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The Obama Rally Is Not Over

The Obamarally istaking abreather (asexpected); but so far at least, | don’'t
have any sell signalsto report frommy timing models. Pdio isill postive, and
the Nasdag Slow Tracker will not turn negative unlessthe Nasdag Composite
falsto 1,598.90 or lower. ThePaio mode tracksday-to-day data, and | cannot
giveyou aforward sell parameter for Palio like | can withthe Slow Tracker.
However, astimeprogresses, the Sow Tracker sall point can change, and that is
adigtinct possibility soon. If thereisachangeinether of thesemodels, | will dert
you inthe Tuesday and Thursday updates, or by aspecid onlinereport if needed.

As we progress toward the end of the month, | expect to see more of a
consolidation thanacrash. | continueto look for 800 in the S& P 500 to offer
solid support, but priceswill probably thrash around the 900 level until late May-
early June whenthe next phase of therally should begin.

The next issue will be
published June 3. The longer term outlook continuesto look bleak. Expect ahighinJuly and

atest of that highinAugust after abrief, but sharp, retrest. Theeconomyisgoing
to get worse. Thereisanother scorm brewing inthe mortgage market. | talked
about thelong bond inthelast letter and how long term bonds havefallendl this
year withacommensurateriseinlong terminterest rates. Theyield onthe 10-

« The Pimco Real Return year isalso moving higher. That meansthat mortgageratesare going to start
Strategy Fund (PCRAX) is moving higher aswell. Thereisaswell inthe number of adjustablerate mortgages
on our recommended list, down theroad that will be affected by higher rates. Therearealot morefolks

and Ithink it is time to add that aregoing to be under water on their homeloans over the next 12 months.
to this position or make a Thisisgoing to be accompanied by aseriousincreasein credit card defaultsand
new commitment if you commercid loan problems. Theconsumer isgoing to hunker down further, and
don’t hold any. the economy will fedl the pinch.
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Obamahasananswer ... savethebanks. Theproblemisthat credit card defaults
will likely equal twicethetotd capitdization of Citi, American Express, Discover,
and Capital One combined. Obama’s other solution is to raise taxes on the
“rich.” Seventy-five percent of the“rich” are small businessownersand small
businessesthat arerespongble for the mgjority of new job creationinthiscountry.
Asl said above, borrowing and spending by consumersaregoing to fall, and
savingisgoingto risedramaticaly. Canyou beginto connect the dots?

More evidence of problems ahead? First quarter corporate profits were
down 50%, and they were 18% under estimates. Thelatest PE for the S& P 500
is officially 122.45 as of the week of May 15, and earnings are going to get
worse. Where doesthat put the S& Pwith a, say, 10 times earningsmultiple on
futureearnings? It istimeto beginthinking likeabear rather thanabull. Remember,
| warned you the mood would turn optimistic when the“ spindoctors’ got into
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full forceduring thisraly. Thefact isthat until something changes
for thegood, the market isdestined for new lows. | expect one
more good shot onthe up side, so useit wisely. Liquidate any
financials/paper assets. Hold only investments that are
advantaged by higher commodity prices
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v, s The commodity market as awholeis perking up. The Dow
N S S P JonesAlG Commodity Futures Index hasrecently turned up

R H’V&me = | from 101.00 to 120.00. | expect it may settle back to about
= g tiia s 110.00 wherethereisgood technical support. You canpull this
' ' ' ' ' chart up a BigCharts.comwiththe archane symbol 26099104.
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ThePimco Red Return Strategy Fund (PCRAX) isonour recommended list, and | think it istimeto add to thisposition
or make a new commitment if you don’'t hold any. Check out the prospectus and decide which share classfits your
individual stuationthebest. | will go into thefundin more depthin the June monthly letter; but for now, buy PCRAX if it
falsto $6.15 or lower.

The gold and silver mining shareshave come moreinto linewith the price of gold, but thegold/X AU ratio istill over 6.00.
Thiswould normally indicate that the miners are super buys, but theindex got ashighas 11.60last year. That meansthat
mining shareswere selling at ridiculously low pricesin comparisonto bullion. Frankly, at 6.00intheratio, they are ill
reasonably priced incomparison to bullion.

Theratio will cyclelikeeverything else. 1t lookslikeit may well move higher over the next few weeks- to 7.00-7.50. If
it does, many of the precious meta stockson our list will hopefully fall back to our buy prices. You do needto think about
theratio for amoment. Gold doesnot haveto fall for theratiotorise. Infact, last year whentheratio movedto over 11.00,
gold sold off, but nowhere near asfar as other assets. Gold held up very well.

Ontheother hand, the mining stocksweretossed out thewindow like everything else. Theresult wassomejuicy bargains
... but that iswater under thebridge. We haveto invest going forward. My opinionisto watch for weaknessasthe generd
market consolidates, and buy any gold and/or silver issuethat fallsback to our downsidebuy price. Holdwhat you have
and bepatient. Don't buy unlessthe priceisright. Diversify and keep agood balanceinyour portfolios.

Crudeoil isbumping $60.00, and thet isalittle over where | expected overhead resistance would be. | waslookingfor a
lid at $58.00, but the outlook isthe same nonetheless. Crudeisoverdueto correct short term. It could fall back asfar as
$50.00 without causing any of my technica work to becomebearish. Likegold, besureto mind the downside buy prices
onour list inthe energy issues. Most of theissuesare currently above the buy pricesor they areonhold. 1 will be making
some adjustmentsinthe June letter; but for now, stick withwhat we have.

Thereare somewho arelooking for adollar rdly. | agreethat the 82.00 leve offers some support, and wecould seea
bounce near term. 1If the stock market sdlls off over the next couple of weeks, the process may involve foreign investors
sdlling stocksand using the money to pay down debt. That meansthey haveto buy dollarsto settle dollar-denominated
debt obligations. Thiscanthen boost thedollar short term. However, thereisaniron ceiling at 88.00 fromatechnical
gandpoint. Itisinteresting that after the dollar broke hard on May 8, it found support out of thinair. 1t surelooked likethe
Fed stepped into hold it up and avoid arout. | have often said the Fed would welcomealower dollar, but they prefer a
decent, orderly lynching and not acollapse.

Many of you have sent e-mails congratulating me on my retirement on March 31, 2010, but you have also asked meto
passonsomeideasregarding dternativeletters. | amworking onalist for you and will have some detailslater intheyear.
| realizethat everyonewritesabout and approachesthe marketsdifferently, but | will have some sourcesto passonthat |
respect and find persondly helpful.



