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Summary:  
 
The recent declines in the precious metals and their equity indices were/are part 
of secular up-trends that have very, very far to go. An upcoming report will 
explore just how far is possible in analyzing multi-decade charts; that same 
report will also look at what would ever make them stop. 
 
The Yen is taking a break from its downtrend with the countertrend spike of the 
last few days. The Dow, I suspect, will have done the same.  
 

NIKKEI/YEN  
 
The following excerpts are from an article that appeared in the May 19, 2011 
GoldCore newsletter: 
 
"Japan's economy shrank at an annualized rate of 3.7% in the January 
to March quarter, almost double the margin economists had ‘forecast’.  
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"The risk is that the effects of Japan’s disaster are likely to be felt more 
in the 2nd quarter from April to June meaning that Japan’s economy 
will likely contract even more sharply in the coming months." ...... 
 
"The current and continuing response of the Japanese authorities is the 
printing of trillions and trillions of more yen and further fiscal and 
monetary profligacy.  
 
"Thus, Japan looks likely to be entering a period of much higher 
inflation. This creates the real risk of virulent stagflation and even of 
hyperinflation in the coming years. " 
 

The stunning numbers above (and below) underscore the ongoing reality of the 
printing competition between the Americans and the Japanese, all to the 
increasing benefit of the precious metals. 
 
At the risk of redundancy, the figures above also support the argument for a 
declining Yen and weaker Japanese long bonds (JGBs); they also support the 
case for outperformance of Japanese equities versus the rest of the world, as I 
have been cautioning for some time. (The commentary is unsupportive, though.) 
 
Therefore, hedge fund managers should note that the Nikkei/Dow spread chart 
(not shown) is in its final move down, as discussed in a recent report; the latter 
is timed with the final move up in New York, which secular bear market 
resumption is logically timed with the reversal in the Nikkei/Dow relationship. 
 
In mid-April, RTTNews reported: 

"The monetary base in Japan climbed 23.9 percent on year in April, the 

Bank of Japan said on Friday, standing at 121.893 trillion yen. That 

follows a 16.9 percent annual expansion in March." 

 

"The adjusted monetary base climbed a seasonally adjusted 119.5 

percent annualized to 119.740 trillion yen." 

 

In 2001 (shortly BEFORE 9/11), we saw the beginning of a mega-trillion dollar 

advance in US Dollar printing, much as what we are seeing now in Japan. And 

the monetary takeoff looked the same. 

 

Of course, the disaster in Japan makes the printing necessary, and as far as the 

eye can see, particularly since there exist all of the reasons that were there in 

the first place when I forecast these Japanese measures (to deal with their 

unmanageable deficit crisis). The Japanese actually have no choice, and no 
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country will even try to argue with them. The Japanese government has no 

choices open to them! 

 
Japanese Yen ETF (FXY) daily 1-year chart: 

 
 
Tired of waiting, I covered shorts on Tuesday, as the chart and indicators just 
seemed to be dried up. Very quickly, the Yen spiked up the same week, 
providing an initial (partial) reentry point by using near-strike calendar spreads.  
 
The short sides of the previous spreads were expired, leaving the long positions 
just closed. The reasoning behind the spread being put on now is that the June 
puts have maintained a high percentage of the value of the July put options. 
 
The latter is caused largely by the quickness of the spike (no time lost). 
Additionally, analysis of time spans between troughs and peaks in the technical 
indicators suggests that the Yen shouldn't make new lows (below 120) before 
the June option expiry in 3 weeks. Hence, the use of the above-contemplated 
strategy. 

 
DOW 
 
May 15, 2011 
"The peaks of these most recent years have been followed by sharp 
reversals within a day or two, so a decline of only a few hundred points 
indicated that there would be another new high, however slight.  
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"In today's case, quantitative and global equity divergences would 
become truly ridiculous and, at a new Dow high, this index would 
merely test under 13,000, which is pretty much where the recent peak 
already was." 
 
"All taken together, the US markets can roll off a cliff whenever it feels 
like it, and one's strategic positioning and cash management should 
reflect that."  
 
Dow weekly 3-year chart: 

 
 
In the 3rd quarter of 2009 the PPO (on top of the price chart above) topped, 
putting into place a big divergence with the Dow's peak in April 2010. 
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In the 1st-quarter of this year, the PPO again peaked (along with the Dow), 
creating a second divergence (versus the 2009 top). 
 
Now, this same chart (again, page 4) has put in the ever-fearsome and feared 
triple-divergence, with the PPO rolled over...and pointing down. 
 
Insofar as the stochastic is concerned (beneath the same price chart on page 4), 
it has diverged with the Dow's 1st-quarter peak and is rolled over and pointing 
down!  
 
Dow daily 1-year chart: 

 
 



 

 6

The 1-year price chart on the preceding page is accompanied by its fast 
stochastic above it, and its slow stochastic (more important) beneath it. Both 
have turned up.  
 
Like the Yen, the price chart and its technical indicators seemingly dried up, 
causing me to cover shorts this past week as well. But for how long?  
 
Focusing on, and in the context of the first 2 paragraphs of this section, consider 
the analysis of the pursuant charts and please understand the following in that 
light.  
 
The maximum upside potential I see is 12,800 {12,650 is near term 
initial stop (if not the whole short term move)}, which would create 
the divergence to end all divergences, with respect to both internal 
indicators and the fundamentals around the globe. (Wasn't the Dow's 
superior strength due to its companies' global presences?) 
 
A final technical note: When indicators become so oversold, it is often sign of 
trend change, more than any buying opportunity: rookies beware! Simply, ALL 
taken together in this section, there will be an utter debacle in the stock 
market, as forecast earlier this year. 

 
GOLD/GDXJ (Market Vectors Junior Gold Miner's ETF) 

 
May 15, 2011 
"Gold can still correct to a target area of 1400-1450, where it would 
hook up with its 200-day moving average. This would be consistent 
with the anticipated equity market thrashing. 
 
"However, gold's possible target, as well as the fact that the 200-day 
moving average has beautifully defined the metal's uptrend, is rather 
obvious to the global marketplace; so, be ready if it doesn't happen." 
 
Gold futures never even broke 1460, though the gold trust (GLD) did get down 
to 143 (which does approximate 1430).  
 
Elliott and other  forms of technical analysis of the chart on the next page 
suggest a possible bottom at a 140, but every time I come up with alternatives 
(as I must), it seems that the correction was already done...consistent with an 
ever-accelerating bullish pattern. 
 
Please scroll to page 7. 
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GLD (gold trust ETF) daily 1-year chart: 

 
 
"The excerpt below (from May 1) refers to the GDXJ, where 2/3 of the 
position was profitably liquidated for strategic purposes. Of course, the 
remaining third is finally under water, and a move to 38 1/2 will/would 
be used to exit (that is where the diagonal call spread had been 
entered).  
 
"When looking at this index, support at 33 is also an obvious level 
which may or may not be seen. Remember too that we are only a point 
and a half higher than this level." 
 
Per the above, I liquidated at Friday's close what was left of the initial diagonal 
call spread. Simply, the upper end of the forecasted target range has already 
been achieved. 
 
Still, fast and slow stochastic are pointing upward and, with a reasonable 
probability for a near term rally in the Dow, there is a very good chance for a 
completion of the move to the upper end of the target range at $38.50. 
 
Please scroll to page 8. 
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GLD (gold trust ETF) daily 1-year chart: 

 
 

SILVER 
 
May 1, 2011 

"However, while silver is ultimately going to some unknown 
stratosphere (concurrent with gold's explosion to $3,500), I 
fully expect the metal to correct to ~$36."   
 
May 15, 2011 
"Today, silver is staring at a possible final move to support at $30. 
However, the cautioning here remains the same: this is a level that 
everyone sees and which may therefore not be achieved.  
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"More likely, any continued correction would be one that is more 
comprised of time than price. Therefore, diagonal call spreads are 
appropriate now." 
 
The cost of the 7 over 4 months diagonal call spread was so cheap that the cost 
was one-third the value of the short side! This makes losing money very, very 
difficult and therefore allows for aggressive purchase.  
 
The latter could always lead to windfall profits as well as reasonable percent 
gains in the short term, if one wished to actually trade the position. 
 
I purchased the spread at the low just above $32. That good luck led to returns 
slightly above 30% which was just used to exit. That is risky, but the extreme 
liquidity (lack of slippage costs associated with dealing with 2 legs) caused me to 
exit, as silver could still pull back from here ($37).  
 
I will advise of reentry; be certain that this will not be let go (trade of the 
year?).  
 
SLV (silver trust ETF) daily 1-year chart: 

 
 
A simple technical comment: The lows of August 2010, January and May of this 
year connect perfectly to create a clear uptrend channel.  
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Finally, the following responds well to those who have been concerned that 
seasonal and other factors have not already been factored into the market, as is 
often the case with all-at-once spikes down. 
 
May 25, 2011 GoldCore newsletter: 
 
"Silver's fundamentals remain even stronger than gold's and the recent 
paper-driven sell off due to a series of margin calls and heavy selling 
on the COMEX appears to be over.  
 
"Silver has support at the recent low of $32.31/oz. There are 
continuing calls by knowledgeable silver analysts for silver to rise 
above $100/oz, suggesting that silver may rise above its nominal high 
of $50/oz sooner than the silver cynics expect."  
 
 
ASSET ALLOCATION 
 
The breakdown remains: 
 
50% gold 
25% Swiss Franc 
25% US Dollar 
 
 
 
Sid Klein 
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