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Yearend Crash? 
 

 

 
October 29, 2011 
 
DOW JONES 
 
A  deal in Europe? Are you kidding? 
 
Forgiving half of someone's debt is called default in the real world. When the German 
leader points a finger at the banks and others and says, "Listen, it's this or we all swim 
down a Greek river, now!", that's a decision under duress, NO? 
 
Consensus among smart folks is as follows:  
 
ALL of the problems will be revisited and relived (and worse) down the road, however 
{and this is the funny part (!)}, there are lots of shorts and a ton of cash, so seasonality 
guarantees a yearend rally, especially since the worst of the SHORT TERM European 
story is behind us for this very period. 
 
What makes the above downright funny is that there could ever be consensus 
(conscious awareness) that one is making a mistake that everyone is aware of, and that 
it will have to be corrected after a certain date (presumably January 1, 2012).  
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Since markets discount, how will the crowd stampede out the door work? As the fire 
burns in the nightclub, who doesn't get out? You see the problem posed by the baby-
faces' arguments, right? 
 
The latter comment refers to those who cite seasonality based on the last 10 years, 
forgetting that their basis for statistical study is the previous 10 years of secular bull 
market. Therefore, will November and December not be bad over the coming decade?  
 
The reason for the seasonality is partly due to lower volumes during the period, but 
such will feed the bears' fire now. Now, getting out during a lower volume environment 
is what I call scary!  
 
Anyway, basic technical analysis teaches that one ought to be wary of low volume 
rallies (such as the last 1000 points), and be wary of the ensuing high volume peak as a 
signal. Well, Thursday's stunning rally accompanied huge volume...at last.  
 
The shock and awe that caused the self-feeding short covering rally gave the bears the 
volume that they needed to sell.  
 
Here, "the bears" referred to are the smart money folks, not the short sellers. 
Remember my comments about smart money sovereigns and their insiders selling 
during manipulated news events?  
 
What do YOU think is happening? 
 
Considering The Deal, it's roughly this: The bailout fund is already 75% used, requiring 
a five-fold leveraging factor of what's still left to obtain the sought after funds. To 
achieve this, the Chinese have to lend the Europeans a trillion bucks, which would 
represent one-half of their foreign capital reserves. 
 
The reason that the funds are mostly used up is Greece, but Italy's debt dwarfs 
Greece's obligations. Italy can and will singlehandedly wipe out any fund, and this may 
have played into the fact that Italy's banks did not join the week-ending mega-party in 
the world's bank equity rallies.  
 
The Europeans are guaranteeing the Chinese the first 20% of their losses. Therefore, 
when Italy gets hit, The Great Bailout Fund will already be wiped out. (The preceding 
research is thanks to CNBC's Simon Hobbs.) 
 
So, what takes the Dow down into the 9000's this quarter? Will it be that the Chinese 
don't lend half of their foreign reserves to a bankrupt continent, or that Italy already is 
folding? Take your pick. But I do know this:  
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Everyone KNOWS that all of the problems remain and will resurface bigger and better 
than ever, and that a yearend rally would only be due to excess cash "needing to 
perform" (I'll save my argument responding to this great illogic for next week). 
 
If I have learned ANYTHING about markets over the past 30 years, it is that everyone 
knowing this guarantees that it will not happen, as every manager looks at the guy next 
to him who must do the same as he. 
 
The remainder of this interim report's commentaries is found within the 
annotated charts below: 
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SILVER, SILVER/DOW JONES 
 
October 16, 2011 
"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." 
 
Please scroll down. 
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Yet another way to participate in the precious metals and bearish equities theme is via 
the GLD versus SPY index, the 1-year chart of which follows immediately below: 
 
NASDAQ OMX GLD vs SPY Total Return Index (INDEX) 
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ASSET ALLOCATION 
 
As a percent of all liquid wealth, the best overall mix remains: 
 
50% gold 
25% Swiss Franc 
25% Dollar 
 
 
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.  

 


