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JAPAN 
 
The IMF forecasts were trashing every part of Europe, and, well, pretty much 
everyone. The exception was Japan, with respect to which it added that Japan 
was already out of the recessionary effects caused by the earthquake. 
 
The Japanese are absolutely incredible. Others (tomorrow's Greece?)  would 
trash what's left; the Japanese rebuild from ruin, in fraternity. For this reason, on 
the very day of the low of the panic ONLY MONTHS AGO, I wrote, "JAPAN 
WILL LEAD! (The People Who Never Fail)" . 
 
As forecast, the Nikkei has finally retested the bottom of the earthquake-induced 
crash. Typical of a bottom, the Nikkei broke that low on a close-only basis.  
 
This C-wave's extension to the downside is groping for a final low, the formation 
of which will accompany seriously divergent quantitative indicators (non-
confirmation). 
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While the spread between the Nikkei and the Dow has narrowed from a peak 
just over 3000 to about 2240, spreads involving futures or ETFs make sense.  
Alternatively, call strategies on the Nikkei are appropriate when requiring a long 
side to the market.  
 
In other words, when New York appears to have a low approaching, short 
strategies may be coupled with and balanced by Japanese long strategies, until 
such time as the US short position is closed altogether. 
 
Simply, this is the best market for creating the long side of long/short positions, 
or simply going long after short sides in New York or elsewhere are already 
working. 
 

 
 
NEW YORK 
 
The 1-year Dow chart on P.3 excludes Friday's 240-point drubbing, which is 
indicating an imminent breakdown next week! 
 
The pursuant chart on P.4 is a 1-year look of the Nasdaq Composite (NC), 
again excluding Friday's debacle. The vicious smash took the NC back to the 
previous week's lows, at which point the Dow was retesting its own lows at 
10,600. 
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Therefore, it is instructive to note that the NC has provided the easiest chart to 
read, since the wave-count has been the simplest to identify. The Dow put in 
place an "A-B-C Weak" correction since its first visit to 10,600. 
 
However, the NC rallied in the most common and easiest to read form of 
correction, namely an "A-B-C Regular", whereby wave-A peaked at 2600 and 
wave-C topped a bit higher in mid-September. That is why the NC's Thursday 
decline of 10.82 was so ominous, as the Dow was in a 143-point advance. 
 
A Wave-3 debacle has commenced. Price charts and technical indicators are 
pointing down and not close to oversold. Hell directly ahead! 
 

 
 
Please scroll down to the NASDAQ Composite chart on the next page. 
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To embellish, allow me to add the following overlay of the 1-year chart of 
the DAX and Deutschebank (the latter traded in New York). 
 
The bank is now underperforming the German market (DAX), signaling the all-
important status of the financials. The upshot is that New York is heavily 
influenced by the financials, as always, and that, it too will collapse with the 
bank stocks.....again! Ignore the noise. It's ALWAYS about the banks! 
 
The increasing pressure on the DAX and on Deutschebank illustrate that the 
cancer has fully spread to the strongest, with the disease having surpassed the 
PIIGS and even the BNP-affected CAC (France).  
 
The rule is that once the strongest start to fall, the market is on the verge of 
collapse. And that we are. 
 
The pursuant (2nd) chart on P.5 is a most frightening (for the bulls) look at an 
overlay of the Mexican Peso versus the Dow Jones. Unfortunately, the white line 
charts the Dollar/Peso, as opposed to the Peso/Dollar; regardless, the overlay 
makes the obvious point. 
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Above (and immediately below), we see the debacle in the Peso and, assuming a 
continued positive correlation between it and the Dow, we will see a break 
into the 9,000s this month, and perhaps as early as next week! 
 
To lend a hand with the visualization, the following is a 1-year look at the 
December Peso contract (Peso/Dollar) (its own August low was shattered). 

 
 
One of the other sundry causes of freak-out at the end of the week was the 
economic news out of China and what it would mean for global growth.  
 
The following 1-year chart of the Shanghai Index on P.7 speaks for itself, 
as yet another leading indicator which will have proven to be far too much for 
the U.S. markets to ignore.  
 
The weight is all too much, as the Dow prepares to collapse, perhaps even as far 
as the 8000s this month! 
 
Having said that, I have concluded the principal task of  US politicians and media 
has been to blame what is happening and what will happen squarely on Europe, 
as if this volatility and sundry price mayhem would not be occurring otherwise.  
 
Geitner started it and the financial reporters and commentators are too happy to 
explaining that all pain is coming out of Europe, and that this is conclusion is 
further supported by the Dows rallies after the European markets' closes. 
 
A few weeks ago, a fund manager said on CNBC that once the dust settles the 
market "....will have to deal with the real basket case  - New York." (paraphrase) 
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(Continued) - I don't care to compare baskets, but I do know that the markets 
are collapsing. As with 2008, I officially state an intermediate term target of 
9000, with expectations below that level.  
 
My reasoning at peaks is that one should only forecast figures that would 
maintain enough "credibility" such as to still allow an investor to act according   
to his best interests which, today and for a very long time, suggests being out of 
or short equities (see Gold, Silver below). 
 
 
VIX 
 
The 1-year chart of the VIX on P.8 also does not include Friday's action. 
Friday, the VIX closed up 4.12 at 42.96. 
 
A break above 50 is consistent with the unfolding collapse into the 9000s or 
8000s. This chart is also supportive of the collapse into that region as being upon 
us, here in October. The VIX was supported at its previously discussed neckline 
at 30.  
 
Commentators have been saying, "Thank God September is over." They will be 
on their knees praying for November! 
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A key consideration is that delta hedgers are in the market, which means that 
major players (institutions, Specialists, etc.) are strong buyers of out-of-the-
money near term puts, so as to hedge imminent sales of major positions in 
equities. 
 
Delta hedging basically means that the more the market falls, the greater the 
outperformance of the puts versus the stocks that they are hedging. So, for 
institutions, it is a way of increasing the prices realized for their stock 
sales. 
 

 
 
The upshot is that stocks line-drive their way down, since the deeper 
the decline before option expiry, the greater the success with the 
programme.  
 
Speed and amplitude. Are YOU ready for Monday morning? 
 
 
GOLD 
 
The following 1-year chart of gold (Friday excepted) illustrates a retracement to, 
and perfect touch of the 200-day moving average.  
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The 2-year chart on P.10 is of the gold ETF (GLD), which reflects a pattern 
that has adhered to its trendline, that has retraced a near-perfect 50% of the 
move from the February low to the recent peak, while also suggesting that a 
minor new low would most certainly leave a positive divergence in its wake. 
 
Please see the end of June period for the best example of what I am referring to 
here, regarding the stochastic divergence. As well, please note what has followed 
major lows in this indicator.  
 
Yes, ALL of gold's price action this year has been and is consistent with a 
parabolic price movement en route to $3,300, as per the SKGS reports of these 
past years. 
 
Please scroll to P.10. 
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SILVER 
 
The 1-year silver chart on P.11 (excludes Friday), like gold, reflects a 
stochastic that will positively diverge, if there were a minor new low.  
 
The pursuant 2-year chart of the SLV on P.12 reflects a rising trendline, as 
well as a horizontal support line that indicates support in the area of the previous 
Wave-4.  
 
Also consistent with Elliott, there is just about an ideal 50% correction from the 
low for this cycle, which began at $9.00 (not shown here), to the recent peak 
around $49. 
 
Finally, the 2nd chart on P.12 is an overlay of silver versus the Dow Jones. To-
date, the chart shows us that they eventually approach one another, though we 
may expect that to change strongly in favour of both precious metals, as fear 
and money-printing accelerates in the future. 
 
Having said that, in  deference to the coming downside acceleration in the equity 
markets, existing positions may be liquidated at levels only a bit above where we 
are now (I will write an interim update at that time). 
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However, at ANY minor new low, regardless what is going on the markets, I will 
make a rare recommendation: 
 
To buy 1.5-year 40 calls, and sell 6-month 40 calls, in order to create a 
calendar spread which contains BOTH a good measure of 
defensiveness, as well as great leverage.  
 
This is because it will take time to base-build, which is to the greater detriment 
of the 6-month calls, while 1.5 years seems like more than enough time to erupt 
over 40. 
 
Via a spread, the price is reduced, thereby creating greater leverage as well as 
safety. The catch, of course, is that if the move is too powerful too soon, the 
gains become limited, as opposed to unlimited. However, in this case, if silver 
were to take off to 60 by April 2012, for example, returns would be substantial 
nonetheless.  
 
So, there is a lot of protection from the downside for a good period of time and, 
like the Nikkei, offers a wonderful position to have on the other side of the 
market. Such positions allow for greater calm in shorting the Dow, which is 
intrinsically highly levered to the downside. 
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Copper has been all the talk in the markets, since it is everyone's favourite 
leading economic indicator. Coupled with China, the news on these fronts had 
and has everyone utterly and understandably spooked. 
 
However, gold is a precious metal, while silver doubles as a precious as well as 
an industrial metal. As the former, it too enjoys the aspect of scarcity while, 
industrially, it is increasingly seen as a lower cost alternative for various new 
industrial uses, thereby offering some support in that manner as well, 
notwithstanding economic slowdowns or even depressions. 
 
 
YEN 
 
As can be seen from the 1-year charts of the Yen and Dollar on pages 14 
and 15, respectively, the Japanese currency has been scraping along its bottom, 
while the Dollar has broken out on an intermediate term basis, after having 
tested neckline support at 76.  
 
It is noteworthy that the FXY (Yen ETF), as well as the futures rallied to levels 4-
5 points above the March peak, even though the cash market has just been 
scraping along its bottom all year without confirming. 
 
When the Yen breaks out for real, it will have done so in style. 
 
As regards the Dollar being a safe haven, well, just how stupid are people, 
anyway?  
 
S&P just downgraded US debt, but it's a safe haven? Really? Those guys only 
want 2% to hold paper not backed by gold?  
 
I'll contentedly stick to my view that SOMEWHERE over the next 18 months, the 
precious metals will have made new highs, despite lower lows in the stock 
market. 
 
Please scroll to P.14. 
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The Dollar chart (next page) clearly reflects neckline support at 76, along with a 
200-day moving average that is bowling and trying to turn positive (in much the 
same way that the Dow's 200-day moving average is rolling over and trying to 
point downward from 12,000). 
 
Please scroll down to next page. 
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ASSET ALLOCATION 
 
No change. As a percent of all liquid wealth, the best overall mix remains: 
 
50% gold 
25% Swiss Franc 
25% Dollar 
 
My reports have, since 2001, enjoyed the best risk adjusted asset allocation 
mixes that I am aware of anywhere, while requiring the fewest shifts in those 
allocations. The returns have been spectacular, while assuming little risk. 
 
 
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. 
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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.  
 


