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Prepared after the close of trading,
Tuesday, July 17, 2007

CURRENT OPINIONS

STOCKS: Bullish short, intermediate and long term. Change to short
and intermediate term neutral on Wednesday unless the NY SE sees more
than 732 net advances at the close, or unless stock prices see a huge one-
day decline unfold all at once. We look for a brief soft spot in the
uptrend.

T-BONDS: Bearish short and intermediate term. We expect bond

prices to trend lower into early August.

GDM & GOLD: Neutral short term, still bullish intermediate term.
Change back to short term bullish again on Wednesday unless August
gold futures close below $659.10/0z.

It was another up close for the DJIA | 11

on Tuesday, the 5th one in a row, and
another record all time high for that
index. The Nasdaq indices joined the
party as well, in anticipation of some
big earnings announcements from Intel
and Yahoo! that were to be released
after the closing bell, but the SP500 and
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NYSE Comp did not join in the fun.

We are starting to be troubled by the
slim participation in this rally, and by
the persistently negative breadth num-

bers.

1.03
1.02

1.01

The earnings numbers were appar-
ently not to Wall Street’s liking, espe-
cially the forecasts for future numbers

that were contained in those reports. In
the after hours trading, September
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hours away and maybe the Senators and their filibuster cots will cook up some good news for the market as they debate into
the wee hours.

One additional reason for worry right now is that the Annual Seasonal Pattern shown in our first chart calls for a bit of a
dip over the next few days. It is not a huge dip, and it should not derail the uptrend, but we notice in this chart that the correla-
tion of the current DJIA chart pattern to this Seasonal Pattern has been quite good recently. If the DJIA were not behaving
itself with such good precision, we might be less worried about the little July dip in the Seasonal Pattern. The recent strong
correlation makes it more likely, in our view, that such a short term dip might appear.

Accordingly, we are going to change to short term neutral on Wednesday unless the NYSE can muster enough positive
breadth to take the McClellan A-D Oscillator back above zero. That requires at least 732 net advancing issues at the close on
Wednesday, so it is a pretty tough standard for the market to meet.

There is one slightly scary scenario, which is that the market might catch a whiff of an impending drop, and go ahead and
get all of the work done before we can move to the sidelines. If that happens, then the likely extent of the downside risk would
be a drop by the DJIA back downto [114
test the support of the recent highs
seen prior to this most recent
upsurge. That could constitute a drop
to the level of the June 4 closing high | 112
at 13676. If we were to see all of that
happen, as undesirable as it would be,
then we would not want to exit along | 110
with the rest of the crowd. We would
instead want to hang on for the
rebound.

T-Bond prices moved back
downward again on the eve of Ber-
nanke’s appearance before the House — OSC UNCH
Financial Services Committee. The | 106  10%T
decline came despite a PPI report that
was pretty tame. Our top chart on
page 2 shows that September T-Bond
futures prices have been contained
within a contracting triangle forma-
tion since the June 13 bottom. Such formations convey a message of indecision, and they usually resolve themselves with a
resumption of the preceding trend direction. Bond prices cannot remain bound within this structure forever, and we continue
to expect that the breakout move will be to the downside.

A late report on the Wall Street Journal’s web site stated that Bear Stearns has informed investors in its two troubled hedge
funds that the holdings are now effectively worthless. Look on Wednesday for that news item to trump the poor earnings
expectations from tech stocks. Look also for congressmen to query Mr. Bernanke to ridiculous lengths about this.

Gold prices seem to have gone  [710
quiet like my kids used to do when
they were little right before their bed- 700
time, hoping that Mom and Dad
would not notice that the kids were |69
still awake. When a market tries to
avoid attention, it usually means that
something attention-worthy is brew- | ¢,
ing. We have been expecting gold
prices (and gold stocks) to see a rest | s60
break after their big upside breakout
move in early July, and that rest 650
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seems to have taken place. Now we

look for the next up leg to unfold in ~ %° — OSC UNCH

the days ahead. Gold stocks may get | ., ] — 10% TREND

caught in the middle between an A — 5% TREND

upsurge in gold prices, but a down 620 — SUMI10
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