
June 14, 2009

Nothing is as it seems

The Market spent the week obsessed about interest rates and the threat of inflation, as
climbing commodity prices were further fuelled by a falling dollar and climbing bond
yields. Meanwhile a better-than-expected payrolls report triggered worries that an
improving economy could prompt the Fed to raise interest rates this year. In reality that
was the peak in all markets. Fears of inflation will be soon be eclipsed by deflation
again, as the market plummets to new lows. Last weekÕsbond yields will seem
especially attractive in retrospect, as interest rates drop with the withering of those
green shoots. The dollar is in the process of bouncing back, temporarily, counter the
market.

In the Dow we are in that Diag > which is why the Dow inverse funds are so attractive.
The Dow could easily drop to 5000 by year-end. Only the Dow and commodities must
reach new lows, although the others may go along for the ride. Diag IIs in all of the
others are evident, meaning that wave iv can drop below the origin of wave i.



Financials should drop back near the March low in wave iv of a Diag II



GoldÕslong-term top occurred in March 2008. With the transitional (a)-(b) over, we are
going down in 5 waves with bounces likely at the two dashed red lines
.

In Basic Materials the March low will likely be exceeded, since the commodity charts
show a wave 4 and wave 5 often equals the length of wave 1, see Vale.



For VALE the March low is the bare minimum downside.



In Oil the October 2008 low of wave iii must be exceeded, perhaps by a wide margin

Likewise PBR must drop below 15, the high diving platform in the b wave means a
rapidly accelerating plunge.



Real Estate could well exceed the March low.



The same goes for the RUT, drop to or below the March low is likey

All the talk of uncoupling Emerging Markets will prove very wrong. These have climbed
the most since March and are the ones to drop the most in this final wave 5. The
minimum drop is 18 and likely exceeded.



In FXI we could easily drop to 20 or below.



DHI could drop to the area of 4

DAL should approximate the March low



As you see, while the market is plunging the dollar will be making a nice wave iv
bounce, likely peaking as the market bottoms.



Best regards,

Eduardo


