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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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General Market Review 
 
Well okay, maybe now we are getting somewhere.  After months of parroting things like 
“risk is high”, “the gold sector is still positively correlated with the broad markets” and 
“the dumb money (which buys tops) is over bullish” perhaps we have just made another 
lurch toward resolution of the current mania. 
 
While I was uncomfortable with the Greece and Goldman headlines as sensational 
topping indicators, I am more comfortable factoring in headlines referring to weaker than 
expected GDP and an ugly looking market reversal just two days after Pumper in Chief 
Bernanke released his latest easy policy statement. 
 
The following weekly chart of the S&P 500 is simplified down to the essentials; bears 
will take note of a near-bearish engulfing weekly candle and a lower weekly low 
registered during an FOMC week.  They will also look at support at 1150 and wonder 
Òwill these pigs dare find support for an unthinkable rise to new highs?Ó 
 
This question is not definitively answerable but this one is:  ÒIs the risk vs. reward 
equation anywhere near suitable for smart money?Ó  No. 
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The profound potential of a coming decline is not lost on me since NFTRH established its 
ultimate upside target of 1224 well over a year ago.  The reason it is in my opinion 
profound, is that the plan for a ÔhealthyÕ cyclical bull market included the now defunct 
Ôscenarios A&BÕ, one of which called for a correction and test of the 900 area to shake 
out the unhealthy holders before an eventual run to target.   
 
This obviously never materialized and the market is now sponsored by dumb money; 
emotional money sucked in by the siren call of an ever rising tide.  So, while I am loath 
to write like so many always bearish writers out there, the technical and sentiment 
backdrop combined with fundamentals that can be summarized as little more than Ôinflate 
or dieÕ tell me that there is some serious downside potential; potential that would be 
fought once again by our heroes at the Fed along with their counterparts throughout the 
industrialized world.  Enter the monetary metal, goldÉ  
 
Precious Metals Review - Gold 
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The measured upside target for gold is adjusted to 1240 (from 1225 or so) based on the 
above weekly chart, devoid of noise.  The reversal pattern has performed like a champ 
and is confirmed with a weekly breakout, retest/hold and rise to a new weekly high close 
since the neck line breakout.  The down-sloping neck line indicates we may be looking at 
a new high and subsequent reversal down, but it is early and weÕll just take it as it comes. 
 
But before we lock in the near term target, letÕs be aware that the POG is still creeping up 
the underside of a broken intermediate (red dotted) trend line.  It is appropriate at this 
point to once again offer the question ÒSo What?Ó 
 

 
 
Strong support is as it has been for months now, designated by the thick green line to just 
below 1000.  Can you imagine just a few short years ago thinking about the 1000 level as 
an area that would shake out the hangers-on, in fear of losing their ÔinvestmentÕ?  Official 
global price manipulationÉ mainstream media antagonism and Robert PrechterÕs Ògold 
will not rise above 350, 390, 420ÉÓ, and we are talking about a potential decline to 1050 
or just under 1000 to shake out the fearful.  This is amusing if you have been around the 
sector long enough. 
 
Meanwhile, regardless of near term correction potential, the upside target off of the big 
daddy consolidation pattern (I still do not call it an inverted H&S ÔreversalÕ pattern 
because there was no previous down trend from which to reverse ;-)) that took a year and 
half to form starting in early 2008, remains north of 1300.  The rest is all noise my 
friends. 
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Silver 
 
LetÕs give a little attention to the other ÔmonetaryÕ metal that many people get excited 
about.  Some people think of me as being bearish on silver.  That is not the case, although 
NFTRH is intermediate term bearish on silver in relation to gold and I believe that those 
who would promote the silver-gold ratio as justification for massive upside in silver 
(based on supply/demand fundamentals and historical valuations) are not giving proper 
weight to the consequences of economic contraction and draining liquidity. 
 
So the reason I am bearish on silver vs. gold is that I am bearish on the idea of sustainable 
economic growth.  It is as simple as that; gold is a countercyclical asset in that it can 
perform well during inflationary growth phases, but will generally underperform in 
relation to positively correlated things like oil, like copper, like silver.  During a 
contraction in economic activity Ð especially one created by a contraction in the credit 
which fuels the global economy Ð gold will outperform most assets, as this is all about 
money; the ability to manufacture it, to get people to accept it, to throw ever more 
sublime levels of it at whatever problems spring up. 
 

 
 
Gold bug rant aside, weÕll look at silver as an indicator for the health of the current PM 
rally, given its generally positive correlation with the gold miner indexes.  This weekly 
chart makes me want to short silver in the worst way.  But as noted on the blog, there 
may well be less risky bear plays out there on the investment landscape than this one.  
Because while silver shows a significant resistance zone just above 19 under the broken 
weekly trend, it also sports a MACD that is in bull territory and triggered up with a long 
way to go higher if the PM bulls get the bit in their mouth here.  NFTRH will put it at 
65%-35% odds that silver tops out soon, but if the 35% comes in, significant new highs 
could easily be registered. 
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Precious Metals Stocks 
 
Reintroducing our old friend the HUI weekly chart with important EMA 75.  Apologies 
in advance for the busyness of the chart but I am trying to tell the complete big picture 
technical story here.   
 
HUI has come to the NFTRH target of 470 so now it can obediently decline in search of 
support.  HoweverÉ the index remains in the (green dotted) uptrend channel and while 
dealing with resistance in the 470s, has more significant resistance above 500 in the form 
of the 2008 and 2009 tops and the broken weekly trend (red dotted) line.   
 

 
 
I did not sell a thing on Friday as the target was pinged, and that is not so much because I 
donÕt feel there is technical risk as it is the combination of upside momentum potential 
and big picture positive fundamentals. 
 
In the event of any coming downside, letÕs review support levels.  Strong support is now 
designated at the 375-390 level in the form of a lateral sequence of  highs and lows dating 
back to early 2006.  The most recent hold of this zone and the EMA 75 was a positive 
development. 
 
Still, we must look to lower support levels as well, since stockcharts.com does not 
include a tool that allows the analyst to set all his chart predictions in stone with the 
subscription.  They are noted, are fairly self-explanatory and would likely only come 
about in the event of a decent deflationary ÔepisodeÕ (you will notice that I donÕt write 
Ôactual deflationÕ). 
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 NFTRH normally  uses sentimentrader.com for its broad market dumb/smart money data 
(no material change this week) but today letÕs look at public opinion for gold and silver: 
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Unsurprisingly, tops in both gold and silver tend to come about with red-lined public 
sentiment.  Notable exceptions however, were the 2008 tops into a hard decline for gold 
and a flat out crash in silver.  Still, this indicator says the precious metals rally can 
continue upward in the near term. 
 
Commodities 
 
By the same token then, if we allow that silver can continue upward, what about its 
positively correlated cousins in the commodity complex?  They too can rise from a public 
sentiment perspective.   
 
 

 
 
 
The look of various commodity charts is a technical mixed bag.  If this is the deflation 
impulse, commodities will decline.  But we have thought we had the bulls where we want 
them before, havenÕt we?  If commodities do rise again to an important top in sentiment, 
it will likely come in conjunction with a renewed downturn in treasury bonds, which we 
will review shortly. 
 
First letÕs look at the Baltic Dry Index chart which has failed as of yet to make a lower 
low.  Until it does so, I am hesitant to tout a new bear phase in the markets just yet.  In 
fact, a marginally bullish indicator would be a rise in the BDI to above the small top 
designated by the red arrow.  
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US Treasury Bonds 
 
The 10 Year Treasury note is epic.  It will either prove to be an epic failure into 
inflationary expectations hysteria or prove an epic (if temporary) validation of the 
deflationists per the scenarios below. 
 

 
 

a) Fail at solid red downtrend line and decline off topping pattern to new low, 
attended by inflation expectations that even the Fed will not be able to pretend do 
not exist. 

 
b) Break out above sold red line into deflationary impulse, providing a temporary 

opportunity; to preserve capital and then deploy capital into the precious metals 
and later a literal developing world of potential good investment stories. 
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Wrap Up 
 
The HYG (junk bonds) Ð LQD (investment grade corporate bonds) ratio acts like a credit 
spread, sentiment and volatility indicator all rolled into one.  Its message is that Ôthere is 
absolutely nothing to worryÕ about from a speculative standpoint; speculation is alive and 
well.  Common sense and a grounded, rational approach are resting at support however, 
and offer a 180 degree opposite view from that of the speculators. 
 

 
 
One wonders what the risk/reward players in the bond market think of the odds at this 
juncture.  The chart itself, much like the VIX, the Gold-Silver ratio looks like a massive 
consolidation prior to further upside.  If I have to parrot this for another year I will, as 
long as the technicals and sentiment structure support doing so. 
 
 
Risk vs. Current price level:   H (High)    E (Elevated)    N (Neutral)    L (Low) 

S (Short Term 0-4 Months)   I (Intermediate Term 4-12 Months)   L (Long Term 1 Year+) 
Market S I L Notes 

S&P 500 H H E Came within a hair of NFTRH ultimate upside target 
Gold N L L Gold expected to rise in ratio to pos. correlated assets  
Silver E N L Silver underperform gold (I), but often correlate w/ PM miners 

Gold Stocks E N L ÔBestÕ rally target achieved, more potential upside (S)? 
Commodities H E N Long bond backs away from brink so Commods take the H 

Global Developed H H E Basket case w/ PIIGS, etc. 
Global Emerging H H N Blow offs will not help intermediate term, longer term good story 

 
The above is not a comprehensive list; rather, it is a quick snapshot of some markets for 
reference.  Values are based on risk vs. reward at current levels, as opposed to absolute 
price projection.  Values generally rely on technical analysis and macro-fundamentals.  
Values are subject to ongoing revision as events and macro-structure dictate. 
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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 markets.   
 
The Capital Preservation portfolio did some shifting in its US Treasury fund holdings this 
week.  Some t-bill funds (SHV) were shifted to 3-7 year funds (IEI).  A healthy profit 
was booked on AAU and as its replacement FCV.v was initiated on severe downside 
activity and a would-be decent risk profile. 
 
Precious metals equities are explorers CPN.to, DIB.v, FCV.v, FRG, PEZ.to, RIO.v, 
VEM.to, XAU.to and miners DMM.to, FVI.to and GBG.  The Ôcleaner energyÕ 
contingent is comprised of FTEK, LAM.to and STM.v.  Cash, t-bill  (SHV), short term 
(SHY) and 3-7 year (IEI) treasury funds are at 83%.  Portfolio is balanced by gold. 
 
The Speculation portfolio also shifts funds from SHV to IEI and cash, takes a decent little 
profit on SIGM and adds silver miner FR.to. 
 
Precious metals equities are explorers AAU, CPN.to, DIB.v, FRG, KGN, PEZ.to, RIO.v, 
TML.to, VEM.to, XAU.to, miners DMM.to, FR.to, FVI.to, GBG, GOZ.v, NXG, junior 
ETF GDXJ and ultra-gold bullion fund UGL.  The Ôcleaner energiesÕ are populated by 
FTEK, EFR.to, LAM.to and STM.v.  Bear positions are QID, SDS and VXX. 
 
Precious metals positions are 42% of portfolio.  Cash, short term (SHY) and 3-7 year 
(IEI) treasury funds are at 39%.  Portfolio is +4% for 2010 and 83% above baseline 
(NFTRH1 dated 9/28/08). 
 
Note: Due to the Capital Preservation portfolio’s status as a regular brokerage account 
and that it is used to fund other personal needs, it has become increasingly difficult to 
track the portfolio’s performance from baseline.  Given that the account is conservative 
and does not move strongly in either direction, I trust the suspension of performance 
tracking 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. 
 
 
Charts used in today’s report courtesy of stockcharts.com 

Notes From the Rabbit Hole (NFTRH) is a weekly newsletter in which we provide analysis on financial 
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based upon the information and/or opinion provided in NFTRH. 
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