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Part I

A sputtering Stock Market likely to end in a nose dive

In relation to inflation the public and most analysts haven't got a clue. Investors lack the
intellectual framework to make sense of current conditions, let alone predict the future
with confidence. For one, no one has experienced serious deflation in his lifetime, so its
not as easily projected linearly , as we are prone to overestimate inflation. A survey of
companies by Jim O'Neil, chief economist at Goldman Sachs, indicates that nine-tenths
of the companies questioned report feeling worried, yet half of these are worried about
modest deflation, the other half about sharply higher inflation, with almost no one sitting
on the fence. According to Ludwig von Mises, the late Austrian Economist, a deflationary
Depression, purges the excesses of the past through de-leveraging brought about by
credit constriction, bankruptcies and foreclosures. However we don't know to what extent
the government's pouring money into the markets will postpone the inevitable, we know
for one thing the serve to magnify and aggravate the eventual pain. Most likely deflation
will be held back until the final bubble top presumably in late 2011.

According David Rosenberg, chief economist and strategist at Gluskin Sheff, the
Market's rapid rise in the second quarter and since the end of June would historically
suggest the need for a 5.5% real GDP growth... which has zero odds of occurring. ÒHence
our call for a sputtering stock market through year-end. Too much growth - and hope
Ð is priced in at this point.Ó Because of cost-cutting and layoffs, profit margins do look
better than expected, yet if you look at the top line, revenues continue to drop. With the
exception of tech stocks, most companies have not seen any revenue growth.

Developed markets more or less halved between late 2007 and March of this year, but
since the trough have risen between 30 and 50%. China plummeted 70% and has since
doubled. As I showed you last week, China is due for an extended plunge far exceeding
any other market. Other Emerging Markets also are back in the stratosphere. If we look



to the lesson in Japan, after the Nikkei halved in 1990, it rallied for five months, precisely
how long this rally has lasted. Stocks in Japan then spent the next 19 years halving yet
again. While our plunge will likely be much more brief and dramatic we can expect the
trough by year-end. The next move is for the exits likely in a panic...we're a bit early, as
usual, and well-positioned for the plunge ahead.

Once again the Dow demonstrates the market manipulation in the three a-b transitions,
meaning attempts to turn a reversal pattern into a bull move. One again the maximum
three have been reached, along with with waves i and at least a of ii. This time ii is limited
to the origin of i.



Financials also appear to be in wave ii. The Diag II indicates the beginning of a long
move down.



The next move in Basic Materials is down to the area of 185, where the Diag > began.



In Emerging Markets you see wave 4 missed the 50% retracement, the b wave likely
reached the limit.



FXI, the China Index, in the exact pattern as Emerging Markets where the b has reached
the limit.

GDX has a slight upside left in wave ii.



The international gold index, on which HGU.TO is based, has still quite a bit of upside
left. Barring a failure we can expect wave v to exceed wave iii.
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