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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Preamble

I want to briefly review something I feel very strongly about. The message applies to
what I believe is an extreme minority of the subscriber base, but I think it is worth
repeating; NFTRH is nota trading service. In fact, I personally feel that trading services
— directing subscribers on what and when to buy and sell — can be dangerous, because the
implication is that everybody is alike, and has the same financial goals and risk profiles.

Regardless, I realize some people just want to make ‘coin’ and want to be directed as to
how to do so. NFTRH is not the proper service for such people. If you are looking to
trade with me, or view my stock picks as the be all and end all, you may be disappointed
and should consider a service more in line with your goals.

Reversal
Well, was that a good day or what? Perhaps you noted that Friday’s blog posts included
a theme of the USD and the Gold-Silver ratio (GSR) becoming over bought on a daily

time frame. Nothing goes straight up or down and it appears markets — led by the
precious metals — have held the general support zones we have been following; after
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much hand wringing. Gold came close to the major support areas NFTRH has been
expecting and then hammered (a bullish reversal candle, when it appears after a
significant downtrend) after shaking out many a weakling, as per script.

$GOLD (Gold - Cortinuous Cortract (EODY) INDX @ StockCharts.com
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The noted resistance area could be snapped like a twig early next week if there is follow-
through. That is because one day below a resistance area does not make strong resistance
in and of itself. We will carry forward the idea of gold 1000 (per the big picture monthly
chart), but for now it appears that it is time for a rally.

Meanwhile, the status of silver allows us to begin to plot the nature of the would-be
rebound. Always the sober lecturer, NFTRH advises that this is a counter-trend rebound
until such time as it proves otherwise; and the intermediate trend is down in the precious
metals complex. But a lot of risk has been eliminated from the December pump fest.

$SILVER (Silver - Continuous Contract (B0 INDX @ itockCharts.com
S-Feb-2010 Open 1520 High 1536 Low 1462 Close 15.17 Chg -0.08 (:0.52%)
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You will notice that the etf SLV has been added to the portfolios (along with GLD).
Friday’s candle says ‘hammer time’ and the upside target is defined by the neckline, the
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breakdown from which ultimately targets 14. Friday we got close enough for
government work (and for this down-leg). In concert with the prospects for the gold
price, the 13 to 14 level may yet be seen. But it appears that first the market will pull in
the large speculators that dumped out last week right on cue. Silver’s CoT report was
very pleasing in that hedge funds and other large speculators were flushed. The
expectation is that they will help buy silver back to the neckline for a trade.

Now let’s look at the gold stocks as represented by the HUI. Having gotten our
correction to and through the weekly EMA 75 — thereby eliminating the risk that had
been highlighted for so long — it is time to watch daily charts for the gold stocks.

$HUI (Gold Bugs Index - AMEX) INDX @ StockCharts.com
S-Feb-2010 Open 26990 High 220.67 Low 262.25 Close 320,42 Chg +19.52 (+5.22%) &
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You will notice a very similar situation to that of silver, with a hold of support and what I
feel is a sensible target (a test of the neckline). One fine reversal day does not make a
certified rebound, but when you buy reduced risk environments, you do not need to worry
so much about being ‘wrong’. Per the email update Friday pre-market, NFTRH did
indeed do some buying before the upward reversal.

Short term resistance is at 420 at which point we could hit some turbulence as day traders
take profits. STO grapples with the critical 20 level and fellow short term sensitive
indicator CCI has climbed above -100, which is positive. RSI is good to go for a run at
the noted level, but MACD remains the holdout. We are in an intermediate term
correction and while we might expect MACD to ‘trigger’ up, its status below zero must
be removed for the all clear in a bigger picture sense.

To summarize the precious metals complex, the probabilities are good that there will be
upside follow-through based on the angst levels that were stirred up in not only the PM’s,
but also in the commodity complex and broad global markets. In short, relief is due as
the GSR and USD take a break. Taking a broad market view, it looks like a counter-
trend rebound could manifest that will ultimately — and cruelly — suck the innocents (and
crack users) back in.

Gold and silver still have lower targets that could be fulfilled, as does the HUI. The
question remains whether the precious metals will sever the positive relationship with the
broad markets, which I do not believe they have just yet (although they have reassumed
leadership). NFTRH bought the precious metals on Friday in anticipation of said relief,
with the idea that if I become a bag holder, it is a bag generally filled with stuff that will
one day shine. But the odds are now shifted in favor of a pretty good rally that could last
several weeks.

Stock Market

NFTRH bear positions were trimmed Friday. This is in anticipation of a broad global
market pump, and to see if we can’t let the precious metals run unrestrained for a bit. 1
am a nicer person with a sunnier personality when I am not short the market. Spring is
coming and we can look forward to renewal; of a secondary impulse of hope that is.
Then the hammer should drop once again. I would hope to again be more heavily short
(and ill-tempered) at such time.

If the analysis is incorrect and the entire mess unwinds again next week into a whipsaw
downward reversal, everything done Friday is subject to being reversed as well. But |
‘think” we rally based on the idea that liquidity stress indicators are in need of a break.

Here is Mr. Broad Market, the daily S&P 500. There’s the hammer candle, there’s the
next resistance level and there’s the target. If all goes according to plan, the SMA 50
should provide stiff resistance if, as expected, this is not a re-run of the breakdown and
recovery to new highs that happened last July.
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$SPX (S&P 500 Large Cap Index) MO @ StockCharts.com
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Sentiment

Compliments of SentimenTrader.com
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Well, what a difference a sharp drop makes to the trend followers. Greece is leading
global economies into meltdown, US jobs are still hemorrhaging and deflation is set to
assert itself. Time to buy US dollars! Time to buy treasuries! Market rally over. Well
yes, I agree. But first, sentiment looks as though it can allow for an interim rebound.

Following is a graph from SentimenTrader that we have not looked at before, called the
SPY Liquidity Premium. An excerpt from SentimenTrader:

“In times of great uncertainty, market participants tend to gravitate toward the vehicles
that provide them the most liquidity. For our purposes, we define liquidity simply as an
instrument that allows the investor to get in and out quickly with minimal slippage...
Exchange-traded funds such as SPY, which tracks the S&P 500, have gained wide
acceptance among both individual and institutional investors as trading vehicles with
superior liquidity.

We tend to see volume become heavy in these ETFs when uncertainty about market

direction is greatest, for the reasons outlined above. Also, volume tends to wane when
traders are feeling comfortable and decide to take on the risk of individual equities.”
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This is one of those indicators that does not say ‘a rally will happen’, but rather ‘a
necessary indictor is in place that says a rally canhappen’. Others include the Investors
Intelligence survey of newsletter writers, the AAII survey of individual investors and the
NAAIM survey of investment managers all coming strongly off of their recent hyper-
bullish status.

Trend followers firmly in retreat, we canrally for a bit.

Commodities

The BDI shipping index is open to a bull signal as long as a lower low from the
September bottom is not registered. Copper meanwhile, is interesting in that it remains
below broken support. Perhaps the most egregious mini-bubble needs more work to
unwind the casino atmosphere that propelled it to unrealistic Hope *09 highs. Oil can,
and likely will rally for a while here off of support. The broad prognosis for Doctor
Copper and friends is to catch a tail wind to the extent that broad global and domestic
markets are able to do the same. It would likely be counter-trend, before new lows.
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Precious Metals Charts

Here are some simple charts of some of NFTRH precious metals positions.
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Added to DMM.to positions on Friday.
KGN (Keegan Resources Inc.) AMEX, @ StockCharts.com
5-Feb-2010 Open 551 High 570 Low 505 Close 570 Volume 22371 Chg +0.14 (42 52%) =
KGN (Daily) 5 75
dnolume 323,71k, EMA(ED) 179.21K '1‘ l+ 1, -
1 o 55
I'hT L 'lT y 5o
.TT' Viss
e
.I 4.5

Hammer time

1.00M ' I N ‘1'1., e 2.0
760K [t L f
l ! 25
500K l I I h |
4y .
2EOK, ¥l " pld d |
i e R, L = (o thn |- - BT il S L )
- o A AT T il || 1 .
May Jun Jul Aug Sap Oct Mo Dac 2010 Feb

Added to KGN position on Friday.
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NXG (Morthgste Minerals) AmMEx @ StockCharts.com
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Initiated NXG position at 2.57, added near low of day Friday.

RGLD (Rovyal Gold, Inc.) Masdaq 35 @ StockChartscom
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RGLD:GDX (Rovyal Gold, Inc Market Vectors Gold Miners) Nasdaq GS/NYEE @ StockCharts.com
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RGLD was added to the conservative portfolio (joining the speculative portfolio position)
on 2/3 and held through attempted breakdown from support. The reason for the
conviction is shown in the 2™ chart, which is RGLD’s weekly ratio to the GDX gold
stock ETF. That is the kind of flag consolidation down to support that I usually buy.

JAG (Jaguar Mining Inc.) NYSE @ itockCharts.com

5-Feb-2010 Open 2,16 High 9.60 Low .28 Close 9.57 Volume 190 Chg +0.37 (+3.02%) =
JAG (Daily) 9,57 14

alYolume 1,558, EMAED] 911.84K i“ 43

'1 #i") *ﬂ”N""* ’

¥ 'ﬂ'l 10
§ ' h* h.*‘i L .'“NI 1 l g
‘ L T "

EM l IL 7
an "'
=}
i
2h
n i T TP T | T
M ay Jun Jul Aug Sap Oct Haov Dac 2010 Feb

JAG was initiated near the low of the day Friday.

SLV (iShares Silver Trust) NvSE @ StockCharts.com
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SLV was initiated well down on the handle of the hammer as gold was recovering
strongly. This is for a trade only at this point and is a play on the would-be cooling of the
GSR from over bought, as the herd panics into perceived safe-havens.
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Wrap Up

For perspective, look at the way junk bonds hammered as well. Add one more data point
that says the precious metals have not disengaged from the global hope construct just yet.

HYG (iShares iBoxx High Yield Corporate Bond Fund) NYSE @ StockCharts.com
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Speaking of which, why not throw in the weekly chart of HUI that was included with
Friday’s pre-market update. The updated chart shows support has held on a weekly basis,
MACD remains triggered down and we should not read much more into it than that at
this point.

$HUI (Gold Bugs Index - AMEX) INDX @ StockCharts.com
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The US dollar daily chart shows the next two support levels as the buck retreats from iron
clad long term resistance as shown on the blog on Friday.

$USD (US Dollar Index (EODY) INDX @ StockCharts.com
5-Feb-2010 Open 7092 High 2062 Low 7994 Close 3036 Chg +0.94 (+0.55%)
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As noted, the misperceptions game is just getting warmed up. The players are assuming
the usual roles. Deflation has kicked down the door and at least made itself part of the
discussion once again.

But the big picture backdrop should continue to be one of inflation, which has always
been the most politically expedient method of giving the people what they [think] they
want. It is likely that more deflationary impulsiveness lay in the future where in very
rough terms, we may see gold go down to firm support at or just below 1000, the dollar
break up through congestion in the low 80’s, Robert Prechter getting more airplay and
conveniently, US treasuries gaining a bid by a frightened herd.

This would lay the groundwork for the coming inflation, which should be a whopper. US
treasuries will be a toxic waste dump and the dollar will be left to slug it out with the
other paper certificates of confidence circulating around the planet. NFTRH plans to
hold a core of PM positions after doing some trading, because the fundamentals only
stand to improve from here on.

Portfolio Notes

Portfolio Notes are provided for a look at how the writer is applying the analysis in
NFTRH to real world functional investment at any given time. Portfolios are not
intended as recommendations and are subject to change at any time due to the
unpredictable nature of marketsNote: Due to the Capital Preservation portfolio’s
status as a regular brokerage account and the fact that it is used to fund other personal
needs, it has become increasingly difficult to track its performance from baseline.
Given that the account is conservative and does not move strongly in either direction, |

NFTRH 12



http://biiwii.blogspot.com/2010/02/monthly-usd.html

trust this will not be an issue. The Preservation portfolio is +18% from baseline
(NFTRH1 dated 9/28/08) as of 2/7/10. The Speculation portfolio will continue to track
performance as usual.

The Capital Preservation portfolio got a bit more in the precious metals game by
initiating RGLD and SLV and adding to the DMM.to position. Uranium prospect FIS.v
was sold for a great profit and then continued skyward... dohhh. A loss was taken on
MGA.to. Bear funds EEV (emerging markets) and SRS (real estate) were added on 2/3
and 2/4 respectively. I thought about selling them Friday, but decided to hold on for
now, as existing precious metals positions should much more than offset these items if
the expected rally continues.

Precious metals positions are miners DDM.to, GBG and GOZ.v, royalty company
RGLD, explorers AAU, FRG, RRI.v, SBB.to, VEM.to, junior miner etf GDXJ and silver
etf SLV. Uranium positions are EFR.to and STM.v. Bear positions are EEV and SRS.

Cash and t-bill/short term treasury equivalents is at 76%. Portfolio is balanced by gold.

The Speculation portfolio levered itself to an anticipated rally. GG, AUY and GDXJ
were sold early in the week, after the big bounce. FIS.v and MGA.to were sold. Bear
positions EEV (which had been initiated on 2/2), VXX, RSW and QID were all sold on
Friday. Gold etf GLD was added well before its ultimate bottom and instead of adding to
it on Friday, I decided to go with the SLV for a trade with the idea that silver could lead
the complex higher in the short term. JAG was initiated on Friday and DMM.to, KGN
and NXG were added to.

Precious metals positions are miners DMM.to, GBG, GOZ.v, JAG, NXG, royalty
company RGLD, explorers AAU, FRG, KGN, RRI.v, SBB.to, TML.to, VEM.to and
bullion funds GLD and SLV. Uranium positions are EFR.to, LAM.to and STM.v. Bear
positions are down to just SRS, which was actually added to last week. The reduction of
bear positions is not reflective of the NFTRH intermediate broad market stance, which
remains bearish.

Precious metals equities (including GLD & SLV) are 54% of portfolio. Cash level is
43%. Portfolio is +73% from baseline (NFTRH1, 9/28/08) and -2% for 2010.

Charts used in today’s report courtesystdckcharts.com

Notes From the Rabbit Hole (NFTRH) is a weekly newsletter in which we provide analysis on financial
markets. We make every effort to provide accurate and high quality content, but this analysis ultimately
represents our opinions and these opinions are provided without warranty or guarantee of any kind. In no
event will Biiwii.com or its owner , Gary Tanashian be liable for any decision made or action taken by you
based upon the information and/or opinion provided in NFTRH.

Complete Biiwii.com terms & conditions available hetsgtp://www.biiwii.com/about.htm
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