Gold/Silver

This report was written on February 19, 2009 by Pascal Willain, Author of the book
"Value in Time: Better Trading Through Effective Volume"
John Wiley & Sons, New York, 2008.

The author can be contacted at: pascal@willain.com
Daily and weekly market updates are available on www.effectivevolume.eu

The author is French speaking.
This report has not been proof-read for the proper use of English language.

Executive Summary

Precious metals have become the investment of last resort, when everything else falls like a
rock. The general principle that guides investment in the PM sector is that money printing will
reignite inflation.

No day passes without having advisors pushing people to invest in gold. Gold might indeed
reach $2000. The recent past has shown that gold can also reach $700. The constant
brainwash tells me that we will break $1000. The price/volume action also shows a strong
continuing up-trend.

On the contrary, the silver sector might be in trouble as shown by the heavy selling that is
taking place in silver miners. However, since the PM sector is in a "pumping mode", these
silver stocks might go higher as more retail traders push the prices up.



1. Gold and Silver

The figure below, which compares gold to silver prices, shows that silver has more "upside"
than gold, since gold - shown in the upper panel - is close to its $1000 resistance while silver
is still far from the $16 resistance. The last panel shows that silver needs to "catch-up" to its
historical reference price to gold.

$GOLD (Gold - Continuous Cortract (EQD)) IMDX @ StockCharts.com
18-Feb-2009 Open 240.20 High 93270 Low 537 .30 Close 97520 Chg +36.00 (+3.582%) &
W $G0LD (Weekly) 975,20 1025

—MA10) 294,33

—MAr40) 85774 1000

a7s

f
i =

a75

Sep Oet Now Dec 2008 Feb Mar Apr May  Jun Jul  Aug  Sep Oct  Mow Dac 2009 Feb

$SILVER (Silver - Continuous Contract (EQDT) INDX ® StockCharts.com
18-Feb-2000 Open 13.60 High 14.37 Low 1242 Close 1420 Chg +066 (+4.823%) &
W £5ILVER (Weekly) 14,29

24
—MA(10) 12,10
—MAE%% 13.23 IJ[T =0

19
18
7

Sep Oct Hov Dec 2008 Feb Mar Apr May  Jun Jul  Aug  Sep Dot Mov  Dec 2009 Feb

$SILVER:$GOLD (Silver - Continuous Contract (EOD)Gold - Continuous Cortract (EQDI) INDXANDX @ StockCharts.com
18-Feb-2009 Open 0.014 High 0.015 Low 0014 Close 0.015 Chg +0.000 (+1.02%) &
W SILVER  $G0OLD (Weekly) 0,015 0023
—MA010) 0,013 :
—Ma40] 0,015 n.0zz2
‘~; 0.0z4
T 0.o0z0
o019
‘-__-------———-
e 4 no1s
T+ ~_ i
— ! 0.017
H"‘“HHE : 0.016
B |

0.015

o014

—t
—t
—+

0.013

o.01z

0014

Sep  Oct Mov  Dec 2008 Feb  Mar Apr o May  Jun Jul  Aug  Sep Oct Mov Dec 2009 Feb

Figure 1: Gold vs Silver price



As a matter of fact, silver plunged down more heavily than gold during the August-October
downtrend of last year, because silver is 70% industrial and 30% investment. Traders who
believe that silver price will regain its past historical reference to gold price also believe that
the demand for silver bars and the investments in silver ETFs is going to greatly compensate
the loss of industrial demand. A 20% decrease in industrial demand must be roughly
compensated by a 47% increase in the demand for silver investment. On the contrary to silver
used in industrial applications, sliver used for investment purposed is made "available". It is in
fact sitting in a vault, waiting to be sold. If owners at some point believe that silver price is
high, silver will be sold and will come out of the vaults and the ETFs. Since the industry is
nowhere to consume this "new" silver, silver price will come down further, which means the
potential of a crash.

Of course, this principle also applies to gold, except for the fact that the gold mining industry
has geared its production to satisfy only the demand of gold investors since there is no
industrial application. A 20% increase in demand for gold bars is not compensating any
decrease anywhere else... and demand for physical is still growing.

Knowing this specific aspect, it is interesting to note that the EV analysis of the silver futures
shows more eager buyers than on the gold futures, as if there were more short sellers for gold
than for silver (See Figure 2 and 3). | have no explanation for this difference.
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Figure 2: Total Effective Volume on Silver Futures



Gold Continuous Contract: Total Efective Volume Flowr (in Thousand shares)
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Figure 3: Total Effective Volume on Gold Futures
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Figure 4 shows that money has been continuously moving into the sector since early
sector the strength of institutional money pushing stock prices up or down.
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Figure 4: Average Money Flow for the gold stocks below traded in the US market
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Silver: 20-day, Large Player's Strength
(in percentage of total volume), up to: February 18, 2009
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even though the price of silver is increasing. This shows that there is probably an underlying

problem. This has stopped me from buying any silver miner...

We can notice in Figure 5 and 6 that stocks of silver miners are under heavy selling pressure,
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also note that the stock price of these companies is not moving up, while the price of the SLV

Figure 6 gives a better view of the selling pressure that is applied to silver miners. You will
ETF is nicely up. Something has to give...
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Too long a work for me to cut/paste here.

Figure 6: Money Flow detail for the silver miners

Note: detailed EV analysis for silver and gold miners can be viewed on the

www.effectivevolume.eu web site...



Gold/Silver ETFs

A. GLD

GLD has been under heavy accumulation. You will note that the pull-back of last January was
not confirmed by EV selling, usually a good sign.
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B.GDX

GDX is still at some distance from its closest resistance line and has been enjoying increased
buying. The EV analysis shows that large players have only started recently to move in the
sector, which is positive for the strength of the trend.
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C.CEF

CEF holds both physical gold and silver bars. The impressive reversal of yesterday on
increased volume indicates that buyers are active, which should help to break the $12.5
resistance. We can note on the EV figure that large sellers appeared in force at the start of
the trading day yesterday, which ended up by attracting new buyers.

CEF (Central Fund of Canada Ltd.) AMEX @ StockCharts.com
15-F eb-2009 Open 12.16 High 12.45 Low 11.80 Close 12.41 Volume 3.7 Chg +0.29 (+2 40%) &
T CEF (Daily) 12,41
—MA10) 11,62 ]‘ i 12.5
_MA(4g3 10.85 TI 5
JfT 115
110
105
100
9.5
a0
85
8o
i
25 Sep g 15 22 Octf 13 20 27 How 10 17 24Dec 3 15 22 2009 12 20 26 Feb g9 17
il Waolurne 3.72M, EMA(S0) 1,17M i
‘ Shi
At
3
ZM
1

Tl :_. i I -: .-,..

25 Sep g 15 22 Octs 13 20 27 How 10 17 =24 Dec & 15 2z 2009 1z 20 26 Feb 9 17

——3Small Playars CEF EYF (in thousand shares) by Size for 80 days
—— L arge Players
1400
1200
1000
4 MHI 500
I'“U L]

¥ 600
o 200

¥ vA.H"‘\._nM_r 500
-400
R R =R R R R R = R = = = N~ N= = = = - W= R = N= = = - )
22 2 g 2 22 2 22 220 00000582050025802058000050820082040
FSE T = e e B B R = I el S T R = i o e o v e A = O = N S o e L o N e v )
e e e R e e e e e = =
o O O O = = = o o o L A o A e L O B el et el el el el el el el g [ I T T
FFFFFFFFFFFFFFFFFFFF T &55&c5585885&585806508 00808

CEF Share Price for 80 days

L 123
tf $1138

! i Jw F11.3
M ﬂ.l M ~ $10.8
L Vg o

Mot s
o :
L i— "

2

020409
020609
0z10ma
021209
021 7ng
0z2i18ma




D.SLV

New highs have formed on increasing volume, which is a good sign for the future.

The EV analysis however shows that SLV traders have a very negative view on the sector.
They have been wrong all the way since November, but at some point, they might be right,
since there might be an oversupply brewing.
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Disclaimer

Signals are provided as general information and are not investment recommendations. You
are responsible for your own investment decisions. Past performance does not guarantee
future performance. Opinions are based on historical research and data believed reliable,
there is not guarantee results will be profitable. | am not responsible for errors or omissions. |
may invest in the vehicles mentioned above.

12



