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Global Markets Review (I ssue 39/01 - Currency Focus)

Because of our global spread of clients, we normally focuson “loca” currency
indices. However, asmall chart of the FT's US equity index in Sterling terms
appeared in their latest quarterly Personal Finance publication, so we thought it
worth showing here. Whether you look at the NY SE Composite or this
currency-adjusted index, the messageis clear - US equities are headed lower
medium term. For proof that these large-scale index pattern targets do work,
you only need to look at the S& P 500 and Hang Seng indicesthisyear. Both
indices completed top patternsin March, and their minimum objectives were
achieved in September (albeit with some unwelcome help).

UK investorsin US equities are going to lose at least 25%, and probably nearer
40%, of their money over the coming year or so if the targets of thistop pattern
are achieved (and we do expect them to be). We have said before that these
patterns have been giving avery clear longer-term message, and thisraly is
another opportunity to review investment strategy with respect to equities.

And if you wanted further evidence that bonds are where the bull market will be
this decade, we have shown UK Consols 2¥2% at the top of page 2. Wave 5 of
(3) appearsto be well under way towards our targets in the 62-64 range
(admittedly earlier than expected - see Issue 38 for our long-term analysis).
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We have had positive feedback about our change of format to summary bullet points, less
commentary, but with bigger annotated charts. 1f you do not like this and would prefer more
commentary, please do let us know. In thisissue:

The 5-wave advance in NASDAQ (p. 3) confirms that the recent recovery is probably wave a of
an a-b-c “raly in adowntrend”. The 2-3 week correction referred to in the last issue is also
probably under way, and forming wave b down. We have shown for the S& P 500 both the
critical levels on the downside which should not be broken under this scenario, and the likely
limit of therally on the upside.

Topix (p. 4) iscorrecting in line with recent short-term warning signals. However, theinitia leg
of the drop is sufficiently deep that we are concerned that the pattern target in the 1,175-1,185
areamay be negated.

Eurotop 300 (p. 5) looks pretty similar to the US charts. Consolidation here followed by new
highsrisk repeating the warning signals seen at the May pesak, as the charts of France and
Germany also confirm.

The Currency Focus begins on page 6.
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Topix has already retraced 50% of
its advance, and merely thefirst leg
of the correction looks complete.
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CURRENCY FOCUS

DOLLAR/EURO

1.25 1.25

] 3 [
1.20 —

| }Ill [ 1.20
1.10] 111 [

1 2 [ 1.15
1.00 -

] 1 Tor A [ a7

] of 4 110
0.90 I

[ 1.05

AN

[ 1.00

Dollar/Euro

A small base pattern
may be forming beneath
1.1250.
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Here dso, therally may
be either the early
stages of wave 3, or
part of asideways
trading range to form
wave 2.

Poor momentum
continuesto warn of a
setback for the Euro in
either event (in C of 2,
orii of 3). The98-105
range should contain
the low.
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Sterling/Dollar

The pattern hereis“5 up, 3
down”, which isclearly bullish
for Sterling after a brief
correction.

We are unsureif thisiswave
C of 4in anearly complete
sideways trading range, or if
wave 5 bottomed in June and
anew bull trend for Sterling
has begun. (If the latter, it was
not at al clear).

A re-test of the Q1 highslooks
very likely. If acceleration
occurs through 1.49, a base
pattern with atarget in the
1.58-1.60 range will bein
place.
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