jeremy_grantham/2008/10/20/1422491html
believe the gold sector holds the best and nearest term potential gains, but real contrarian
and value investors are now becoming interested in many markets. For those with
patience, this stance could indeed be epic.

Without further delay, on to macroeconomics and technical analysis that support the
bullish view of gold stocks and, now that we are well into the gold bug killer correction,
the metal itself, along with a look at commodities and the stock market...
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Glimmers of Hope?

With the recent hyper panic policy, | use the word ‘hope’ simply to convey that said
policy may actually work as intended, however temporarily. | have no hope whatsoever
that this policy has in reality done anything but create tomorrow’s moral hazard (times
XXX). But if we define hope simply in terms of stopping the bleeding of the gushing
wound in the credit markets, perhaps we have a bit of hope.

Once again here is the LIBOR 1 month rate. The 3 month LIBOR looks nearly identical.
Even as the Dow continues to grind down the dome back toward point 10 (see below),
there are some signs the credit markets are easing.
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Isn’t it funny how we are all becoming experts on things like LIBOR, credit spreads,
yield curves and money supply? In a simpler time it was enough not to ask the big macro
guestions as we happily traded our stocks and knew the sun was going to come up the
next day. Butin the age of moral hazard on steroids, knowing the macro is a must.

Following is the MZM (Zero Maturity) measure of money supply. This is the one that
concerns many deflationists (or maybe it validates them) because it shows in essence a
limp string throughout the entirety of 2008 despite money base graphs having gone
parabolic. There is a little hitch upward there but that is certainly nothing to get excited
about. Given the acute nature of the panic in progress and policy makers’ efforts to
inflate their way out of the mess they created, this measure needs to be watched now
more closely than ever.

But for the time being we will say that things have not gotten worse and given LIBOR
easing and the US Dollar's extreme (manic) over bought status, relief could be on the
way and by the time it is conclusive, markets may be well along in rally mode.



What of the Stock Market?

The markets have looked to be in a bottoming stance but as noted in the 10/22/08 email
update, the caveat was what looked to be symmetrical triangles forming in the Dow and
SPX. Sym-tri’s are usually continuation patterns. It was noted that these patterns may be
expressed to the downside into capitulation. Now, upon the weekly close, that looks ever
more likely as the triangle is breaking down per the SPX chart below. The breakdowns
to new lows in many global markets including Hong Kong and Japan only put more
pressure on this theme to be fulfilled.

Also for reference, in the event the sym-tri’'s do give way, here is the Dow ‘3 peaks and a
domed house’ chart that has adorned the front page of biiwii.com for the last couple
weeks, which implies that the decline should be arrested at or near the 2002 lows, at least
temporarily.

The conclusion is that while there might be one more plunk just to make sure there are no
dry pants in la la land, the risk vs. reward ratio is now firmly in favor of the bullish side
for the near to intermediate term.






Commodities

As part of the ongoing ‘gold miners as economic contraction investment vehicles’ stance

| have been bearish on commaodities since the yield curve turned up and liquidity began to
become an issue. But any relief to the liquidity situation that helps the stock market

would surely help commodities as well. The type of advisers that have pumped gold and
silver along with the great China, emerging markets and ‘resources’ trades while at the
same time being bearish on the US stock markets have made some serious
miscalculations.

Commodities are positively correlated to the economy and by extension, the stock
market. Thus, the same prognosis for them; a rebound likely on any relief in the credit
system but | would not read anything more into it than that at this point. | am open to
new bull markets in stocks and commodities, but again, the gold miners should pick up
on inflation first as monetary events one day translate to future economic events.

Below is a chart of the United States Oil Fund (USO), which you will note was added
back to the capital preservation account (yesterday) due to most of the negative
risk/reward being wrung out. We will consider this a little hedge on home heating this
winter.

| expect the support zone to hold here on oil and may keep this hedge to the noted
resistance or the 50 day average, whichever comes first.

| have not gone bullish on oil as | see no reason to do so. The economy is going to get
worse before it gets better. Thus, as with the stock market, | am looking no further than a
relief rally and evaluation at a later date.



Gold Sector

| was planning on looking into several miners where the valuations have simply become
silly, but that would include most of my holdings now. Yesterday | added to a few
positions on the morning dunk, notably WGW, which got cut in half — most likely due to

a forced liquidator — before rebounding. This craziness is happening all around the
sector. These dying hedgies will be looked at as a gift from the money heavens one day |
do believe.

But for now let's again look at the macro for the sector in the form of Gold-Oil (with an
interesting USD comparison).



When | write about misperceptions | usually have something like the gold-oil ratio chart
in mind. | have added the USD to show how well rising gold v. oil has correlated to a
bottoming and now hard charging USD over the last two years. If you want one reason
why | am a fundamental bag holder of gold stocks, look no further. Only in a manic and
misperception driven market can companies stand to gain bottom line fuel (no pun
intended) becauseof the deflating inflation bull and still be thrown out with the
bathwater. So the US Dollar is rising. The dynamics that are making it do so are also
pushing gold higher vs. everything else and while the various ratios are due for a rest as
the USD declines, the worm has turned for the gold miners in the macro picture.

Unfortunately the ‘all one resource complex’ bulls are still panicking out of their
positions. My personal risk/reward profile demands that | assume more risk in the sector
(again, in accounts designated for risk) and | now enthusiastically do so.

As mentioned above, we came within .27 of the latest Huey target and you will pardon
me if | do not trust that the bottom is in. But there will come a day when that bottom is
seen from afar in the rear view mirror.
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Wrap Up

The US Dollar is blowing off. The jaw dropping rise is not bullish for the Dollar as blow
offs have shelf lives. If it simply ground higher, eating up the hopers and gamers little by
little instead of in one big, panic-filled frenzy it might be a different story. Further
speculation about the Dollar’s future direction can wait until after the coming correction
gets going and then we will watch its nature. Meanwhile, all things not named Uncle
Buck stand to gain as it tops out. USD’s primary ‘fundamental’ has been global de-
leveraging, and when the panic eases the downside for the buck could be severe in the
near term.

Portfolio Composition

Once again a reminder that these portfolios are not comprehensive. They merely
represent investments in ‘paper’ assets.

Portfolios omitted for NFTRH sample editions

Portfolio 1: Capital Preservation & Investment

Portfolio 2: Speculation & Investment




