Thursday, May 14, 2009

The S&P 500 has closed lower three days in a row now, the first
such losing streak since the 666 low. I think it was Gann who said
that three down days in a row confirm that a bull trend has ended.
In any case it does seem reasonable to think that most recent
decline has something a little bit different about it than the previous
pullbacks. It has more 'serious' look to it, you might say. But here
are a couple scenarios of how the S&P could shake off the bear, at
least temporarily, and advance to our main target at 962.

$SPX (S&P 500 Large Cap Index) INDX @ StockCharts.com
13-May-2009 Open 905,40 High 00540 Low 222 20 Close 22202 Volume 578 Chyg -24.42 (-2 59%) +

AT

£SPH (Daily)

1=}

1=}

4B

2B

040
az0

200

Seven Wave Scenario -- S&P between 780
883 and 870 in next few days then curls 60
back up to hit 962 target by the end of 740
the month. this would mark the end of 7
wave four of the bear market. o0
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ABC Scenario -- S&P continues to correct until
support is found in lower 800s. then stocks rally
once more into later Summer or Fall to 962
target. this would make an ABC counter-trend
rally to complete wave four of the bear market.
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These are just two among an essentially infinite number of scenarios. While the market's recent decline
comes as absolutely no surprise to me, the fact that we topped right below the high at the beginning of the
year and below the 200 day moving average strikes me as a little too convenient. It may be that I am trying
to get too cute with my analysis, I still see at least some potential for a new high on the S&P, one not so
obvious to the majority of participants. A break above the January high of 943.85 as well as the 200 dma
would get all the vulgar 'technicians' excited that a new bull market has been 'confirmed'. This would be a
great opportunity for the big, smart money to distribute massive amounts of stock to dumbass momentum
traders and confounded short sellers.

The last time the S&P traded at 962 was Wednesday, November 5, 2008, the day after the US Election. The
index opened at a high of 1001.84 that day and dropped as low as 949.86, before closing at 952.77.




Regardless of my precise 962 figure, I think that day's range makes a very compelling target for the market.
It would be the perfect area for what everybody is calling the Hope Rally to culminate.

If your intention has been to short Stocks to profit from the next bear phase, I do hope that you took
advantage of the irrational strength in so many issues these past weeks. I have highlighted some
opportunities in these pages, and at the moment all my suggestions should be showing a profit if acted upon.
This is the advantage of taking action in a timely manner, because now that it suddenly cool again to be a
bear, a lot of traders will be trying to chase stocks lower. They might get lucky, the market may just collapse
without an intervening bounce. But just as likely the market will respond with a major whipsaw. I think that
most of the symbols that I have suggested shorting have seen their tops, but there is a distinct possibility
that a retest, or near retest, of those highs is in the cards. I don't Know that for sure, but given that
possibility, I am glad that most of my short selling suggestions were issued when each security was trading

very near its high.

Take Freeport McMoran (FCX) for example. Last Wednesday morning I wrote the following note:

Well here we are and FCX is right at 50. Is this the time to short? Could be, or at least pretty close. The price is
rising into what should be a stiff resistance zone amid a declining trend in volume. At 50 the share price is right
in the middle of its trading range in 2006. 50 may have been a legit price when copper was trading above $3,

but it seems a little rich these days.

In this market you just never Know, but I think the chance are strong that FCX is looking to top in the near
future. 51.21 is the .3247 retrace target, considering that Copper itself hit a wall at its .3247 target last month,
this ratio could very well impede FCX from further advance. I look for FCX to decline to at least 35 or

perhaps 30.

FCX opened later that morning at 51.82 and quickly raced up to a high
of 52.99. The low of the day was 51.23, the close 51.85. Pretty classic
gap-up-climax-doji-whatever top.

Now unless you are strictly a short-term trader, I don't see any reason
to cover at 46, 45 or even 40. But is it safe to initiate a short position
here in the mid-40s? I am not so sure. It depends really on how much
upside you are willing to risk. I do not have a particularly pellucid read
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on the situation, but I don't really see why FCX couldn't get a brief bounce back above 50. If that were to
happen then I would probably view it as another shorting opportunity. So if you want to short this one, but
haven't yet, your options are to short at 46 (or where ever) and risk the trade going against you 10 percent
or even more, or you can 'hope' the price does retrace back up there so you can sell at what should be a
lower risk opportunity. Neither of the options are nearly as attractive as having sold above 50 to begin with.

In any event, my 35 to 30 downside target for FCX remains, but the timing and trajectory are fairly murky.

Random Observations

GDX hit another new high before reversing lower yesterday. Of the fund's top 20 holdings, eight touched
new year-to-date highs yesterday.” Three of those new highs were from the fund's Silver contingent, and I
notice the list does not include any of the big names that I tend to keep track of. A number of individual Gold
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Stocks have formed potential head and shoulders
patterns, and practically all the symbols I've
looked at this morning have been in a declining
volume trend since at least February.

I will try to highlight some of the individual stocks
another time, but for today I think it is enough to
notice the deteriorating situation in GDX.

Volume climaxed during the February high,
followed by lower volume on the March high.
Volume broke out of its downtrrend yesterday, but
since that was on a reversal, the uptick in volume
could be considered a bad thing.

I also notice that the Gold Miners Bullish Percent
Index is only up to 74 now, well below the 87
percent of Miners with bullish price objectives
back in late March. To me this seems like a pretty




serious non-confirmation, that if not rectified should lead to reversal of trend for the sector at large.
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Additionally, the ratio of SLW to SLV has not hit a
new high in several weeks now. I have used this
ratio in times past to gauge the speculative
impulse of the Metals markets. SLW, being a pure
leveraged play on Silver prices, tends to
outperform bullion earlier in an uptrend and then
as the trend matures SLW usually stalls out
relative to Silver itself.

This ratio has been above 1 to 1 at different times
in the past, so at .64 now it is not like it can't
move higher. My only point is that a stalling of
the ratio now could be viewed as a less than
bullish indicator for the Metals Complex.

As I expect Emerging Markets to do much worse
than the US during this next downturn in global
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Too early to say for sure, but I see some chance that this ratio is now forming a top.

In the Currency markets the Nippy continues to strengthen, while the Dollar is showing more signs making a
turn. I do not expect JPY to stay strong for that long, but it looks like the market still has this view of the
currency as some sort of anti-liquidity safe-haven. So we wait patiently for that dynamic to break down.
They say that markets discount the future, but as often as not we find them reliving the past.

Regards,

Kyle Ledbetter Lucas

Equal-Weight Currency Indexes

USD: 98.63
JPY: 93.38
EUR: 96.32
GBP: 103.69
CHF: 94.38
CAD: 103.03
AUD: 108.15
XAU: 103.75
XAG: 119.62




