The next issue will be
published September 2.
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Cracks in the Rally’s Foundation

S&P 500 with RSI and MACD
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* Onereason that the RSlis
falling while prices are
stagnating is that the pros
areligquidating.
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* The gold market looks
potentially explosive.
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We have beenworking through what | termed earlier intheyear asthe“Obama
rally,” but theend isdrawing near. Our expectationfor thisrally wasthat the
market would stage asurprisingly strong move that would extend into August.
August ishere, and the end is near. Back in March when we were striking a
bullish pose, the sentiment was about as bearish as one might ever expect. Now
that therally has brought the averages up some 50%, investorsareasbullish as
they were pessmistic last spring.

Thisirrational exuberance, whichisbeing fanned by agiddy media, isthefirst
reason you should be getting very cautious. A more objective reason can be
foundinthebearishMACD and RSl patternsthat aredevelopingintheaverages.

You can seethat the Relative Strength Indicator (RSI) brokeinto overbought
readingsearlier inthemonth. Sincethen, theindicator has been falling while
prices have been skittering Sdeways. Thisisnot yet classc negative divergence,
but itisasgnthat therdly’sunderpinningsareweskening. MACD isalso showing
usabearishredflag. Itisoverbought, and it hasgenerated a“first sell signal.” |
liketo see asecond sell separated by an intervening buy - where the solid line
briefly recoversover the dashed line before falling under it again. Thefirst sl is
awarning. The second sell can easily occur by month’'send.

Our objectivetiming models, Palio and the Nasdag Slow Tracker, are both still
onbuy sgnas. They will havethelast wordinall of this, and | do expect to see
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abit more strength until they finaly turn negative. My reason for presenting thischart isto warn you againg getting al bullish
with the public and buying into strength. We are nearing aseriousturninthe market. Itistoo lateto beabuyer.

Onereasonthat the RS isfalling while prices are stagnating isthat the prosare liquidating. Theprofessiona tradersand
investors (the guysthat bought in March) will typically sit back and let the novices push prices higher inresponseto the
bullish stuff they are reading in the papers aswell asthe twisted economic statisticsthey are seeing onthe evening news.
The proswill then sdll into strength- likeonAugust 12 and 13. Once pricesbegin to weaken, they will back off and et the
Street take pricesback up again. Thenthey will sepinand sell. Theprocessrepeatsitself, and the result will beaflat to
gently risng market that does not produce enough fear at any onetime to stampede prices onthedown side.

Professond digtribution takestime, and these guysare patient. Another thing to keepin mind about professonalsisthat
they don't careif they get thetop price or sell thehighs. It isenough to make aprofit. They would loveto seean excuse
to orchestratea”breakout” of thistrading range, and we may well seejust that aswe approach month’send.

Once the averages turn down, | think the commodity-related stockswill initially follow on the down side. | do not
recommend that you sell out and try to get back in again - epecialy with your precious metalsissues. | do not expect to
seethe gold stocks asweak asthey were last fall, but we should see better buy prices than we have currently. Inmy
opinion, it isbetter to hold what you have and accumulate moreat our buy pricesduring weakness.

Thegold market looks potentidly explosive. If thereisaplacefor an unexpected event to occur over thenext few months,
itisingold. Thereareworldwide economic problems, and the U.S. ishell bent on ruining thedollar. Chinaintendsto
compete with usmilitarily and threaten our global hegemony, which they can afford to do. Thebanking crisishasnot been
solved by the current “ pretend and extend” solutions. Thebanksare, inredlity, still broke.

Theearefundamenta viewpoints. Fromatechnical perspective, gold lookseven morebullish. Thedollar will likely bethe
key factor inthenext gold surge. One of thesedays, we are going to wake up to asudden collapseinthe dollar, and gold
will bethrough $1,000 - never to returnto current levelsagain. Don't sall what you have. Buy moreasthe overal market
declinesthisfall, and | would ill stick withthemajorsonour list. Gold isthebest play | seecurrently; but if you want to
peculate abit, add someslver to your shopping list aswell.

Crudeoil certainly lookslikeit would liketo sell back to $60.00, where the 200-day moving averageis. It might break
under $60.00 temporarily; but if it does, $55.00 should offer decent support.

| likethetechnical action lately in Great L akesHydro (CA:GLH-TSX-C$17.48). It isnot the most exciting ock onour
ligt, but itisdoing agood jobfor us. Itisalso offering usadefenseagaing “capintrade’ Sncethey areentirely hydroglectric.
Our buy priceis C$16.00 (that’s Canadian dollars), and it’still abuy thereif it comesoff with the rest of the market next
month. | amlooking at exploiting the energy market during theinitial declineand, at the sametime, diversifying outside of
crudeoil. Great LakesHydrofitsthehill, and it hasadecent 7% yield.

Another interesting, energy-related issue you should put onyour radar isAmerican Superconductor (AMSC-OTC-
$29.67). They produce and sall proprietary equipment and componentsfor wind power ingallationsand other interesting
energy applications. Thelr busnessisbooming - especialy to Chinese customers. Thetechnical picturelooksgreat aswell
- perhapstoo great at thisvery moment. The stock has doubled since March, and it islooking likeit will sell off soon,
regardless of whether the averagesare ableto break out of their trading ranges. Consequently, we need to wait for abetter
price beforebuying. 1f we can snag some sharesat $23.00 or better, | think we will be very happy ayear from now.

Thisprice may seemabit too low, but we know thereisaselling wave coming. | want to take advantage of it if possible.
We canadwaysadjust our buy price higher if need be once we seethe nature of the next downturninthe market. | will give
youmoredetailed particularsonAM SC in the September monthly letter. Inthemeantime, check themout a www.amsc.com,
and put inan open order to buy at $23.00.
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