The next market letter will
be mailed on July 1.

* Equity Gold Trust.
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« A few bucks in Suncoris a
great growth play.
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TROUBLE AHEAD
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McClellan Oscillator and S&P 500

S&P 500 INDEX (1,137.4, 1,126.6, 1,132.0)

NYSE McClellan Oscillator (58.00, 58.00, 58.00)
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Bottom line, the market doesnot ook
good, and there is the potential for a
crash. | expect that will occur laterin
theyear - probably in October, which
istypicd of crashes. Nonetheless, you
should be on guard. A crash is not
certain, but itiscertainly possible.

After becoming excessively oversold,
themarket bounced and quickly became
equally overbought. Itisodd that the
oscillator moved so quickly from deep,
oversold levels to stratospheric,
overbought readingsin ameatter of only
three weeks.

Itisaso odd that the averagesmade so
littleprogressduringthat rally. TheS& P
500 only managed a66-point risefrom
low to high. Theaveragesdidn't even
manageto makeittothehighsset earlier
thisyear. You would think the market

would have done better - unlessthe
true pros (the smart money) were
using strengthtoliquidateand raise
cash.

Theoscillator isheaded back down
again, and theaveragesare softening
also. Itistypical for the oscillator
to turn down ahead of prices this
way, and the resulting “negative
divergence’ isbearish. Thisdoesnot
bodewsell for the stock market over
thenext several weeks.

The Fed has been pumping up the
money supply a afeverishrateinthe
last few months. In fact, money
supply hasbeenincreasing at apace
only seen in the past when the Fed
hasrespondedto crisseventslikethe
1987 crash, or 9/11. Perhaps they
are liquefying in anticipation of
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Consumer Sentiment (90.20, 90.20, 90.20)

Dow Industrials (10,187, 10,433, 10,135, 10,410)

Sentiment Index & Dow Industrials

Remember, it isthe
level of interest
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Currently, interest
ratesarewell below
true inflation. The
second factor inthisis
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something. | have no idea what they
might beafraid of, but it can’t be good.

| came across an interesting study the
other day by Robert McHugh,
www.technicalindicatorindex.com.
He correlated the University of
Michigan Consumer Sentiment Index
andtheDow Indusdtrials. Asyou cansee
from the chart above, there seemsto be
astrong fit. Attimes, theindex andthe
Dow movein concert; but occasionaly,
theindex will lead (asit isdoing now).
You can seeitisheading lower. | will
follow up on thisastime goes on.

The Fed says
they will raise rates.

A coupleof their folksindicated the other
day that the Fed will beaggressiveinthis
effort, meaning that they may well be
moving rates up faster than most of us
expect. That took meback abit. | was
thinking that therewasachancethat they
might leave rates alone at the June
meeting, but now it seemsthemarket, at
least, islooking for 50 basis points.

| guess | will have to leave the
guessing to othersat thispoint. If the
Fed does not raise rates by 50 points,
the dollar may take that as bad news
and tank. We shall see. Longer term,
higher rates will deepen the federal
budget deficit, which is already
ballooning out of control. Higher deficits
arenegativefor thedollar.

thedirection of rates.
Thetrend definesthefuture, anditlooks
likehigher ratesareinthefuture- higher
than whatever level is set or not set at
the FOM C meeting at the end of June.
Higher rates are not good for stock or
bond prices.

| think the Fed wants an orderly
destruction of thedollar rather thanthe
panic-inducing decline we have seen
over thelast two years. Whether they
can get such order isyet to be known.
We shall see.

Orderly or not, the dollar is going to
fall further. Inthenext monthly letter,
| will delveinto somethoughtsonthis
and analyze the effect on the dollar’s
decline if other countries also begin
to devalue their currencies in an
attempt to retain trading advantages.
That's likely. However, there is one
currency which will not be devalued
in step with the dollar — gold.

Apparently the Equity Gold Trust is
jumping through the hoops at the SEC
inpreparation for listingontheNY SE.
The gold trust will be an Exchange-
traded fund (ETF) that isgold backed.
Each share will represent 1/10 of an
ounce of gold. The gold isreal gold
bullion stored in avaullt.

Thisisexciting sincel, for one, want
to own some. It is also exciting
becaused| that goldinthevaultisyet to
bebought. 1 amlooking at acouple of

new gold stocksthat | will share with
you in the next monthly letter. | will
also explain aninteresting strategy that
will alow you to take some specul ative
positionsin some of thejunior gold and
silver stocks, with no risk.

Crudeoil hasbacked off, much likewe
forecast. | am not worried about crude
going back to $26.00, as sometalking
heads have been touting - or perhaps
hoping. AsJohn Meyerssaid recently,
“theonly thing higher than oil pricesis
MiddleEast tensons.”

Keep your eye on the news.

Thedevelopmentsin Saudi Arabiaare
very disurbing. Themilitantsarescaring
the Westernersout of the country. Once
they leave, | am not surewhoisgoingto
keeptheoil pumpsand pipeinesrunning.
You can forget the Saudi swing
production that is supposed to take up
thedack insupply. Wewill belucky if
they canmaintain current production for
thenext two years.

Canadadoesnot havethat problem, and
they are on our doorstep. | was told
that Enerplus has a 60% foreign
ownership, and they don’t haveaplan
asto how they will deal with thisissue.
They say they have plenty of time.

Perhaps that is so, but | still advise
selling half of your position of
Enerplusat $30.50 and reinvesting that
into positions in Shiningbank and
Baytex. Shiningbank, incidentally, has
15% foreign ownership. That is
probably because they are not listed
on the NYSE. Both of these
companies pay 14% versus 11% at
Enerplus.

A fewbucksinSuncor isagreat growth
play aso. Thereisnot adividend to
speak of here, buttheir growth potential
rivalsthat of Standard Oil inthe20’s.



