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Best beloved becomes most hated. 
  
As in most passionate romances when intoxicating 
love wanes it can soon turn to overwhelming 
hatred. Such is often the case in stock markets. 
Devotion becomes revulsion after a highly rated 
stock or sector has fallen from grace it will plunge 
to levels way below fair value. Whether this point 
has been reached yet is debatable but technology 
stocks are probably back to fair value. Any further 
set backs from here will be medium term buying 
opportunities as the market struggles with its 
emotions.     
 
The technology market has lots of reasons for 
concern – global economic slowdown and its effect 
on profits, debt problems, the slump in confidence 
in TMT stocks, the euro, high oil and war in the 
Middle East. As market bubbles are seldom 
deflated without accidents, which can cause panic, 
and slower GDP growth exposes debt problems. 
This will further test the nerves of all investors 
especially those reared on “buy and hold” and “buy 
the dips” mentality. NEVERTHELESS old 
economy stocks have already experienced a bear 
market by stealth during the past two years with 
valuations back to the levels of late ’94. 
 
Although technology valuations are still 
comparatively demanding, the screamingly 
excessive multiples paid back in March have been 
corrected. The meltdown among many of the tech 
stock leaders looks climatic. 
If I were adding to or starting to build a portfolio 
today, I would overweight it with leading TMT 
stocks that have fallen a long way from their highs. 
 

THE SELL OFF IN TECHNOLOGY STOCKS IS CLOSE TO AN END BUT THEY 
WILL REMAIN VERY CHOPPY WHILST A FLOOR IS ESTABLISHED. 

INTEREST RATES 
SHORT TERM INTEREST RATES 
WILL GO LOWER OVER NEXT  
12 MONTHS. 
U.S. JUNK BONDS OFFER REAL VALUE IF FED 
MANAGES A SOFT LANDING. 
YIELDS ON GOVT BONDS TO RANGE GENTLY 
LOWER  
 
EQUITIES 
US ELECTION COULD AFFECT 
MARKETS ….YET MORE 
VOLATILITY? 
OCT 18THS DRAMATIC REBOUNDS PUT AN END 
TO THE DOWNTRENDS AT LEAST IN THE 
SHORT-TERM. 
 
 CURRENCIES 
THE YEN BUBBLE IS YET TO BURST. DOLLAR 
COULD FACE ELECTION UNCERTAINCY. EURO 
IS OVERSOLD AGAIN AND MAY TRADE HIGHER. 
 
COMMODITIES 
OIL HAS LOST MOMENTUM BUT SUPPLY SIDE 
SHOCK IS STILL A DANGER. IS GOLD ABOUT TO 
TEST ITS LOWS? 
 

GLOBAL ECONOMY 
US IS SLOWING DOWN BUT WILL CONTINUE TO 
OUTPERFORM. HIGH OIL PRICES ARE A BRAKE 
ON GROWTH. THE US SHOULD GET A SOFT 
LANDING. 
 

BPR SHARE PORTFOLIO 
SINCE OCT 3RD OUR RECOMMENDED STOCKS 
ARE NOW UP JUST OVER 7% VS 1/2% ON FTSE 
& MINUS 10% ON TECHMARK ! 
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In contrast, defensive stocks certainly have their 
appeal when investor confidence is low, but how 
many of them are likely to double or treble over 
the next few years? Maybe one or two but I 
suspect the better gains will come from today’s 
bombed-out, sector leading technology stocks. 
 
Thus, I would be quite comfortable to be now 
buying good quality technology stocks and 
funds with a view to a strong recovery in the 
sector beginning during the next 6 months. 
 
Even if there is a debt or devaluation crisis the 
FED and most other central banks will be able to 
provide another shot of insulin in the form of 
lower interest rates. This would be extremely 
bullish for equities. HOWEVER the market 
could well provide some stomach churning 
lurches down (maybe to 2400 on NASDAQ) 
whilst establishing such a floor.  
 
In conclusion stock markets have been passing 
through a storm but the medium to longer 
term outlook is positive for high tech stocks. 
 
 
 
INTEREST RATES 
 

• Short term rates are heading lower as 
GDP slows 

 
• Gilts and US treasuries are ranging in a 

base development pattern and will 
move higher in next 12months  

 
• Corporate and “Junk” bonds could fly 

if FED manages a soft landing 
 

The higher oil price is deflationary in the 
longer term. As discussed in our first issue, 
although higher oil prices will lead to higher CPI 
figures in the short term. It will act ultimately as a 
tax on growth with a transfer of wealth from the 
developed economies to the primary producers. 
Therefore the medium term effect is deflationary 
as consumption and growth slow. 

In the US Greenspan has already stopped raising 
rates with the last hike back in May. 
As growth slows all central banks will be forced 
to lower rates to keep economies out of recession. 
Indeed the danger may well be that unless Cent ral 
Banks act quickly to cut rates, ignoring short term 
CPI figures, then a serious slowdown will not be 
averted. 
Either way the outlook for Govt securities is  
very positive. The chart below shows a tightening 
base formation on UK GILTS with a break above  
the mid-summer highs signalling the completion 
of the base and a strong upward move.   
 

 
 

 
 
 
Should Greenspan manage a soft landing which I 
believe he will, then so called US investment grade 
corporate bonds could provide quite spectacular 
returns. Currently the yield premium available on 
BBB rated stock is in excess of 6%pa. Which is the 
widest it has been since 1989 and the Michael 
Milken / Drexel scandal and the bond crash and 
subsequent recession of ‘89/90. 
 
The market is currently priced for a deep 
recession and a default rate above 10%. However 
the default rate is now only 5% and predicted to rise 
to about 8% next year by McKay securities. If a soft 
landing is engineered by Greenspan, as seems likely 
then not only will these stocks enjoy a dramatic re-
rating but investors will enjoy yields of around 
12%pa.  
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GLOBAL EQUITIES 
 

• Climatic endings to most market declines 
on Oct 18th has created at least a medium 
term floor 

 
• US election could well create extra 

volatility 
 

• NASDAQ is nearing the end of its bear 
market but there maybe at least one more 
low yet. 

 
• UK equities remain range bound 

 
The declines caused by the oil shock, the 
unwinding of the tech bubble and various 
earning downgrades ended on Oct 18th.  The 
declines were not helped by rising tension in the 
middle-east which led to climactic declines (a sure 
sign of a move drawing to an end is an 
unsustainable acceleration). On many major we saw 
very bullish short term signals (as highlighted in 
our 20/10 update) with major reversals and buying 
spikes on the 13th  and 18th  Oct. These lows came in 
on the FTSE exactly where we predicted in our last 
issue at 6050 the lower end of the trading range. 
However market sentiment is likely to remain 
nervous as oil is still high (and another shock could 
happen anytime especially with the US election this 
week and old Saddam out to cause trouble).  
Additionally, analysts are still revising their 
earnings estimates for many companies downwards 
in line with slower global GDP growth.  
 
 

 

The US election will influence short term 
sentiment on Wall St. and there will be longer 
term consequences. Clinton was lucky to inherit the 
Reagan/Bush tax cuts (as Blair has been) which 
provided the foundation for the resurgent US 
economy. Accelerating technological evolution 
boosted both growth and productivity, while a 
Republican Congress ensured that Clintons big 
spending programmes were never passed (if only in 
the UK!). Even more importantly he had the soon to 
retire Alan Greenspan. 
The next President is unlikely to be so lucky. So 
what do US markets want? The balance of power to 
be maintained would be top of the wish list so that 
Congress and the White House neutralise each other 
and maintain a small Govt. agenda (after all has any 
Govt in the world ever spent tax payer’s money 
wisely?). 
The best short term result would be a Bush victory 
with the Democrats controlling Congress. A 
Democratic sweep would be bearish with an 
interventionist agenda coming to the fore. 
 
INDIVIDUAL MARKET REVIEW 
 
remains stuck in the range of 6000 to 6850 and is 
currently showing no sign of breaking out. BUT if 
it does FTSE break out a big fast move will almost 
certainly follow. Watch the key levels and be ready 
to act accordingly. 

 
FTSE TRADING RANGE 
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Short term ftse has rebounded very strongly from 
the spike low of the 18th Oct which looks likely to 
provide a strong support level. Although the index 
may have another retest of the 6100 level as the 
market has become temporarily overbought  I 
suspect that it will trade with an upward bias 
towards the 6600 level.  
 
  

 
 
The TechMARK 100 has as yet to put in place an 
upward dynamic and the current consolidation 
around the 3500 level does not look like a final low. 
However the May lows have not been breached 
during the current sell off which is bullish. The 
current consolidation looks only capable of 
providing a temporary short lived rally back to 
3800/4000 region. 
 
 
 

 
 
The DOW JONES has established a key low that 
should support market sentiment for some time. 
A look at the short term chart illustrates the strength 
of the dramatic upward dynamic of 18th October.  

The Dow has rallied strongly and this week’s 
election together with mildly overbought conditions 
may lead to a setback which should not breach the 
October low. I do not see the index blasting away 
and setting new highs at 12500 in the next few 
weeks even if we get an election rally. 
  
 

 
 
The NASDAQ seems to have been driving most 
markets lately. It has not maintained its nudge 
below its May low and a test of the overhead supply 
above 3500 looks likely. In our 1st issue we 
predicted that the 3500 level would be breached and 
3000 would be tested. It may well be that the 
upward dynamics seen during October indicate that 
if we have not seen the bottom for this index yet 
then we have perhaps seen the penultimate low. 
 
 

 
 
Japan’s Nikkei continues its 10yr bear market 
and as was stated in our last issue is unlikely to 
recover until the Yen starts to fall as its current 
value is not only a bubble but also an impediment 
to recovery as it makes Japanese companies 
spectacularly uncompetitive. It would not be 
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surprising to see the index retest the Sept.98 and 
March 99 lows of 12900 although these levels 
should cushion any declines. The index is due a 
short term rebound as other western markets rally. 
However Japan provides the best value stock 
market at these levels anywhere in the world. 
ON A 5 year VIEW JAPAN WILL PROBABLY 
PROVIDE THE BEST RETURNS BUT YOU 
MAY HAVE TO BE PATIENT AS THERE IS 
NO EVIDENCE THAT THE LOWS ARE IN 
YET! 
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The Paris market is in a trading range of 6000 to 
7000. As usual the way to play a range is to await 
the break out and then pursue the market. Paris has 
a failed upside break to be careful of which can 
generally be bearish. The devaluation of the Euro 
has helped all the main European indices to stellar 
performance over the past 18 months, but further 
currency falls are less likely to help. The German 
DAX is very similar and any break to new highs 
would be very positive. Therefore watch for any 
break. 
 

Paris CAC 
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German DAX 
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CONCLUSION ON STOCK MARKETS. 
 

• Most markets in trading ranges 
• Watch for upside breaks 
• Japan has real value but bear is not over 

yet 
• Tech stocks like Japan have real value 

but may go lower yet 
• Interest rates will fall which ultimately 

will be good for stocks 
 
 
FOREX MARKETS 
 
The Euro is fundamentally flawed but 
Central Banks will continue to intervene to 
prevent a crisis. 
 
Sterling has retested its high against Euro 
and fallen back 
 
The Dollar is temporarily overvalued against 
soft currencies. 
 
The Yen bubble is propped up by a maverick 
central bank 
 
The Euro is so down and out that it is like one 
of the bombed out Dotcom stocks, with few 
friends in the marketplace and the management 
showing signs shellshock. It will be resuscitated 
and restructured, which will enable some good 
medium term rallies rela tive to today’s low 
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expectations. However the basic concept is 
flawed, a ship with 11 captains, does not know 
where it is going or how it is going to get there. 
Central bank intervention will only work 
when fully co-ordinated and as such needs US 
assistance, BUT the Euro is oversold and due a 
rally. The 30% devaluation since launch has 
resulted in an overvalued Dollar and an 
Undervalued Euro but that circumstance can 
remain for some time. We have probably seen 
the majority of the declines for now with any 
further falls to new lows likely to be 
incremental. 
There is little chance of a dollar collapse, as 
many forecast, because of the US economy’s 
relative strength and the lack of a viable reserve 
currency. 
 

FRENCH FRANC VS DOLLAR 
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The above chart shows remarkable consistency 
(I’ve used the French Franc as a proxy as all 
member currency’s are fixed in the system) and 
a break of the clear uptrend will signify the end 
at least of the current Euro bear leg.   
 
Against STERLING the Euro has retested the 
173 level (as predicted here last issue) and the 
trend consistency is breaking down. However 
the recent choppy action is not yet predicted a 
Sterling devaluation vs the Euro. 
AS ever watch the chart action. A break below 
E1.62 would lead to a deeper test of E1.55 

level. It looks like the pound is slowly topping 
out against the Euro as upside momentum is 
draining away. 
 
  

 
The Yen is a basket case as its central bank. 
The country is saddled with a governor who 
doesn’t understand that it is impossible to break 
out of a lengthy, deflationary economic 
stagnation while the currency remains  
overvalued. Because of the continued strong 
currency Japanese investors have been 
repatriating capital exacerbating the situation 
when they should have been exporting capital 
for safety and much higher yields. A competent 
governor would be increasing the supply of Yen 
until the currency commences its inevitable 
downtrend. Further prevarication by the BOJ 
will only extend the deflationary recession and 
increase the Yens downward scope 
 
 

Watch sterling/yen downtrend as a break 
above the downtrend line would be a major 
clue that the declines are coming to an end.  
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FOREX TRADING STRATEGY 
 

• Sell the Yen against sterling/euro and 
dollar but wait for downtrend lines to 
break 

 
• The carry of sterling/dollar vs Yen is 

over 500 basis points (you get paid 
5%pa to make the trade). 

 
 

• The dollar and Sterling are running 
out of upside momentum against the 
Euro. 

 
COMMODITIES 
 
Oil supply is tight but uptrend has at least 
paused for time being 
 
GOLD has broken downwards out of its 
trading range and may test its lows. 
 
The oil price was unable to maintain its new 
highs in Oct. This failure in trend consistency 
and momentum suggests that the current bull 
leg is almost over (Saddam or bad weather in 
US permitting). As predicted in our last issue 
we feel oil will churn at these levels before 
dropping back to the $25 level before a new 
upward leg resumes in late 2001. 
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If the price breaks $31 it looks likely that oil 
prices will fall back to the bull trend at around 

$25. So far this commodity has behaved in an 
orderly fashion. 
Oil could however have one last hurrah but I 
think until next year it will be short lived. 
 
GOLD 
You may recall that in our last issue we 
highlighted the tightening trading pattern in 
which gold was caught in. 
This pattern was broken to the downside last 
week and if not reversed in the next few 
sessions (forming a bullish failed downside 
break), will probably lead to a test of yellow 
metals bear market lows at $252. 

• It looks a good short  with a stop loss 
being set at $272 

• New lows could ultimately be bullish 
with a strong down move perhaps 
finally ending the bear. 

 
GOLD 
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The above chart only shows a very short portion 
of gold’s bear market which began 20yrs ago at 
around $860 
 
AND FINALLY 
 
Anyone who has being following our chart 
break out service will have seen some quite 
spectacular performances with Antisoma 
gaining over 60% in 10 days. 
Overall if you had purchased every single stock 
mentioned and used our stop loss and trailing 
stop strategy you would have had a gain on 
your portfolio of over 7.5%!! 



 
 

 

 8 

When compared with the FTSE 100 which was 
virtually unmoved and the smaller cap 
TechMARK which was down over 10% this 
performance in only one month. 
 
Winners have included not only small cap 
stocks but also Unilever, Iceland and Anglo 
American. 
 
However, out of 22 stocks highlighted through 
the month (despite very volatile conditions) 
only 8 (40%) are either currently behind or 
being stopped out. 
 
This percentage is consistent with our 
prediction on the chart break-out service 
that 60% to 70% of highlighted stocks will 
perform admirably. 
 
What is perhaps more important our 
approach keeps you out of down trending 
stocks (M&S, BT etc.) and gets you out of 
losers quickly. 
 
If you are interested in knowing more about 
these techniques and how to apply them please 
phone or e-mail and treat yourself to one of our 
chart seminars. 
 
Equally if you want a second opinion on an 
individual stock or market simply e-mail your 
query to the above address 
 
REGARDS 
 
ANDY MCCARTHY 
ANDREW BARTLES 
 
 
 



 

 
Issue No.2 

 
November 1st, 2000 

 

Monthly Newsletter 

Annual Issue Price £150                                     city@bpr.co.uk 

You are strongly advised to read the following: This report has been compiled and produced by BPR Financial Management, a trading name of Broadhead Peel Rhodes Chartered Accountants, who are regulated by the Institute of Chartered Accountants in 
England and Wales, according to the requirements of the Financial Services Act 1986. It is distributed by Broadhead Peel Rhodes and is provided for information purpos es only. Under no circumstances is it to be used or considered as an offer to sell, or a 
solicitation of any offer to buy. While all reasonable care has been taken to ensure that the information contained herein is not untrue or misleading at the time of p ublication, we make no representation as to its accuracy or completeness and it should not be 
relied upon as such. From time to time Broadhead Peel Rhodes and any of its officers or employees may, to the extent permitted by law, have a position or otherwise be interested in any transactions, in any investments (including derivatives) directly or 
indirectly the subject of this report. Also Broadhead Peel Rhodes may from time to time perform other services (including acting as adviser or manager) for any company mentioned in this report. The value of securities can go down as well as up, and you may 
not get back the full amount you originally invested. Derivatives in particular are high risk, high reward investment instruments and an investor may lose some or all of his/her original investment. If you make an investment in securities that are denominated in 
a currency other than that of GB Pounds you are warned that changes in rates of foreign exchange may have an adverse effect on the value, price or income of the investment. The investments referred to herein may not be suitable investments for all persons 
accessing these pages. You should carefully consider whether all or any of these are suitable investments for you and if in any doubt consult an independent adviser. This report is prepared solely for the information of clients of Broadhead Peel Rhodes who are 
expected to make their own investment decisions without reliance on this report. Neither Broadhead Peel Rhodes nor any officer of Broadhead Peel Rhodes accepts any liability whatsoever for any direct and consequential loss arising from use of this report or 
its contents. This report may not be reproduced, distributed or published by any recipient for any purpose without the prior express consent of Broad head Peel Rhodes.  

1 

 
 
 
 
 
  
 
 
  

 
 
 
 
 
 
 
 
Best beloved becomes most hated. 
  
As in most passionate romances when intoxicating 
love wanes it can soon turn to overwhelming 
hatred. Such is often the case in stock markets. 
Devotion becomes revulsion after a highly rated 
stock or sector has fallen from grace it will plunge 
to levels way below fair value. Whether this point 
has been reached yet is debatable but technology 
stocks are probably back to fair value. Any further 
set backs from here will be medium term buying 
opportunities as the market struggles with its 
emotions.     
 
The technology market has lots of reasons for 
concern – global economic slowdown and its effect 
on profits, debt problems, the slump in confidence 
in TMT stocks, the euro, high oil and war in the 
Middle East. As market bubbles are seldom 
deflated without accidents, which can cause panic, 
and slower GDP growth exposes debt problems. 
This will further test the nerves of all investors 
especially those reared on “buy and hold” and “buy 
the dips” mentality. NEVERTHELESS old 
economy stocks have already experienced a bear 
market by stealth during the past two years with 
valuations back to the levels of late ’94. 
 
Although technology valuations are still 
comparatively demanding, the screamingly 
excessive multiples paid back in March have been 
corrected. The meltdown among many of the tech 
stock leaders looks climatic. 
If I were adding to or starting to build a portfolio 
today, I would overweight it with leading TMT 
stocks that have fallen a long way from their highs. 
 

THE SELL OFF IN TECHNOLOGY STOCKS IS CLOSE TO AN END BUT THEY 
WILL REMAIN VERY CHOPPY WHILST A FLOOR IS ESTABLISHED. 

INTEREST RATES 
SHORT TERM INTEREST RATES 
WILL GO LOWER OVER NEXT  
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U.S. JUNK BONDS OFFER REAL VALUE IF FED 
MANAGES A SOFT LANDING. 
YIELDS ON GOVT BONDS TO RANGE GENTLY 
LOWER  
 
EQUITIES 
US ELECTION COULD AFFECT 
MARKETS ….YET MORE 
VOLATILITY? 
OCT 18THS DRAMATIC REBOUNDS PUT AN END 
TO THE DOWNTRENDS AT LEAST IN THE 
SHORT-TERM. 
 
 CURRENCIES 
THE YEN BUBBLE IS YET TO BURST. DOLLAR 
COULD FACE ELECTION UNCERTAINCY. EURO 
IS OVERSOLD AGAIN AND MAY TRADE HIGHER. 
 
COMMODITIES 
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In contrast, defensive stocks certainly have their 
appeal when investor confidence is low, but how 
many of them are likely to double or treble over 
the next few years? Maybe one or two but I 
suspect the better gains will come from today’s 
bombed-out, sector leading technology stocks. 
 
Thus, I would be quite comfortable to be now 
buying good quality technology stocks and 
funds with a view to a strong recovery in the 
sector beginning during the next 6 months. 
 
Even if there is a debt or devaluation crisis the 
FED and most other central banks will be able to 
provide another shot of insulin in the form of 
lower interest rates. This would be extremely 
bullish for equities. HOWEVER the market 
could well provide some stomach churning 
lurches down (maybe to 2400 on NASDAQ) 
whilst establishing such a floor.  
 
In conclusion stock markets have been passing 
through a storm but the medium to longer 
term outlook is positive for high tech stocks. 
 
 
 
INTEREST RATES 
 

• Short term rates are heading lower as 
GDP slows 

 
• Gilts and US treasuries are ranging in a 

base development pattern and will 
move higher in next 12months  

 
• Corporate and “Junk” bonds could fly 

if FED manages a soft landing 
 

The higher oil price is deflationary in the 
longer term. As discussed in our first issue, 
although higher oil prices will lead to higher CPI 
figures in the short term. It will act ultimately as a 
tax on growth with a transfer of wealth from the 
developed economies to the primary producers. 
Therefore the medium term effect is deflationary 
as consumption and growth slow. 

In the US Greenspan has already stopped raising 
rates with the last hike back in May. 
As growth slows all central banks will be forced 
to lower rates to keep economies out of recession. 
Indeed the danger may well be that unless Cent ral 
Banks act quickly to cut rates, ignoring short term 
CPI figures, then a serious slowdown will not be 
averted. 
Either way the outlook for Govt securities is  
very positive. The chart below shows a tightening 
base formation on UK GILTS with a break above  
the mid-summer highs signalling the completion 
of the base and a strong upward move.   
 

 
 

 
 
 
Should Greenspan manage a soft landing which I 
believe he will, then so called US investment grade 
corporate bonds could provide quite spectacular 
returns. Currently the yield premium available on 
BBB rated stock is in excess of 6%pa. Which is the 
widest it has been since 1989 and the Michael 
Milken / Drexel scandal and the bond crash and 
subsequent recession of ‘89/90. 
 
The market is currently priced for a deep 
recession and a default rate above 10%. However 
the default rate is now only 5% and predicted to rise 
to about 8% next year by McKay securities. If a soft 
landing is engineered by Greenspan, as seems likely 
then not only will these stocks enjoy a dramatic re-
rating but investors will enjoy yields of around 
12%pa.  
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GLOBAL EQUITIES 
 

• Climatic endings to most market declines 
on Oct 18th has created at least a medium 
term floor 

 
• US election could well create extra 

volatility 
 

• NASDAQ is nearing the end of its bear 
market but there maybe at least one more 
low yet. 

 
• UK equities remain range bound 

 
The declines caused by the oil shock, the 
unwinding of the tech bubble and various 
earning downgrades ended on Oct 18th.  The 
declines were not helped by rising tension in the 
middle-east which led to climactic declines (a sure 
sign of a move drawing to an end is an 
unsustainable acceleration). On many major we saw 
very bullish short term signals (as highlighted in 
our 20/10 update) with major reversals and buying 
spikes on the 13th  and 18th  Oct. These lows came in 
on the FTSE exactly where we predicted in our last 
issue at 6050 the lower end of the trading range. 
However market sentiment is likely to remain 
nervous as oil is still high (and another shock could 
happen anytime especially with the US election this 
week and old Saddam out to cause trouble).  
Additionally, analysts are still revising their 
earnings estimates for many companies downwards 
in line with slower global GDP growth.  
 
 

 

The US election will influence short term 
sentiment on Wall St. and there will be longer 
term consequences. Clinton was lucky to inherit the 
Reagan/Bush tax cuts (as Blair has been) which 
provided the foundation for the resurgent US 
economy. Accelerating technological evolution 
boosted both growth and productivity, while a 
Republican Congress ensured that Clintons big 
spending programmes were never passed (if only in 
the UK!). Even more importantly he had the soon to 
retire Alan Greenspan. 
The next President is unlikely to be so lucky. So 
what do US markets want? The balance of power to 
be maintained would be top of the wish list so that 
Congress and the White House neutralise each other 
and maintain a small Govt. agenda (after all has any 
Govt in the world ever spent tax payer’s money 
wisely?). 
The best short term result would be a Bush victory 
with the Democrats controlling Congress. A 
Democratic sweep would be bearish with an 
interventionist agenda coming to the fore. 
 
INDIVIDUAL MARKET REVIEW 
 
remains stuck in the range of 6000 to 6850 and is 
currently showing no sign of breaking out. BUT if 
it does FTSE break out a big fast move will almost 
certainly follow. Watch the key levels and be ready 
to act accordingly. 

 
FTSE TRADING RANGE 
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Short term ftse has rebounded very strongly from 
the spike low of the 18th Oct which looks likely to 
provide a strong support level. Although the index 
may have another retest of the 6100 level as the 
market has become temporarily overbought  I 
suspect that it will trade with an upward bias 
towards the 6600 level.  
 
  

 
 
The TechMARK 100 has as yet to put in place an 
upward dynamic and the current consolidation 
around the 3500 level does not look like a final low. 
However the May lows have not been breached 
during the current sell off which is bullish. The 
current consolidation looks only capable of 
providing a temporary short lived rally back to 
3800/4000 region. 
 
 
 

 
 
The DOW JONES has established a key low that 
should support market sentiment for some time. 
A look at the short term chart illustrates the strength 
of the dramatic upward dynamic of 18th October.  

The Dow has rallied strongly and this week’s 
election together with mildly overbought conditions 
may lead to a setback which should not breach the 
October low. I do not see the index blasting away 
and setting new highs at 12500 in the next few 
weeks even if we get an election rally. 
  
 

 
 
The NASDAQ seems to have been driving most 
markets lately. It has not maintained its nudge 
below its May low and a test of the overhead supply 
above 3500 looks likely. In our 1st issue we 
predicted that the 3500 level would be breached and 
3000 would be tested. It may well be that the 
upward dynamics seen during October indicate that 
if we have not seen the bottom for this index yet 
then we have perhaps seen the penultimate low. 
 
 

 
 
Japan’s Nikkei continues its 10yr bear market 
and as was stated in our last issue is unlikely to 
recover until the Yen starts to fall as its current 
value is not only a bubble but also an impediment 
to recovery as it makes Japanese companies 
spectacularly uncompetitive. It would not be 
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surprising to see the index retest the Sept.98 and 
March 99 lows of 12900 although these levels 
should cushion any declines. The index is due a 
short term rebound as other western markets rally. 
However Japan provides the best value stock 
market at these levels anywhere in the world. 
ON A 5 year VIEW JAPAN WILL PROBABLY 
PROVIDE THE BEST RETURNS BUT YOU 
MAY HAVE TO BE PATIENT AS THERE IS 
NO EVIDENCE THAT THE LOWS ARE IN 
YET! 
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The Paris market is in a trading range of 6000 to 
7000. As usual the way to play a range is to await 
the break out and then pursue the market. Paris has 
a failed upside break to be careful of which can 
generally be bearish. The devaluation of the Euro 
has helped all the main European indices to stellar 
performance over the past 18 months, but further 
currency falls are less likely to help. The German 
DAX is very similar and any break to new highs 
would be very positive. Therefore watch for any 
break. 
 

Paris CAC 
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German DAX 
 

99 A S O N 00 18 F 07 11 M 16 24 A14 27 M 08 17 J 14 20 J A 21 S O 17 N 08 10 14 16

5000

5500

6000

6500

7000

7500

8000

Xetra DAX (25.000x75.000-Cls)

 
 
CONCLUSION ON STOCK MARKETS. 
 

• Most markets in trading ranges 
• Watch for upside breaks 
• Japan has real value but bear is not over 

yet 
• Tech stocks like Japan have real value 

but may go lower yet 
• Interest rates will fall which ultimately 

will be good for stocks 
 
 
FOREX MARKETS 
 
The Euro is fundamentally flawed but 
Central Banks will continue to intervene to 
prevent a crisis. 
 
Sterling has retested its high against Euro 
and fallen back 
 
The Dollar is temporarily overvalued against 
soft currencies. 
 
The Yen bubble is propped up by a maverick 
central bank 
 
The Euro is so down and out that it is like one 
of the bombed out Dotcom stocks, with few 
friends in the marketplace and the management 
showing signs shellshock. It will be resuscitated 
and restructured, which will enable some good 
medium term rallies rela tive to today’s low 
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expectations. However the basic concept is 
flawed, a ship with 11 captains, does not know 
where it is going or how it is going to get there. 
Central bank intervention will only work 
when fully co-ordinated and as such needs US 
assistance, BUT the Euro is oversold and due a 
rally. The 30% devaluation since launch has 
resulted in an overvalued Dollar and an 
Undervalued Euro but that circumstance can 
remain for some time. We have probably seen 
the majority of the declines for now with any 
further falls to new lows likely to be 
incremental. 
There is little chance of a dollar collapse, as 
many forecast, because of the US economy’s 
relative strength and the lack of a viable reserve 
currency. 
 

FRENCH FRANC VS DOLLAR 
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The above chart shows remarkable consistency 
(I’ve used the French Franc as a proxy as all 
member currency’s are fixed in the system) and 
a break of the clear uptrend will signify the end 
at least of the current Euro bear leg.   
 
Against STERLING the Euro has retested the 
173 level (as predicted here last issue) and the 
trend consistency is breaking down. However 
the recent choppy action is not yet predicted a 
Sterling devaluation vs the Euro. 
AS ever watch the chart action. A break below 
E1.62 would lead to a deeper test of E1.55 

level. It looks like the pound is slowly topping 
out against the Euro as upside momentum is 
draining away. 
 
  

 
The Yen is a basket case as its central bank. 
The country is saddled with a governor who 
doesn’t understand that it is impossible to break 
out of a lengthy, deflationary economic 
stagnation while the currency remains  
overvalued. Because of the continued strong 
currency Japanese investors have been 
repatriating capital exacerbating the situation 
when they should have been exporting capital 
for safety and much higher yields. A competent 
governor would be increasing the supply of Yen 
until the currency commences its inevitable 
downtrend. Further prevarication by the BOJ 
will only extend the deflationary recession and 
increase the Yens downward scope 
 
 

Watch sterling/yen downtrend as a break 
above the downtrend line would be a major 
clue that the declines are coming to an end.  
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FOREX TRADING STRATEGY 
 

• Sell the Yen against sterling/euro and 
dollar but wait for downtrend lines to 
break 

 
• The carry of sterling/dollar vs Yen is 

over 500 basis points (you get paid 
5%pa to make the trade). 

 
 

• The dollar and Sterling are running 
out of upside momentum against the 
Euro. 

 
COMMODITIES 
 
Oil supply is tight but uptrend has at least 
paused for time being 
 
GOLD has broken downwards out of its 
trading range and may test its lows. 
 
The oil price was unable to maintain its new 
highs in Oct. This failure in trend consistency 
and momentum suggests that the current bull 
leg is almost over (Saddam or bad weather in 
US permitting). As predicted in our last issue 
we feel oil will churn at these levels before 
dropping back to the $25 level before a new 
upward leg resumes in late 2001. 
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If the price breaks $31 it looks likely that oil 
prices will fall back to the bull trend at around 

$25. So far this commodity has behaved in an 
orderly fashion. 
Oil could however have one last hurrah but I 
think until next year it will be short lived. 
 
GOLD 
You may recall that in our last issue we 
highlighted the tightening trading pattern in 
which gold was caught in. 
This pattern was broken to the downside last 
week and if not reversed in the next few 
sessions (forming a bullish failed downside 
break), will probably lead to a test of yellow 
metals bear market lows at $252. 

• It looks a good short  with a stop loss 
being set at $272 

• New lows could ultimately be bullish 
with a strong down move perhaps 
finally ending the bear. 

 
GOLD 
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The above chart only shows a very short portion 
of gold’s bear market which began 20yrs ago at 
around $860 
 
AND FINALLY 
 
Anyone who has being following our chart 
break out service will have seen some quite 
spectacular performances with Antisoma 
gaining over 60% in 10 days. 
Overall if you had purchased every single stock 
mentioned and used our stop loss and trailing 
stop strategy you would have had a gain on 
your portfolio of over 7.5%!! 
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When compared with the FTSE 100 which was 
virtually unmoved and the smaller cap 
TechMARK which was down over 10% this 
performance in only one month. 
 
Winners have included not only small cap 
stocks but also Unilever, Iceland and Anglo 
American. 
 
However, out of 22 stocks highlighted through 
the month (despite very volatile conditions) 
only 8 (40%) are either currently behind or 
being stopped out. 
 
This percentage is consistent with our 
prediction on the chart break-out service 
that 60% to 70% of highlighted stocks will 
perform admirably. 
 
What is perhaps more important our 
approach keeps you out of down trending 
stocks (M&S, BT etc.) and gets you out of 
losers quickly. 
 
If you are interested in knowing more about 
these techniques and how to apply them please 
phone or e-mail and treat yourself to one of our 
chart seminars. 
 
Equally if you want a second opinion on an 
individual stock or market simply e-mail your 
query to the above address 
 
REGARDS 
 
ANDY MCCARTHY 
ANDREW BARTLES 
 
 
 


