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October 16, 2011 
 
DOW JONES 
 
While all of the talk has been about European bank recapitalization, the market has 
begun to figure out that the bank stocks across the pond will be crushed thanks to 
dilution. 
 
Once there is a viral infection, one can put a finger in the dam's hole, but one cannot 
give a finger big enough; the blood must burst through another weak spot. The latter is 
falling bank equity prices, of course, and, whether one thinks it to be logical or not (and 
it most certainly is), US bank stocks follow. 
 
That is what was happening at week's end in a major way. And, as usual, the market is 
trying to ignore this fact, and, also as usual, the market later gets crushed, yes, citing 
collapsing bank stocks as a major reason! Same old, same old. 
 
Deutchebank gapped up Thursday and left an island reversal behind it, which 
triggered the candlestick sell signal (red), as illustrated on its 1-year chart on the next 
page.  



 

2 

 

 
DB had a 6% reversal Thursday and since weakness in the strongest market or stock, 
as the case may be is crucial to follow, which is what the German DAX index is in 
Europe, and due to the positive correlation between the DAX and Deutchebank, we may 
say that DB is the most important stock indicator in the world today, particularly as 
Europe is leading. 
 
As a side-note, the "new" banking crisis is unfolding against the backdrop of Occupy 
Wall Street, which is a nationally growing movement in the US. This occurrence is 
typical of a BEAR MARKET! (And the movement is  spreading internationally, as well.) 
 

 
 
Managers and media either do not know or have forgotten that the sequence of events 
at this point of the Kondratieff Long Wave (K-Wave) Cycle is, as we last saw in the 
1930's: a financial collapse, followed by an economic demise (presently unfolding 
depression), which is then followed by political crisis (war).  
 
(That reminds me, the market is sweating about China...and Americans are fed up with 
caring so much about China....much more so than Europe!) 
 
Commentary continues following the 6-month and 1-year Dow and NASDAQ 
charts, respectively, that appear P.3. 
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The protesters need jobs. Otherwise, they might march on Wall Street with Thomas 
Jefferson in mind. It is already getting a tad violent, with political crackdown already 
visible in certain parts of the US. 
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The 1-year Dow chart, the first graph on page 3, reflects the recent b-wave low, at 
which point I incorrectly assumed that we were already in the Wave-3 collapse. The 
chart also indicates that Wave-2 has peaked, suggesting that Wave-3 is imminent. 
 
Unlike DB, the Dow chart does not reflect an island reversal, though it does illustrate an 
even weaker Elliott pattern than the 1-year NASDAQ chart on P.3.    
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The 6-month NASDAQ chart at the bottom of page 4 is included merely to illustrate 
another look at the stretched fast and slow stochastic, while noting the 200-day moving 
average that looms close above. 
 
In any event, let us look at other "Market 101" facts that market commentators and 
touts have been conveniently ignoring about market peaks:  
 

1. Multiples shrink, as forward earnings' slowing or negative growth are discounted. 
2. Growing dividends or investment in search of same. 

 
Another critical K-Wave signpost, RCA Victor invented the (colour?) television in 1929. 
However, and also typical of the Long Wave Cycle, the unavailability of capital due to 
the banking crisis left much of the future on the shelf for a long while.  
 
Such is the competition for capital at the end of the Long Wave Cycle. Electric car, 
anyone? Perhaps this supports the idea that the latter will enjoy the greatest headway 
in Asia, where banks might be less likely to close and hence provide financing! Maybe. 
 
Anyway, back to the shorter term: considering a major countertrend peak, investors 
must contemplate Europe, the impossibility of an orderly Greek default, banks, etc.  
 
The coming Collapse will have appeared obvious after the fact, leaving investors to kick 
themselves for having been hypnotized by the touts' talk of how the problem is really 
European, and that stocks are cheap based on earnings, particularly given the low 
expectations for same. 
 
No, my friends, even as these commentators would have you believe that surprises will 
be to the upside, the broad macro argument is being disrespected; namely, that in a 
bear market, surprises are to the downside!   
 
This is particularly the case since all of the talk about upside surprises and yearend 
rallies has taken the market to levels where these bullish assumptions are what have 
been discounted, and not any negative ones.  
 
Simply, bulls have been arguing in favour of upside surprises due to low economic 
expectations and that the averages could truly take off if the negative assumptions do 
not materialize, but the reverse is true. 
 
So, everything is overbought and disastrous divergences in the quantitative indicators 
would be left in place by a slight new high in the equity averages. 
 
Beware! Whenever I discuss a possible and final new high, the peak has already been 
seen. So, I guess you can accuse me of attempting to plant the kiss of death. 
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SILVER/DOW JONES 
 
In the short term, silver is overbought, as the indicators have soared, while striking 
critical resistance at $32. Silver should be seen as a short term leading indicator, in my 
view. Having said that, the silver/Dow chart below illustrates a massive long term 
support being hit right now! 
 
Upshot: This is a great long/short trade. The means by which this letter is seeking to 
exploit these markets is via long term silver calendar call spreads, coupled with 
intermediate term Dow Jones diagonal put spreads. 
 
An appropriate dollar combination of positions provides a superb risk-adjusted mix in 
one's strategically speculative portfolio, within one's greater portfolio plan. 
 
The following 2-year silver/Dow chart illustrates what should be a beautiful 
indication of a critical turning point in the SLV (silver exchange treaded fund) versus the 
DJX (Dow Jones ETF). (Also, please note that the SLV is outperforming other 
silver products, due to the simpler margining aspect, among other things.) 
 

 
 
ASSET ALLOCATION 
 
As a percent of all liquid wealth, the best overall mix remains: 
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50% gold 
25% Swiss Franc 
25% Dollar 
 
No change whatever in asset allocation. As has been the case since 2002, allocations 
rarely change, thereby reducing costs while exploiting the appropriate long term trends. 
 
At every point since 2002 - and never more so than today - I have been asked how to 
best achieve portfolio yield. I have unwaveringly replied that this K-Wave Cycle implies 
a balance sheet crisis and consideration, above all, not an income statement priority.  
 
Therefore, "YIELD" is defined by the safety AND gains within the currencies held in the 
portfolio (gold is our favoured currency). Silly considerations as dividend and interest 
payment yields have nothing to do with intelligent investing. This decade has vindicated 
these views and, today, the talk on CNBC is that this is a BALANCE SHEET RECESSION. 
 
Herein is the report card, since SKGS's inception, as an embellishment (description?) of 
the past 11 years' asset allocation returns. Congratulations for being an SKGS 
subscriber. 
 
 
 
Sid Klein 
 
LEGAL NOTICE:  This market letter is the work product and intellectual property of Mr. Sidney Klein.  It arises out of his training and 
profession as an international expert on financial equities.  It is a private correspondence from Mr. Klein to his subscribers.  Any 
person who copies or otherwise disseminates this letter becomes subject to international criminal and/or civil prosecution under the 
Universal Copyright Convention and the Berne Convention for the Protection of Literary and Artistic Works.  Nearly all countries in 
the world have signed both of these Conventions and have pledged to enforce them through their own legal systems.  In addition, 
Interpol may be called upon to assist in the international enforcement of these Conventions through its processes of arrest and 
extradition.  If you are the recipient of a copy of this market letter, whether through the internet or by facsimile, you should 
immediately report to Mr. Klein the name of the person or entity that sent it to you.  Send your email to sidklein@sidklein.com. 
 
DISCLAIMER:  This market letter is intended to assist in the dissemination of information to private subscribers.  The information 
contained herein represents Mr. Klein’s best efforts in good faith to advance knowledge to his clientele, but there can be no implied 
guarantee as to its accuracy or completeness.  The information is given as of the date appearing on this market letter, and Mr. Klein 
assumes no obligation to update the information or advise on further developments relating to the information provided herein.  No 
solicitation to buy or sell securities is intended, and none should be inferred.  Investments are inherently risky, but investment risk 
itself is a function of individual preferences.  Thus any opinions, recommendations, or judgments expressed in this market letter are 
of necessity abstract and general.  They must be modified, accepted, or rejected by individual subscriber/investors whose risk 
averseness cannot be known to Mr. Klein.  

 


