The way you see a market
depends on your view.

The chart to the right is a classic
illustration of a parabolic rise. It
reveals the movement in the price
of silver leading up to the March
2004 high (used with permission of
www.elliotwave.com ). As more
and more bullishness set in, the rise
became more and more speculative
and vertical.
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One way to get a clearer perspective on where a market could be headed is
to compare it to the past and to other similar market patterns in history.
One such pattern in the markets is called the Parabolic Rise.

This is where the velocity of the market or trend continues to pick up pace
until the trend is almost vertical rather than horizontal. This presentation
will compare various markets that have gone through a parabolic rise and
what happened after the rise stopped going vertically up. Some of them, |
am certain you’ll recognize. We will also look at parabolic rises that have
not played out yet.
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As you can see from the chart on the first page the price of silver closed at $7.62 on
March 22,2004. Ultimately it topped out a few days later at $8.31. Within 5 weeks the
price had fallen to $5.50. So it’s decline was as sharp down as the climb up on the other
side of the rise.

The other graph below should be even more familiar. In late 1999 and early 2000 the
NASDAQ took on a parabolic rise. Because of this, even though the NASDAQ has seen
a substantial rise since October 2002, it does not compensate for the sharp decline it saw
especially from March 2000-April 2001. On March 1,1999 the NASDAQ Composite
closed at 2,295. One year late the parabolic rise took the index to a closing price of 5,048
on March 10,2000. Because of the sharp ascent, the descent would take it to a close of
1,638 on April 2001.
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FOREIGH CENTRAL BANE HOLOINGS OF T-BONDS
1200000 So let’s just review each of these rises and see where they could be
el leading us. The first one would tell us that at sometime in the future
the roll of an ever expanding government, daily going deeper and
L uie deeper in debt, must turn the other way. This debt increase can only
. so0n00 be accomplished with the help of the other nations of the world. In the
5 last quarter, the US broke history in seeing our national debt taken to
= soo0o0 a point where more of it is owned outside the US than inside. Figures
from the Federal Reserve reveal that 50.6% of liquid Treasuries were
Fo0000 _ held by foreign investors at the end of the first quarter. (Federal
Reserve, June 17th 2004)
1 — If these countries, primarily Japan and China, stop buying as many
zoan 1wz 124803 a2 dollars to keep their currencies artificially low in order to help their
WESKLY exports and economic picture in the short term, what would happen to
our ability to fund our massive spending?
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With an economy that is driven by over 70% of our GDP coming from consumer spending, what
would happen if the real estate industry were to see home lending and borrowing hit a top? On
May 21% of 2003 the Mortgage Composite Index (MCI), which measures the number of mortgage
loan applications for purchases and refinancing, increased to 1562.8. The Refinance Index (RlI),
measuring only refinance activity, was 8351.1. This was up substantially from May 29, 2002 when
these numbers stood at 502.9 and 1425.8, respectively. This meant that in approximately one
year’s time the amount of lending in the home mortgage and refinance industry had seen increases
of 210% on the composite and 485% on the refinance index. Clearly these numbers were not sus-
tainable. For this reason, it should be of no surprise that these numbers dipped to 600.6 and 1479.4
by June 16" of this year. This is a decline of over 61% on the MCI and 82% on the RI. So why
haven’t home prices come down? Not all parts of an economy or market move exactly in tandem.
Clearly, if the lending has fallen this much, and the prices of real estate have taken us to parabolic
levels, then it should not be assumed that home prices cannot decline sharply, but only when will
they decline and by how much. Consider the example above, of home prices in what | consider to
be one of the most parabolic states in the country when it comes to home prices. Ironically enough
this state is also home to the famous Silicon Valley.... remember.



MONEY A5 %5 TREND 53-79 The last parabolic rise, shown on this page, is in the money sup-
1400 ply. But this is something that has really gone on so long, it is
hard not to picture that the Federal Reserve would not just print
more and more money in order to keep the economy going.
They have been increasing the money supply for so long that we
have just grown up believing that this is the way life is suppose
to be. But what if were to get to a point where foreigners didn’t
want to fund our overspending and we reach a point where we
begin lowering not increasing our levels of debt? What impact
will that have on an economy that still today is driven by over
70% coming from consumer spending?
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As | have stated in my writings since the DVD was produced in
February of this year, if you are not talking about how to make
MO HTHLY money in a down market with your advisor (s), and this is NOT
LOSE LESS, then you are taking very large risk due to the
events affecting the various markets worldwide. If you think this
sounds a bit theatherical consider the words of Jeremy Grantham
of Grantham, Mayo, and Van Otterloo and Co. , a 35 year vet-
eran to the money game. “We face the broadest overpricing of
all assets yet recorded: global equities, global bonds...and with
few exceptions, global real estate. By far the most important
single market, US equities, is particularly overpriced.”
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Source-Richard Russell’s remarks, June 24,2004
(www.dowtheoryletters.com)

Please Note: Information contained
herein has been obtained from sources
believed to be reliable but is not neces-
sarily complete and accuracy is not
guaranteed. Any market trends men-
tioned in this issue are not to be con-
strued as investment or trading recom-
mendations specifically for you. This
report is for informational purposes
only.
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