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—THE CYCLES— 
 In last month's newsletter, we presented several rea-
sons why the year 2011 stood a good statistical chance of be-
ing a good bull market year. As one example of the data we 
presented that argued for a favorable year, we noted that since 
1950, the pre-election year of each president's fi rst term has 
seen the market gain an average of 26.8%. There have been 
a total of 10 such years and the results have been uniformly 
remarkable. While it is impressive that the greatest advance 
in those pre-election years of each president's fi rst term since 
1950 was 38.5%, it is even more impressive that the worst an-
nual advance showed a gain of 14.5%.
 Despite the potentially rosy scenario depicted by sev-
eral of the cycles discussed in our last newsletter, we cannot 
help but be bothered by a few factors that continue to wave 
cautionary fl ags regarding the markets longer-term prospects. 
Over the past several months we have mentioned our concern 
regarding the historically low dividend yield on the S&P 500 
and the historically high price to 10 years earning ratio on the 
S&P in an indicator devised by Yale professor Robert Shiller. 
These are not new tools for measuring valuation and they are 
not tools used to measure relative valuation. There are indeed 
people in the investment world of some renown who insist the 
market is historically undervalued. The trick to that argument is 
either to look at the stock market on a relative valuation basis 
versus bonds or to base your valuation perceptions on earn-
ings estimates. We will not go into a lengthy discussion on the 
relative merits of such a valuation process. We will simply say 
that statistics going back well over 100 years show there has 
never been a decade of above average market returns when 
that decade is preceded by a dividend yield under 2% on the 
S&P Composite Index (and other indexes prior to the mid-
1920s).
 Because of our concern with the markets current 
valuation levels and despite the fact that we still have projec-
tions calling for a move at least approaching the 2007 all-time 

highs on the Dow and the S&P, we have been searching for 
possible topping patterns that could lead to a major market 
top as early as sometime this year. In searching for a potential 
top, we decided to look more closely into the theory of a friend 
who used to write a market letter but who now concentrates on 
money management. His name is Terry Laundry and his theory 
of identifying possible market tops is based on his so-called T 
Theory.
 Terry's basic premise is that there are ways of mea-
suring cash buildups that generally occur during market de-
clines as people are selling and those cash buildups comprise 
the left-hand side of the letter T. Once the cash buildup ends, 
a rally begins and the distance from the center post of the T 
to the right side of the T where market tops occur matches the 
distance from the beginning of the cash buildup to the center 
of the T. In other words, the length of the left-hand side of the 
T determines the length of the right-hand side of the T where 
market tops are formed. Although the theory is far more so-
phisticated than this simplistic explanation, the simplistic inter-
pretation would simply say that a market rally lasts as long as 
the preceding decline. Terry has experimented by using differ-
ent advance decline oscillators and volume oscillators over the 
years to determine the length of the cash buildup, the left-hand 
side of the T. But one of the easiest ways to measure Ts is to 
use the cumulative advance decline line of the New York Stock 
Exchange. The large chart on the front page of today's news-
letter will attempt to show you how eerily accurate these ad-
vance decline Ts can be and also how we need to be prepared 
for the possibility of a market top of great importance sched-
uled to occur over the next 2-3 months. That is not necessarily 
Mr. Laundry's own interpretation of his theory, but I have had 
some long discussions with Terry over the past few months 
and pointed out to him how his theory pinpointed to within four 
trading day the top of the advance decline line in 2007, a top 
which ultimately led to the second worst bear market of the 
past 100 years.
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 The front page chart shows the daily advance decline 
line of the New York Stock Exchange going back to 1926. First 
we will show you how Terry's Ts led to the most important tops 
in the advance decline line of the last several decades. One 
of the things that Terry discovered over the years is that the 
center post of some Ts is best located at the midpoint of two 
market bottoms rather than at the fi rst or second bottom indi-
vidually. As we started to experiment with time spans using 
Terry's T Theory, we also found that some Ts are best mea-
sured by beginning the left side of the T midway between a 
double top rather than at one individual top or the other. We 
also noticed that sometimes locating at a midpoint between 
two tops or two bottoms worked best but at other times, more 
accurate results were obtained from using an individual top or 
bottom rather than the midpoint of those tops or bottoms. Let's 
give you one more general rule before we get to the applica-
tion of the theory. In determining where the center post of the 
T should be placed, the general rule is that a center post is 
placed at the fi rst bottom which leads to a higher high than the 
high seen between the current low and the low preceding it. 
So, for example, the 1974 low which is the lowest point on the 
chart is probably not a good candidate for the center post of a 
T because the rally following the 1974 bottom failed to move 
above the high between the 1970 and 1974 bottom.
 One could argue that the 1982 bottom was a can-
didate for the center post of a long-term T because the rally 
after the 1982 bottom appeared to at least match if not slightly 
surpass the high between the 1974 and 1982 bottoms. In real-
ity, one could argue that either the 1982 bottom or the midpoint 
between the 1974 and 1982 bottoms would be good candi-
dates for the center post of a T and we will show you momen-
tarily how well each of those choices worked in pinpointing a 
future top in the advance decline line. But we believe the prime 
candidate for a center post of the very long T formed from the 
tops in the A-D line seen in the 1950s could well be the low 
seen on July 23, 1984. Even though that low failed to move as 
low as the 1974 and 1982 bottoms, it was the fi rst low that led 
to a signifi cantly higher high than the high registered between 
the two lows preceding that high. It is our contention that the T 
measured by a time span from the 1956 and 1959 highs to the 
1984 center post could well identify a very major top, at least 

in the advance decline line if not in the overall market.
 That's enough for theory. Let's get to the results pro-
vided by some long-range Ts and what they could be telling us 
about the stock market's future.
 The front page chart, as noted earlier, is a daily chart 
of the cumulative advance decline line of the New York Stock 
Exchange going back to 1926. Notice the long-term basing 
pattern which formed between the lowest point on the chart on 
December 23, 1974 and the low on July 24, 1984. There were 
three distinct lows formed during that basing pattern. The dates 
of those lows were December 23, 1974, August 12, 1982, and 
July 24, 1984. Although the 1974 low turned out to be the most 
important one, it was not a prime candidate for the center post 
of a T because the advance which followed that bottom did not 
move above the high established between the preceding two 
lows, namely the 1974 low and the 1970 low.
 The fi rst real candidate for the center post of a large 
advance decline line T according to my understanding of Ter-
ry's theory (and please note that it is indeed my understanding 
and interpretation and not necessarily the view of Terry Laundry 
himself), occurred at the August 12, 1982 low in the advance 
decline line. That low was followed by a high on September 
11, 1978, that slightly surpassed the highest point achieved 
between the lows of 1974 and 1982, namely the high of June 
16, 1983.
 Having located a potential center post for a very long-
term T that could, in turn, determine the location of a potentially 
very important market top, the question becomes what date 
should be used for the left-hand side of the T. There are three 
candidates. There was almost an exact double top on the daily 
advance decline line registered on March 15, 1956 and March 
13, 1959. Each of those is an obvious potential candidate for 
the left side of the T. Because those tops formed an almost 
exact double top, however, one could argue that the exact mid-
point between the two highs could be used for the left-hand 
side of the T.
  That exact midpoint is the date of September 12, 
1957. Those of you who have the newsletter with colored 
charts can see a double arrowed green horizontal line near the 
upper part of the chart that delineates the time span between 
September 12, 1957 and August 12, 1982. T theory would ar-
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gue that if the left side of the T has been properly placed, an 
equidistant right side of the T as measured from the center 
post on August 12, 1982, could determine the date for a po-
tentially very important market top. In our recent research into 
T theory, we have noticed that trading day counts have led 
to more nearly accurate resolutions than calendar day counts 
although a legitimate argument can be made for either tech-
nique. There were 6256 trading days on the left side of the T 
from September 12, 1957 to August 12, 1982. If you measure 
forward another 6256 trading days from the August 12, 1982 
center post to determine the resolution for the right side of the 
T, the calculated date turns out to be May 30, 2007.
 The exact all-time high on the daily advance decline 
line of the New York Stock Exchange prior to what was argu-
ably the second worst bear market in modern United States 
stock market history occurred on June 4, 2007, just three trad-
ing days away from the calculated date. Mind you, this calcu-
lation covered a time span of almost half a century from the 
left side of the T in 1957 to the right side of the T in 2007. 
Coincidence? That is always a possibility, of course, but let's 
continue to look at the data associated with the chart and see 
if we can argue that the other important top on the advance 
decline line that occurred on April 3, 1998, and followed the 
basing period between 1974 and 1984 could also have been 
determined by a long-term T.
 When the rally in the advance decline line acceler-
ated to the upside after the 1994 bottom, an examination of the 
chart would show three potential candidates for the left side of 
a long-term T and another three potential candidates for the 
center post of a T. The shortest T of the potential candidates 
would be a T constructed with its left side at the peak on March 
13, 1959 and its center post at the midpoint between the 1974 
and the 1982 bottoms (remember that the 1974 bottom did 
not qualify as a center post because of the explanations given 
earlier). The exact center of those two bottoms was October 
17, 1978 and that is the date we will use for the center post of 
the proposed T. There were 4914 trading days between March 
13, 1959 and October 17, 1978. That time span represents the 
left side of the T. If we measure another 4914 trading days from 
the October 17, 1978 center post, the calculated right side of 
the T would be March 26, 1998. Six trading days later, the ad-
vance decline line reached an exact peak which preceded its 
sharpest decline of the prior 25 years. Another coincidence? 
Of course, it remains a possibility, but the theory has now been 
shown to identify the two most important tops in the advance 
decline line over the past 30 years within just a few trading 
days.
 Now look at the chart again. The advance decline 
line of the New York Stock Exchange has once again moved 
to new all-time highs. Is there a way to determine what could 
well be a fi nal high on that indicator before the worst decline 
of all occurs? Let's examine the possibilities. According to our 
interpretation, there are only two possibilities remaining for the 
right side of the T which extends out into the current time zone 
and beyond from the three potential centerposts. Moving back-
wards from the potential centerpost of July 24, 1984, the cen-
ter post which would give the furthest possible topping zones 
because it is the furthest to the right in time, one potential left 
side of a T beginning on March 13, 1959 has already expired 
(October 27, 2009). There are two remaining candidates for 
the left side of the T, and we believe the more logical of the 
candidates is the midpoint between the double tops registered 
in 1956 and 1959, namely September 12, 1957. Remember, 
that was used as the left side of the T whose center post on Au-
gust 12, 1982, projected the 2007 top on the advance decline 
line to within three trading days.
 There were 6,749 trading days between the left side 
of that T and the last possible logical candidate as a center 

post, namely July 24, 1984. If we extend the right side of the 
T out an equivalent 6,749 trading days from the 1984 center 
post, it points to April 27, 2011. We give that date because trad-
ing day counts have been more accurate in the past than cal-
endar day counts, but for the sake of fl exibility we will tell you 
that the same time spans measured on a calendar day basis 
would carry out to June 5, 2011. The last possible resolution, 
according to our interpretation would be the furthest top to the 
left of the long-term advance decline line chart in association 
with the furthest centerpost candidate to the right. That would 
entail using the date of March 15, 1956, in association with 
the date of July 24, 1984, a time span of 7125 trading days. 
If we count forward another 7125 trading days from July 24, 
1984, it takes us to October 22, 2012. It is interesting to note, 
however, that the prior two Ts that virtually pinpointed the im-
portant tops in the advance decline line since the base building 
years in the 1970s and 1980s each used a midpoint of either 
a double top or a double bottom (but not both. In either case). 
In constructing what turned out to be the Ts that pinpointed the 
tops. This last possible resolution that points to October 2012 
as a possibility uses neither a midpoint of tops or a midpoint of 
bottoms in its calculation. It is one of the reasons that we favor 
the calculation that points to a resolution between April 27 and 
June 5 of this year.
 How does this calculation of a potentially very impor-
tant top in the advance decline line scheduled to occur within 
the next 8-14 weeks affect the scenarios we wrote about in 
our last newsletter? It is impossible to know but we can at-
tempt some intelligent speculation. Remember, the Ts we have 
been discussing here theoretically help to identify tops in the 
advance decline line, not the overall market indexes. As an 
example, the top in the advance decline line that was predicted 
almost to the day in 2007 was not a top in the overall market. 
The major market top in the indexes did not occur until four 
months later. There are almost always divergences between 
the major indexes and the daily advance decline line at impor-
tant market tops. That means that even if a very major high is 
reached on the daily advance decline line between April 27 
and June 5, there would be a very real chance that the fi nal 
highs in the market indexes and averages would not be regis-
tered until sometime later.
 Here is a tentative scenario that takes into consider-
ation the rather bullish newsletter that was written in April and 
the rather bearish one that is being written now. The daily ad-
vance decline line could reach a major high between April 27 
and June 5 and that top just might fi t in with the resolution of 
the 784 calendar day cycle mentioned in the February newslet-
ter and/or the Armstrong 8.6 year Economic Confi dence Model 
cycle due to resolve in mid June, from which point that indica-
tor and the overall market will suffer a relatively sharp decline. 
That sharp decline might end around early July in association 
with the 212 week cycle. From that point, we might begin to 
see the breadth numbers as determined by advances and de-
clines be far less impressive, and begin to lead to the type of 
major divergence that generally accompanies important mar-
ket tops.
 That is one of many possible scenarios. The impor-
tant point to keep in mind is that if the last top projected by 
T Theory resolves in the next few months, it could be a long 
time indeed before what could be a major top would be again 
exceeded. Because the very long term cash buildup phases 
will have completely expired (except for the outside possibil-
ity of October 2012 noted above), we can only surmise that it 
would take a signifi cant period of time for another cash buildup 
phase to be generated. This conclusion agrees in general with 
our comments over the past several months regarding market 
valuations. The dividend yield chart on page 3 of our Decem-
ber 2010 newsletter suggests the possibility that we are fac-
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ing another subpar decade in terms of market performance, 
a decade that could even see no gain based on the current 
dividend yields. That possibility fi ts in neatly with the possibil-
ity that the advance decline line could be approaching a very 
major top. Let's remember there is still a strong suggestion that 
2011 will be a positive year overall based on the fact it is a pre-
election year within the presidential election cycle. Let's also 
remember that we continue to have outstanding nominal four-
year upside projections for both the Dow and the S&P calling 
for 14,043.48-15,922.51 and 1500.15-1736.56 respectively. 
Those projections along with the suggestion from T Theory that 
the earliest a top will be seen in the advance decline line is in 
late April suggests to us that we should not be too anxious to 
take a bearish stance as yet.

—TECHNICAL INDICATORS—
 The second chart in today's newsletter is an 81 min-
ute chart (81 minutes may sound like a strange period of time 
to use for an intraday bar chart but because there are 405 min-
utes in the trading day for stock index futures, an 81 minute 
chart fi ts into the trading day exactly with fi ve bars.) The chart 
shown goes back to the November 30 low on the futures and 
it is easy to see that a parallel channel of some duration has 
been formed. The validity of a parallel channel is substantiated 
by the number of times the upper and lower channel lines turn 
out to be exact boundaries for price action. As you should be 
able to see in this chart, there are at least four separate touch-
es of the upper channel boundary on the way up from the No-
vember low. The validity of the lower channel line was up in the 
air until it halted the decline which ended at the small letter "a" 
on February 24. At that point there were at least four hits on the 
upper channel and two hits 
on the lower channel within 
a channel that is now over 
three months old. It's validity 
was confi rmed even further 
when the next decline ended 
at the small "c" on the chart. 
Because of the persistence 
of this parallel channel, we 
now have a guideline to 
watch for evidence that the 
uptrend from the November 
low could be ending. We 
should add that although we 
have great respect for the 
art of Elliott Wave analysis 
and a few of its practitioners, 
we do not have an in – depth 
grasp of the theory. That 
much having been said, 
however, it would appear 
as if a fourth wave triangle 
has formed at the end of this 
parallel channel with the fi ve 
points of the triangle labeled 
as a ,b, c, d, and e. Our lim-
ited understanding of Elliott 
Waves tells us the expected 
next move would be a thrust 
out of the triangle up to new 
highs. Suffi ce it to say that is 
probably the last Elliott wave 

analysis we will attempt all year.

—MARKET PROJECTIONS—
 We often tell subscribers that the New York Compos-
ite Index tends to be the most consistently accurate generator 
of projections. The last chart in the newsletter shows you a bar 
chart of the New York Composite Index starting in mid-Febru-
ary with today's (March 4) price action included. There are two 
cycle offsets on this chart representing the offsets used to gen-
erate nominal 20 day projections. If you are viewing the chart 
in color the offsets are red and dark blue while the median price 
for the daily bar chart is in black. The important point to make 
with the current chart is that today's median price (the mid-
point of the high and low for the day) broke above both offset 
lines thereby generating a nominal 20 day upside projection. 
The numbers on the right of the chart delineate the low from 
which the latest advance began (8212.66), the point at which 
the median price broke above the offset lines (8408.37) and 
the projection generated by that break above the offset lines 
(8604.08). As most of you know, we usually allow for a 10% 
margin of error is measured from the low to the projected high. 
In the current case that represents 391.42 points. 10% of that 
would be 39.1 points and so the fi nal nominal 20 day upside 
projection calls for 8604.08 ± 39.1 points.
 

—MUTUAL FUNDS— 
 Rydex switchers are in 100% cash positions. Fidelity 
switchers bought the Fidelity Select Gold Fund on February 16 
at 50.49. We have two separate specifi c model portfolios—one 
for Fidelity switchers and one for Rydex switchers. How you 
distribute your own portfolio is up to you as an individual.


