Money, Markets & Milestones
A PUBLICATION OF VAGABOND INVESTORS
May 12th, 2011

Driving the Fiat Currencia!
Introduction
Inside The
May Issue
Introduction
Margin Madness
When Investors Become Villains
Markets

“Acting is the work of
two people—it's only
possible when you
have the complicity,
the help, even the
manipulation of a
director.”
-Victoria Abril

America is back on track to real economic growth. It never entered a
Depression. Long live the central bankers and politicians who saved
us from a disaster!
So it seems—for the uneducated or the foolish.
When stock prices are improving and the fanfare of improving economic news fills our ears, it’s easy to be fooled into believing in a
safe future. Every time the so-called official jobs report numbers
come out, the financial media is keen to point out how well we are
doing. The fact is that all of this economic growth that we have experienced is enriching a small slice of the US population. If you look
at the ordinary man on the street, he is not particularly better off.
Then again, the bankers, major corporations and savvy investors are
precisely the people that are. Why? They are the people that are
cleaning up right now. The corporations are buying back their own
shares through M&A instead of hiring new people and building new
plants. The problem is that the officially promised job growth has not
materialized.
It is healthy to keep in mind that over forty million Americans are on
food stamps. That’s 1 out of every 8 Americans. Food stamps may be
good for getting food, but they hardly fill any other necessities. We
have yet to see a family get diapers for their children with food
stamps.
The funny thing about labor statistics is how unemployment is measured. Let’s say we have two guys, chap A and chap B. They are both
at their prime working age (between 25 and 55 years of age). Fellow
A is actively looking for a job whereas fellow B has already given up.
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The statistics then conclude that B is not unemployed, even though he’s living on food
stamps. B is simply what is called “natural unemployment” and not part of the real unemployed.

beneficial for the people to lower the prices of
wheat, corn, soy etc. After all, they are vital
commodities to people. But them becoming
more expensive is not the least bit worrisome
to the owners of commodity exchanges and
banks. Only those commodities that tend to
Does it mean that chap B is doing fine? Not at correlate negatively and strongly with the USD
all. He’s just not part of the statistics. Well, if are being manipulated. Yet again, we have yet
that is true, perhaps we should estimate how to see one financial media ponder this quesmany people are unemployed by the measure tion!
of being in their prime working years and not
having a job (not only actively looking for one). This has, of course, happened before. When
So let’s count all B’s in the statistics. What is
silver prices reached over $50 in January 1980,
the unemployment rate now among the peo- it was widely feared that the USD would colple in their prime working years?
lapse. CME did a similar margin hike back
then. Back then the rules of Comex was
Drum fill, please!
changed in a way that a position limit was ordered. In this way, large investors were forced
It’s whopping 25%. Where did that figure
to sell (and sell massively) their positions to
come from? It came right from the website of make it to the limit that a single investor could
Bureau of Labor and Statistics. Oh, and we are hold. Today this is out of question because toonly talking about men in their prime employ- day’s large investors are the banks themable years.
selves. In the Gordon Gekko decade large investors were private. For example, the Hunt
In 1933, when the Great Depression was at its brothers were long back then.
height, unemployment hit 24.9%. That makes
In the 80’s, CME ensured a meltdown of silver
us wonder why in 2011 America is not offiprices by margin hikes. Now think about this
cially in a depression. But as many people alfor a while. The only thing that could be done
ready know, it is easy to confuse a politician
with silver is sell it. Almost nobody could buy.
with an honest man.
This literally made silver prices fall through the
floor. Just imagine what would happen to
stock prices if such manipulation was conMargin Madness
ducted there!
For our regular readers, the recent violent
volatility in the commodities markets, especially silver, didn’t get by without special attention. The meltdown was largely because of
tightening margin requirements. The financial
media, as usual, hardly mentioned this.

Today, if purchase assignments were not received, futures trading would simply move to
another exchange or to a dark pool. Market
manipulation is – sad but true – a common
practice. Banning short selling is one such example. (It is amazing that nobody has proposed banning being long!)

What is interesting, though, is that Shanghai
Gold Exchange raised the margin requirement
of silver to 19%. It is strange that only the
margin requirements of silver and oil are being
raised. One would assume that it would be
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It is likely that marginal hiking is not the solely
decided in the CME but that governments play
a big role in it. With all the volatility in major
currencies, especially the USD, this would not
surprise us at all. Not many people understand
how important the value of a nation’s currency is to the entire system, not just the
economy. If they did, QE rounds and inflation,
which is apparent everywhere, would be a hot
topic in today’s politics. But, if history is any
guide, the masses do not understand it – until
it is too late. They will simply keep on voting
for people that promise even more generous
entitlement programs, which will then completely bankrupt the economy. Europe is a
loud and clear example of this. It will not be
too long until the US wrestles with the same
problem.

When Investors Become Villains
The world of money has basically three different types of people. One is the professional.
Second is the business owner. Third is the investor. Wherever we travel in the world, it is
always apparent that these people types
largely dislike each other. Everywhere in the
newspapers you can find the never-ending
battle between employers and employees.
Still, it is the investors that from time to time
take the most blame.
Sometimes investors are called speculators. If
an ordinary person invests in stocks and real
estate, it is said that he invests. When he shifts
assets classes to commodities, he suddenly
becomes a speculator. In other words, it is
publically and socially acceptable to speculate
on stocks and real estate but not commodities.
It has remained a mystery to us what the real
difference between investors and speculators
really is. One thing is for sure, though. If large
amounts of investments flow to gold and silver, it is a very tangible signal of distrust to fiat
currencies or at least one major one of them.

Then, the investor, who previously was only
misunderstood but was known to somehow
contribute value to the world, became a villain!
It was the investors, who caused the market
bubbles that eventually burst and left tens of
millions of people destitute. It was the investors that speculated oil and food prices so high
that ordinary people could not afford them
anymore. It was the investors who destroyed
our great fiat currency.
Never mind that ordinary people quit their
jobs to become full-time real estate investors
high on OPM (other people’s money). Never
mind that their wealth was not real but simply
ultra-leveraged with high risk. Never mind that
central bankers around the world kept interest
rates artificially low long enough to encourage
massive speculation. Never mind the everwidening deficits. Even though we all stole
from the future and those who are in need, it
was not our fault. Never! It was the investors,
the speculators, the devil’s advocates. May
they burn in hell!
Such is the public climate in the financial media today. Little do the people know that it is
their attitude against money and investing
that is the real problem. Little do they know
that it is not the government to blame always.
Some personal responsibility should be taken,
for it is the people that elected the politicians.
Whoever promised most free money, got
standing ovations.
What happens the next time around when the
next big crisis hits, is somewhat predictable in
this sense. The worse the problem, the more
likely it is that we investors, being widely misunderstood people, will be the scapegoats
once again. If the problem gets really out of
hand and people get on the streets in our
home lands, a foreign scapegoat has to be
found. When that happens, brace yourselves
and load your weapons.
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After similar development in 2010 the market
ended up breaking. The severe bullish diverMarkets
gence accompanied by false down side breakout in 2009 marked the end of the down
As always, we begin our analysis from the big trend. We’d just like to point out how imporpicture and walk towards the shorter timetant it is to keep your eye on the warning
frame. Let’s start by looking at the monthly
signs. These patterns don’t emerge often and
S&P 500 chart. You can see that the monthly
for that reason we might not notice them. But
chart is nearing the upper channel line. This is when they do show up in the charts, we had
signaling that the ongoing bull train has gone a better listen to them very carefully.
long way from home. The impulse system has
changed from green to blue, meaning that the On the daily chart we have 20-day relative
steam is running out— at least for now.
New High – New Low index of S&P 500 components as well as those of 65-day and 250-day.
Looking at the weekly chart, we see another
There are a couple of notable signals on the
red flag – a false breakout of the S&P to a new chart that we would like to point out. First, the
high, combined with bearish divergence on
price action is not confirmed by the 20-day NH
three different indicators: MACD Lines, MACD -NL index. The S&P makes higher high but
-Histogram, and Elder Force Index.
fewer stocks make new highs. 65-day NH-NL
shows that the hidden truth is not a leadership
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rotation but rather the lack of participation.
The good news for the bulls is that the 20-day
NH-NL has made a series of higher lows on the
pullbacks.

economic outlook leaves no questions about
the need of the further stimulus, if the meltdown of the equities markets should be prevented. In case the major indexes correct ten to
twenty points, there is little doubt that we will
However, the picture of the Russell 2000 index see a massive amount of freshly printed money
NH-NL is not so bullish at all. The chart is flash- floating into the markets. Third, the good news
ing bearish divergences all over the board. This and earnings are starting to get ignored a bit
makes us want to buy a parachute. Also a weak more than we have seen. This means that the
performance of the energy sector and copper
expectations are super high and already fully
makes our stomachs turn over.
priced on the stocks.
Even though we still believe that the longer
term picture is rather bullish, we need to consider a very real possibility of correction in the
near term. It could be of the magnitude we saw
in the summer 2010. There are several things
we don’t like too much presently. First, the
overall bullishness of the sentiment is too apparent. Second, look at the massive abandonment of the recent “big” trend trades; long silver, gold, equities, commodities and short
bonds and USD. This might be a symptom of
anticipating the end of QE2. Nevertheless, the

It is obvious that the money that is bailing out
the trades will float somewhere, making another bubble in no time at all. Just keep your
eyes and mind open to new investment ideas!
Make sure you are ready to pick up the good
merchandises on sale during the pullback. One
extraordinarily good buy-signal for us has been
the 20 day NH-NL dipping below the -20 % level
and returning back above. That gives us a short
-term buy-signal. Even stronger signal is a dip
around -50 %.
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That usually always leads to some kind of
bounce that kicks 20-day NH-NL near the zero
level and indexes back to the daily value zone.
The most reliable signal of the upcoming trend
change is usually a strong divergence between
the price and NH-NL index accompanied by confirmation of other indicators. It pays off to have
a trading plan for different scenarios. We have
to be prepared because the changes occur very
quickly in today’s markets. Just to keep it fresh
in mind, have a look at the chart of silver ETF
SLV.

been warned just in case the party spoiler
comes to the room.
Have a plan and navigate the markets with it
and you will be just fine.
This time around, greed is not appropriate.

Markets are going to do what they want to do.
Thus, we need to be appropriate on our actions.
Don’t be surprised even if we test the recent
highs before the markets start to crack down.
Even if the red flags are waving all over the
marketplace, it does not mean everything will
necessary fall apart. Markets usually need to
unwind before the next leg up begins. This
doesn’t mean we will get any, but you have
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