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flirting with danger as it approaches a breakdown from an eight

month long head-and-shoulders formation. Support is around 9800.
Below is the Dow chart he is referring to. On the top of the chart, the RSI is
falling. On the bottom, the MACD has turned down from a huge topping
formation. The body of the chart shows the clearly defined left shoulder,
head and right shoulder. When the Dow penetrates the “blue line” on the

chart, run for the exits!

“Ownership of gold means you are
your own central bank.” —jim sinclair

O nJuly 21, Richard Russell warned his loyal readers that the Dow was
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David Schectman

I am writing this newsletter on
July 1 and the events that Russell
alerted you to have already
occurred. You now have a decision
to make. Do you want to risk
“riding the bear market out,” or
should you head for the sidelines?
I agree with Russell that the
sidelines are the place to be.

Russell wrote the following:

Why do 1 think the stock market
will be so rotten? Here’s why.
Study the chart of the Dow at left.
If this isn’t the mother of all head-
and-shoulder top-formations, I've
never seen one. If this formation
falls apart, | expect the break to
signal the start of a brutal decline
in stocks. The first area of support
is Dow 10,000. The base of the
entire formation comes in at Dow
9800. If the formation breaks
down, I think all previous plans,
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scenarios and strategies will hit a stone wall. Wall Street and
public sentiment will turn black-bearish. Consumers will head
for the storm cellars and once in, they’ll shut the door above
them and lock it.

Why is a breach of support, at 9800, so important? Because
most of the daily volume in the stock market is program
trading, dominated by large hedge funds. They move in a herd
like mastodons and are interested in short-term gains, not the
“big picture.” Their computers are programmed to buy and
sell at certain strategic points that can be quantified, like
moving averages, previous highs and lows and Fibonacci
points. Whether this kind of information is actually
significant is not important. What is important is that the
computers that buy and sell for the funds are programmed to
react to this kind of information, and act accordingly. A
breakdown from a long-term head and shoulders flashes a sell
signal to the computer algorithms. It is like fulfilling your own
prophecy. The programs “expect the market to continue to
fall,” so they sell, which pressures the market lower, which
leads to further computer-generated liquidation. Sooner or
later, usually later, the public panics and joins the selling
frenzy. Once this waterfall drop starts, it can go a LONG way.
This is why Russell is warning you to get out of all stocks
(except mining shares) NOW and to move to the sidelines
with your net worth intact, in gold and cash.

For those of you who do not follow Russell closely, perhaps
his warnings will not get your attention. | have followed
Russell since 1983 and can tell you from first-hand experience
that when he issues a Dow Theory sell signal or when he
stresses the danger in being in the market, he is rarely if ever
wrong. Recently, he issued a Dow Theory Bear Market sell
signal. Then he followed it up with the “head and shoulders

warning” in the graph. Russell relies heavily on his proprietary
Primary Trend Index. He has been using it for decades and it
never fails him. It always leads the stock market up or down. It
has been bullish since April 2009. That all changed on June
29th. Look at the next graph, bottom-left, and take note how
the PTI has dropped BELOW the red line, the moving average
support level.

Russell wrote: My PTI turned bearish by 7 points. Stock market
acted in harmony. Both the Dow and Transports down triple
digits with the Dow again under 9,800. Investor sentiment
turning increasingly gloomy. This isn’t a case of rising
unemployment or vanishing consumer buying. The market is
looking ahead to hard times in the future.

Q Russell, you keep talking about institutional selling. But from
every corner, we hear how rapidly the economy is improving. |
don’t get it, if the economy is improving, why in hell would the
smart money be selling stocks?

A First, you must understand that Wall Street is interested in
only one thing — MONEY. Wall Street feels no shame, no sor-
row, no guilt, no remorse. Wall Street only has feelings for
money. If the Street is truly bearish, if the institutions are nega-
tive, then their best strategy is to try to stir up optimism. And
that’s exactly what they’re doing. Every plus in the economy,
every improving statistic is blown up and fed to the media. You
need an optimistic retail crowd to sell in to.

So, shameless Wall Street creates the ideal background for selling
stocks. Here look at the telltale evidence. “Distribution days” are
days when volume expands on down markets. The profusion of
distribution days is one of the studies that turned me bearish. So
what's going on? Simple, the big money is unloading stocks all
the while telling the public that the economy is improving. In the
meantime, read Barron’s, read Smart Money Magazine, read
Fortune or Forbes. And what are they writing about? Stocks,
stocks, stocks to buy. This is clearly against
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my advice, which all along has been — “Get
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the hell out of all stocks (except gold mining
shares).”
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My position — Own gold and gold items
and cash. Write this on your blackboard ten
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times.

Although Russell writes primarily about
the stock market, he is also a brilliant gold
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analyst. And here is what he has to say
about the metal of kings:
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Gold: As for gold, its stellar performance goes
on. This in the face of ominous warnings of

5850

various worried experts. Recently, gold rose
to a new record high. The next step will be
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into the $1300s — the point & figure upside
objective is now $1310.
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Gold shares are lagging bullion in this last
move, not yet showing the breakout seen in
the yellow metal.




The vorld (minus the US) isdaling up \ith the ylow meal
with banks unning @it o vault s@e.The geat 10-gar pi-
mary kull marke is maing in its 11th gar The hll market
in gold attestsd the syiematic detine in the &lue dthe ddar
compared with real mong N gold.

One dthe geakest mdean trades,Jdin Raulon,who made ib
lions on the husing ollap®,has,| undestandall his reonal
mong in gld-reated items.Many d my sib<ribers hae nav
built gold profits keyond arything the hare e adieved
bebre.l know at this pint one auld g itchy fingers thinking b
the pofits atievale ty svitching @ld for fiat curency | warn
ubgribers,stay on the glow brick road. The lig pofits, the
asbunding pofits, will acrue vhen gold finaly kursts los ¢
its preudices and &dy expresss itdf.

My adiice nav is b put as nuch o yaur mong as puCr om
fortable with in hullion @ins.Renember the simfe phas thabs
bee around thiough yeass @ hisory N Orhae®no éve like
gdd feverQi&t mong is domal. Ad on it.

During the lasteh yeas the Dw has lostalue vinile @ld has
more than tipled, bah in ddlars.| think that omgarison is
teling us emehing. Sehistcatd invesiment mong laoks or
sabty first. The sbk make is nd e as a sefhaen. But gid,
which pays no diidends or intestjs £ as the ultnate saé
haven. Why? @ld is lehdden to no gvenment or entral bank.
Gdd cannbbe dealuel nor can it & desbyel by govenment-
spn®red inflaion or gvenment alid.

There is anotheOgld expertO o | hae bllowed for decades
and who is tuly gfted with his alility to anicipate @ld®
trend. He was thee,in 2001 at the starof gold® hull market
rise,to explain it at @ery step alng the wg He waned, well
in advance,of the cerivative debacle. He buted gold as leing
in @ gnerationalCoull market. He waned of the demise @

the Dollar and a&peds gld to rise b at least $3,0000$5,000 an

ounce,and,unlike the pevious peak in 1980t will stay thee
and not ollapseHe wans d the imminent Depressio
coupled with hypeiinflation. It would be easya dismiss his

negativity excef his radk recod is bo impressie © ignore.
Further, he was igen the matiker OMr GoldQn the ull
market of the O70kam talking abut Jm Snclair. When he
speaksyou should listn caefully to what he hasat sy. Here
are $nclair® laest thoudpts a1 the @onomy, the dllar,
hypeinflation and gld:

1. The ype d inflation beng disaunted by the rse in gld
requies bisiness &wity to ke trid.

2. This ype dinflation is lypeinflation, which is a cuency
evat, nat an eonomic dmand pheomeon.

3. Rathe than a singular crency lossfaonfidence iqniting
hypemflation, it will be al Wesem curendes maing
against eat aher.

4. All Wesem govenments wil pradice Quanitative Esing @
infinity, as ve etrn to cedit marke prodems.

5. Gdd is NO a ommality.
6. Gdd is a cuency

7. Gdd is the cuency d choice.
8

. Gdd is @ing b lkeome thea®ne asg o choie ly
cantral banks

9. Owneship ¢ gdd meansqu are your ovn entral bank.
Condusion:

The agumats letween inflation and déation ae prely
senantic. Hypeinflation is nban eonomic eat, it is a
currency pheomaon.Brae yoursdf for hypeinflation
in the midst foa dreadful eznony.

Here is gld® path 6 $2,025which Snclair insists Wl
happen by February 2011He has uskthis br several yeass.
That is not the pak N just the launk point toward
$3,000D%$5,000lg.




