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April 23, DJIA 10472.84; PTI 5397; A-D Ratio +14.93

, . April 30, DJIA 10225.57; PT 5378; A-D Ratio +13.56
THISISTHE WAY MAY BEGAN — Let'sstart with | oy 7 pjia10117.34; PTI 5372 A-D Ratio+12.62

today’s“hotitems.” First, Wall Street’scurrent fad isthejob- S&PYied: 1.75% S&Pple 22.54
lessclaims. Thelatest datatold usthat jobless claimswere Gold 50-Day MA: 404.70

down 25,000to 315,000, “lowest sincetheyear 2000.” Hey,
good enough! Everybody’sgoing back towork.

Hereareafew moreitems. Californiabrought out $7.9 billion of the new Californiamunis, and they were snapped up at
pricesuptoa4.83yieldfor thelong-dated issues. Good enough. And talking about finance, Mr. Bushisasking Congress
for an early $25 billion down-payment to cover costsin Iraq and Afghanistan. David Obey, top Dem on the House
Appropriations Committee, said the Bush request fallsshort by about $40 billion of what will be needed. Bushis*cooling
it” onthemoney requests because of the coming election.

Here'sanother item — an early Picasso
Dow Jones Industrial Average ($INDU) sold at al.JC'FIOI’l yesterday for a record
Iy ST $104.2 million. Sotheby’sloved there-
sultsof thewholeauction. Theauctioneer
said thebidding was“thrilling, incredible
fun.” Lastly, Adidasisbringing out anew
ﬂE[Dﬁ%jDﬁ:iISvﬁD.SQ 10-Mary-2004 10:54eT Last:9986.47 Chg:-13057 |- | hi gh-tech runni ng 'g']oe(.forga those|0u%/
MA(Z00) 10005.91 sneakers). Thepricewill be $250, prob-

1000 | @0l @arecord for arunning shoe. Fun, fun,
fun.

Onto more serious matters (asif a$104
million Picassoisn’t seriousenough). On
theleft we seeachart of theD-JIndustria
Average. Since its recent peak of
&7s0 | 10737.70, the Dow hastraced out a se-
riesof decliningtops. Thefiguresrunlike
MACDC1Z,26,0) -65.07 this— February 11, the Dow’s peak clos-
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What thismeansisthat each rally off the March low hasbeen weaker than the preceding. Not good. The Dow isnow
trading bel ow its 50-day moving average, whichisthe bluelineonthechart. Thered lineisthe 200-day MA of the Dow.
The 200-day MA standsat 10005.91. However, | believethe key number for the Dow isthe March 24 closing low of
10048.23. If that low isviolated, it will put thewholeyear 2004 in jeopardy, asfar asthe stock market is concerned.

Thenext chart below showsthe D-J Transportation Average. This*companion” Average hasformed apotentia “head-
and-shoulderstop,” and recently it’s been bouncing off its 50-day moving average which standstoday at 2889. The
important March low for the Transportswas recorded on March 22 at 2750.80.

If the Dow breaksitsMarch low of 10048.23, it would haveto be confirmed by the Transportsviolating their own low of
2750.80. Soto repeat, thetwo critical numbersto watchare— Dow....... ... 10048.23
Transports... 2750.80.

Dow Jones Transportation Average ($TRAN) Stockharts.com Aslong as one or both Averages
REl14) 38.1 hold abovetheabovenumbers, you
70 can say that thestructure of theAv-
""""" - o0 eragesisat least holding together,
=0 and that'saplus. Conversaly, if

] | that themarket wasonceagainin
‘ | | | | | | | zasn|  thegrip of thebear.
. W

e, 10-hay-2004 11:03er Last: 2806 45 Chg:-39.73 both Averagesviolatetheir respec-
MA00) 2857 54 ' tiveMarchlows, thewholestock
N it | 30801 market pictureturnsbearishina

l | I ‘ sonn|  MAOrway. Tomethat would meen

i L. |u-| 23001 Question — Russdll, your PTl is
‘ ‘ sasn| NOW bearish, your high-low stud-
B0 " ‘ : I iesarebearish, much of your tech-

400 EM A Il H | L zzon| - nical work isbearish, and now you
con T | say that the Dow and the Trans-
' 2750|  ports have to break their March

MACD(12.25.,8) -9.77 lows before we can say that the

25 bear hasthemarketinitsgripagain.
il e — S . o . T a Pleaseexpla'n,

Answer — True, my studieshave
turned bearish, but thesearesim-
ply studies| follow or studies|’ve
devel oped to help mefollow the*interna structure” of the market. But for theultimate”truth,” | depend on Dow Theory.
| can be bearish ashell based on my PTI or the advance-declineratio or high-lowsor their market action— but thefinal
judgeisthe Dow Theory.

Mo Dec 2004 Feb bl ar Apr bl ay

AndfromaDow Theory standpoint, important secondary lowsmust beviolated before| can say that the primary bear
trend hasonceagain “taken over.” That’stheimportance of the March lowsinthelndustrial and Transportation Averages.
BOTH of thoselowsmust beviolated before| can say with certainty that the primary bear trend has again asserted itself.

In the meantime, | can say, as|’ve been saying week after week that “1 don’t like the market action. Asfar asI’'m
concerned, it'sbearish.”
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Onedifficulty herehasto

2/11/04 do with the fragile bal-

7/16/99 PRIMARY TREND INDEX 5439 ance between inflation
5382 (PTI) 14/00 and deflation. | feel that
89-day Moving 5363 weareonthefulcrum, and
Average(PTI) thebaancecould go either

way. For instance, today
or at least thismorning the
30-year T-bond and the
10- year T-note both sank
to new lows, meaning in-
terest rates rose to new
highs. That’s bearish for
the economy, and it puts
pressure on American con-
umers,

ADVANCE Thismorning Junecrudeail
DECLINE bounced around its 13-
RATIO year high of 39.50, and at
(NYSE) 9/21/01 10/9/02

thislevel gasand oil prices
will gay high. Theseoil and

-8.14 gaspriceswork asatax on
al consumers, andtothis
extentit’sdeflationary.

Goldand silver can’t seemto get anywhere on the upside, and thisalso smacksof deflation. Onthesideof inflation, the
stock market continuesto at least “ hold together,” and the March lowsin the Dow and the Transports have still not been
violated. TheFedisbasicaly hell-bent oninflating the economy, and we can seethat in the Fed'sreluctanceto raise short
rates.

Inflationinpricesisgtill theorder of theday — weseeitin medical bills, collegebills, food, services— and the hundreds
of sundry itemsthat we haveto buy every day, week or every month. To put it succinctly, there'sno clear trend pointing to
inflation or deflation. Atleast, that’swhat themarketsaretelling me.

I’veheard it athousand times— deflationisacontraction in the money supply. Right, butif consumerscut back, if they
stop borrowing and start paying off their debt, that processwill hit money volatility and will also tend to shrink the money
supply. And that’smonetary deflation. In other words, price deflation can lead to monetary deflation.

It seemsto methat theFed isstartingtolosethebattletoinflate. TheFedisnot inflatingthe money supply fast
enough to offset thefor cesof deflation.

| want to remind subscribersthat what we' re experiencing now has never occurred beforeinworld history! What I’'m
referringtoisthe”sudden” entrance of 2.5 billion people (athird of theworld's population) into the globa market. Of
course, I’ mtalking about China, Indiaand much of Asa Thismassof peoplewill work for one-fifth of what Americanswill
work for, they will work longer hours. Andtheirony isthat both Chinaand Indiahave huge unemployment problems. This
isthereal forcefor deflation. Andit’snot something the Fed or anyone else can control.
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FUNINMAY — Uhoh, Russall’sout of step again. On thecover of May 1, 2004 Barron'sweread in hugeletters—
“Bear Overboard!” and weseeagrinning bull tossing atrussed-up bear off aboat into thewater. Inthefeaturearticle
entitlted” Just Resting,” Barron'sillustratesthe situation with apicture of alaid-back bull smiling and clearly just resting.
Thearticle states, “More than 61% of theinvestment professionalsresponding to Barron'slatest Big Money Poll call
themsealvesbullish or very bullish about the prospectsfor US stocksthrough the end of theyear. . . Only 12% of the Big
Money managerscurrently cal themsavesbearish, ahistorically low reading, albeit consstent with last fall’ stally.”

OK, that appearsto bethe professiona view. But it’snot my view. My view isthat animportant market top hasbeen
completed, and that the primary bear market isready to assert itself again.

A bit of history — following the 1929 crash, the market turned up in November of that year and abig upside correction
advanced themarket to an April 1930 recovery high. Volumewasgreater onthe correction into the 1930 highthanit was
during most of 1929. Investors piled wholesal einto the market again, believing that the bull market had revived. But, in
April 1930, the stock market turned down again, and therest ishistory. Reporting onthestuation, Dow Theorist Robert
Rheawrotethat far more money waslost during therest of 1930 than waslost during the 1929 crash.

Now, afew technical notesonthe current Situation. Lowry'sintheir weekend report notesthat snceApril 27 their Selling
PressureIndex roseby 17 points, the greatest three-day increasein their Selling Pressure Index inthelast 15 months. By
April 29the Lowry's Buying Power Index dropped toitslowest level in over amonth. Lowry'scorrectly asks, “Doesthis
represent asudden changein market psychology?’

At the sametime, the advance-declineratiosonthe NY SE and the Nasdag have been plunging. There have been many
commentsregarding thevalidity of theNY SEA-D ratio, sinceit now containsover 50% interest-sengitiveissuessuch as
preferredsand closed-end funds. My comment isthat theA-D ratioisstill useful, sinceinterest rateshave such alarge
influence on stock prices. Nevertheless, | run an operating-companies-only advance-declineratio, and thisindex topped
out onApril 5. Soany way youlook at it, themgjority of stocksontheNY SE (and the Nasdag and theAmex) are heading
down.

Assubscribersknow, | pay alot of attention to new 52-week highsand new 52-week lowsontheNY SE. | runfive-day
totals of each, and | take careful note of thesetotals, particularly ontherarereversals. Here'sarecent record of the
difference between thefive-day totasof new highsand thefive-day totalsof new lows.

April 22 plus 155 (meaning that thefive-day totalsof new highswere 155 morethan thefive-day totalsof new lows).
April 23 plus48.

April 26 minus122 (here' sthereversal).

April 27 minus198.

April 28 minus 207.

April 29 minus 237.

April 30 minus 280.

| find thesefigures scary. They show atrend declinein upside breakoutsand a trend increase in downside breakdowns.
M oretechnical evidence can be seeninthe massivetop and subsequent breakdowninmy PTI. Wea so saw a new low
inmy Big Money Breadth Index onApril 30, 2004. OntheApril 9sitel drew attention to the very rare* double non-
confirmation” that had appeared in the D-JAverage— with first the Industrial sand then the Transports turning wesk.

Puttingit all together, my positionisthat the stock market since September 2002 hasbeenin atypical bear market upside
correction. Then, during thefirst quarter of 2004, the market formed amassivetop, and now the primary bear marketis
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Next, | want to show afew charts. Prob-
ably no sector of the marketismoresen-
sitiveto coming eventsthan the broker-
dealers. Thisgrouplivesonretail and
institutional commissions, deals, | POs,
mergers, etc. And thisgroup tendsto
sensethefinancid futureearly, very early.
Abovewe seethedaily Broker-Dealer
Index. Thechartissalf-explanatory.

Hous ng has been one of the mainstays
of thisbear market raly. “Youwant to
do something smart — buy ahouse, buy
two houses, pay aslittleasyou candown,
and take out avariable-rate mortgage.
You'll probably doubleyour money ina
year or s0. Thisisagolden opportunity.
Buy brother, buy!”

Andthey did— by themillions. Thedie
iscast. Thechart totherightissmilarly
sdf-explanatory.

ready to assertitself. Unfortunately, dur-
ing the bear market correction of 2002-
2004, millions of Americansloaded up
with stocks, mutua fundsand refinanc-
ing cash (whichthey have spent). Wehave
also seen what amounts to a buying-
frenzy inhomes, many purchased with
little cash down and variable-rate mort-

geges.

Ontop of everything e se, debt levelshave
been built to enormouslevels, spurred by
theFed'sartificia low interest rates. With
short ratesheld at |essthan 1%, the Fed
has rendered cash as something to be
avoided, sinceat historically low interest
rates, saverswereliterally driven out of
cashand intowell, “ anything but cash.”

Whichremindsmeof theold Wall Street
adagewnhichruns, “Moremoney hasbeen
lostinthesearchfor yield than any other
financia endeavor.”

Housing Index - Philadelphia ($HGX)

RSI(14) 20.7
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INVESTMENT POSITION - Thechart below tellswhat is probably the most important
story of theday. Thisisadaily chart of thebellwether 10-year Treasury note. Theyield of this
note setsthelong mortgagerate. What we see hereisasteady dropin the 10- year notedown
tothe support at 110. On Friday, the 110 support level wasviolated, and yieldsroseto anew

high

The problem now isthat thereisahuge mass of debt under the US economy; | call thismass
“Greengpan’sDebt-Bubble.” If rising rates hit the debt-bubble, there’ sagood chancethat the debt-bubblewill burst.
That would bring on arush for cash ascorporationsand consumersstruggleto carry their debts. What' sneeded to carry
debtsiscash. IntheUScashiscaleddollars.

This brings me to .
=
theideal investm LI]S‘EE)DEEHEE ($UST @ StockCharts.corm

position. Let’snot
mince words—the
ideal position right
now is cash in the

form of dollars. $UST Daily 7-May-2004 0:109.81 H:110.31 L:105.23 C:108 45 Chg:-1.34
Gold is the insur- mﬁrﬁg% 1 }31‘.?5_?8
ance policy, and AE00) 112 ?

there’s no telling
when theinsurance
policy might be
needed. If acrunch
inthe USeconomy
develops, if defla- ; [ L
tion envelopesthe |750mT . | V“i
economy, then the |

very viability of the | 90M" i U[‘*“M o
dollar could come "
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intoquestion. If that EMAGEDY | l——
were to happen,

there’d be a panic
to move into real,
intrinsic money —
gold.
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In the meantime Mo Dac 2004 Feb hdar Apr bl 3y
thoseof uswho are

totaly indollars(very few, | presume) areinthebest position. Those of uswho arein dollarsand gold are not happy,
but we' re better off than thevast mgjority. Meanwhile, thebest policy isto“sit and watch.” There' sabear marketin

progress, and hewho LOSESL EAST will bethe eventua winner.

Just areminder for thosewho own thechart books, the new 2003 pages areready, and the priceis $5 for the page of
the D-JAveragesand $5for thenew A-D ratio page. Please send your money in now; wedo not accept credit card orders
under $50. Send your checksto Dow Theory Letters, PO Box 1759, LaJollaCA 92038

Next Mailing: Thursday, June 3, 2004
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