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NIKKEI 
 

In the heart of the indescribable human tragedy that Japan and the Japanese 
people were suffering, I wrote a report on March 13, 2011 entitled, "Japan Will 
Lead  (The People Who Never Fail)." 

 

The grace and calm of these amazing people have already proven them to be 
victorious, effortlessly following the rule of law. 

 

As forecast real-time, the Nikkei did indeed hold near to the panic lows in terms 
of time (within 2-3 days) and subsequently rallied in such magnitude and at such 
speed that surpassed anything that even I could have ever imagined in the very 
darkest moments. 

 

And they were dark. Macabre even. 
 

However, the rally has retraced around 50% and has touched the *200-day 
moving average (MA). Therefore, I do not believe in the sustainability of this 
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rally, before testing the lows against a backdrop of bad news rearing its ugly 
head again. 

 

In anticipation of these ups and downs, while allowing for uncertainty as regards 
magnitude, my position was and remains a diagonal call spread that benefits 
from such price action that is described above. 

 

*The 1-year daily Nikkei chart follows immediately below. 
 

 
 

 

Further Nikkei commentary is contained in the Yen section below. 
 

DOW 
 

 

On March 15, 2011 I warned of the similarities of the Dow's pattern over the 
past quarter with the period immediately preceding the 1987 Crash. 

 

There were bullish divergences at the Dow's recent low, however, which I chose 
to  ignore,  as  the  oscillators  on  October  16,  1987  were  oversold  without 
precedent. 

 

 

At the time, I argued that that was normal if there was a tidal shift in trends, and 
the Crash on the 19th - 20th bore out that analysis. This time, month-end was 
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influenced upward to mask any long term effect that is increasingly becoming a 
concern resulting from the need for the Japanese to repatriate assets (see YEN). 

 

1-year daily Dow chart 
 

 
 

 

Just as there was a bullish divergence at the recent lows, there is a negative 
divergence in the stochastic today. This is not evident in the chart above, since 
the latter was inserted earlier in the day on Friday, before the 30-point setback 
from the level above. 

 

 

Of course, it is but a single divergence, yet it is a potentially dangerous one, with 
New York's 1st-quarter and Japan's yearend now a matter of history. 

 

 

With the psychological shock suffered by the Japanese populace, what of the 
collapse in the US consumers' confidence (as measured by the Michigan survey)? 

 

The former may not dampen the stock market there (see YEN), but the effects of 
a worsening economy in the US may be allowed to affect the Dow Jones with a 
healthy "correction", since the latter could be blamed on those same factors that 
the media will associate with the coming retest in the Japanese equity indices. 
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VIX 
 

February 6, 2011: 
 

"The technical conclusion is that there will be a spike to the 25 - 30 
zone, which I believe corresponds to a spike in the Dow to the 10,000 
level. Fast when it comes. By the end of April." 

 

1-year VIX chart 
 

 
 

 

From the end of January through mid-March, the VIX made progressively higher 
highs that were unconfirmed by the stochastic, as we see in the chart above. 

 

So, the February forecast was bang-on, but its value was not for the longer term 
traders. Still, the divergence was the ever-dangerous sort: a triple divergence. 

 

At today's close, the VIX diverged bullishly, due to a full point reversal (up) that 
does not appear on the chart above, which was also taken earlier during the day. 

 

A recovery to the 20-level should occur quickly with a mere drop in the Dow to 
12,100. For those using VIX options as part of their global portfolio approach for 
managing bearish portfolio strategies and volatility, this is worth noting! 
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GOLD 
 

My decade-long analysis has been that corrections have been a part of ongoing 
up-trends, as Westerners sell to  Easterners, all part of the ongoing transfer of 
wealth and power from West to East. 

 

As well, I have been warning that gold is in the throes of a major acceleration 
toward 3500, within a larger Wave-3. That won't be the end either, as gold will 
advance to truly unforeseeable and unimaginable levels. 

 

The world's reserve currency is bankrupt and, with the acquisition of Canada, the 
US will feel free to default on its debt. 

 

Backed up by its military capacity, that government will thumb its nose at the 
world, while owning those properties necessary to be self-sufficient. Governors 
Mulroney and Harper have facilitated all of this. 

Amazing what Swiss bank accounts and fascist party funding make possible. 

Anyway.....gold's advance does reflect a 5-wave count on the 1-year chart (p.6). 

To reiterate warnings, however, as I have previously illustrated on longer term 
charts, such completed wave counts take on different interpretations when part 
of larger acceleration patterns that are ultimately going to go parabolic. 

 

The fact that the marketplace is not even close to hysterically bullish (despite at 
an almost 600% appreciation!) suggests that such a psychologically stunning 
event will be required to create such headline grabbing bullishness. Yes, it takes 
going parabolic. Yep, that's what the public is waiting for. 

 

So, after forecasting 1500 in 2010 on Gold-Eagle (GOLD 1500), I have since 
cautioned that we cannot judge how quickly 2000 may come, precisely since this 
next wave is toward 3500. And, therefore, I have analyzed movements and 
indicators in that greater context. For instance,... 

 

On the 1-year gold chart, we see  wave counts and indicators that suggest a 
correction, but one that can only decline to 1370, or so, in my opinion. 

 

The still greater story is illustrated by the chart of gold versus the global 
monetary base, which appears on page 7. It visually makes the argument 
above, namely, that confidence in fiat currency erodes further and further with 
each bit of monopoly money that is being printed. 

 

 

And all that paper ("wealth?") has to go somewhere other than the stock market. 
A lot of it joins the more wise Easterner in acquiring the only true currency: gold. 
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1-year gold chart (p.6) 
 

 
 

 

The 2nd chart on the next page is an illustration of the ratio between the gold 
bugs index and Amex gold. Clearly, gold stocks have badly underperformed the 
metal. This includes both the seniors AND the juniors! 

 

However, as the level of .45 is ruptured to the upside, it will be off to the races 
for the precious metal stocks. 

 

I have often commented on the fact that gold stocks moved with the broad 
market during the 1929-1931 period, before decoupling and rocketing higher, 
citing Homestake as an example of a major gold play that appreciated 1000%. 
(At that time, gold stocks had been trading like utility plays, as the metal's price 
was fixed.) 

 

Today, senior gold equities trade with low-teen multiples and this equity complex 
has been suppressed, not by a fixed price, but by an artificially suppressed price, 
as US authorities seek to disguise or delay the global discovery that the US Dollar 
is a joke that that government will share with the world more fully, once it is 
prepared to disclose its intention to not pay anyone back their money, having 
now taken goods and service, properties, and so on, for all that it still could. 
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Commentary   on  the   junior  gold   stocks  continue   on   page   9, and   are  a 

continuation  of another Gold-Eagle contribution,GDXJ vs GDX And Gold. Page 

8 includes 1-year and  31-day GDXJ charts,the Junior Gold Miners ETF. The 

31-day chart reflects a reverse shoulder-head-shoulder  pattern. 
 

 

Gold and the Global Monetary Base 
 

G,_,..MoMt.-yB.wo 

(US$ IH) 

14..0000 

 

liOidP<b US$ 
(fnllfttlya   Pr..-J 

160000 

 

6 MM.IC) Mc:tnilot 

m.c:romon.word u-com 

 
12.0000 

 

 

 
10.0000 

 

 

 
1,0000 

 

uoooo 
 

 

 
1200.00 

 

 

 
100000 

- usMonet.ryBase 

.....
 

 

Gold Price 

- centraiBanl.Resel'\fti 

 

...... ...... 
4.000 ..... 

 

2.0000 ..... 
 

 
000 

 
Sourc.1 IMF,World GociM Coundl 

 

 

 

 

 
$HUI:$GOLD (Bug>indox · AMEX/0<• Conli"-"OU •Cornroct (EOD))  '"""""ox  @ StockChrh.,om 

Open 0.302 High 0.309  Low O.J!lO CloRe O.l03 Chg +0.001()!:4).... 

 

0.000 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
(1.2071 

A  M  J    JAs  O"N['> OT  F  M   A   M   J  J    A    S  0  NODs:  F  M A   M   J  J  ;;:-8o   N  Doif  M   A   M  J   J  ;;:-8o  N  A  M  J   J D 11 F     M 

0.225 

0.200 



8 

 

 

 
 

 



9 

 

I have often noted the distinct similarity between the XAU (Philly Gold and Silver 
index) chart, and that of silver itself, which chart appears on page 10. (Note that 
the XAU, GDX and GDXJ all have very similar patterns.) 

 

Further, note silver's wave-5 eruption (of this move from last summer) this past 
quarter. Over the same 3-month period, the precious metals equity indices have 
created wave-4 pennants, which suggests to me an eruption in this 2nd quarter 
commencing, as the gold equities play catch up.              (We see a very similar 
pattern up to yearend between silver the precious metals indices; please relate 
the chart patterns here, for edification regarding the different points of view 
being put forth in this section.) 

 

I have reported often that I will try to catch "the great decoupling" and, at this 
time, I would like to express that there is no further wait that could be deemed 
logical, to complete one's precious metals equities purchases. 

 

SKGS has been 100% long gold for some time now, and 33% long the XAU from 
165. Now, let's print some money. Not only are the juniors going to be the 
biggest winners, but the strategies available in the options (and futures) markets 
are several, as well (an August/May diagonal call spread?). 

 

 

(Due  to  the  possible  inappropriateness  of  certain  strategies  for  investors, 
specifics do not appear in these pages.) 

 

So, I now use long gold equity strategies, as part of a larger portfolio that 
contains bear-oriented strategies on the broader market, which includes the use 
of Dow or S&P puts and the VIX, all in the effort to smooth risk, while seeking to 
increase leverage on the whole. 

 

At first, and immediately ahead, the GDXJ could break out, even as the 
broader market falls AND perhaps even as gold corrects toward 1370. 

 

Yes, the gold equity underperformance has been so great that rotation 
in the gold complex could actually lead to this scenario, so BE READY 
FOR IT! 

 

Also, I see the GDXJ falling only slightly toward 37.5, hardly enough to make 
ANY difference with respect to any appropriate strategy. 

 

January 7, 2011 
"Those who simply note the extent of gold’s advance and relate it too 
closely to the moves in the broader indices will be fooled once the 
correction  in  equity  prices  commences  in  earnest.  (We  are  getting 
ever-closer to that de-coupling!) 
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"The point of total decoupling, which I have long since forecast, will 
leave investors behind, especially those who will be waiting for the 
completion of the correction in the general stock market to be fully 
invested in gold and silver equities." 

 

December 6, 2010 
 

“Among the arguments was that corrections are so powerful that they 
are disguised by actually moving higher during those corrections, as 
eager long term buyers (such as Easterners) absorb whatever gold that 
silly Westerners are dumb enough to let go.” 

 

“2011 belongs to the mega-bulls, and readers will still more clearly 
appreciate why I have advised investors to maintain 50% of all liquid 
wealth in this one true currency.” 

 

SILVER 
 

Any meaningful silver correction would be contained to the $30 level, I believe. 
 

1-year silver chart 
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YEN 
 

The forecasted Yen reversal (Yen Monetization: The Fair Fight?) has been as 
dramatic as it has been swift. As the linked article above explained, the Japanese 
currency would benefit from absolutely essential money creation, to deal with 
unacceptable and otherwise disastrous effects caused by untenable deficits. 

 

This, I have argued since the summer, will lead to a reversal in the stock market 
and, in fact very sharply, AT LEAST in terms of global outperformance! 

 

During the 4th-quarter, I plainly stated that it was time to take massive profits in 
the Yen and I adjusted our asset allocation model accordingly. 

 

Now, the inverse relationship between the Yen and the Japanese stock market 
has been made evident by this month's activity in the two markets. Of course, 
while it would have happened anyway, the media will only report on relationships 
to the recent tragic tsunami....for now, anyway. 

 

The 1-year daily Yen chart clearly reflects its dramatic reversal, replete with a 
final flush-out and subsequent breakout over the reverse shoulder-head-shoulder 
pattern. 
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March 6, 2011 
 

"As far as targets go, the Yen chart below should easily see 116 by 
summer." (The 84.26 level on the Dollar/Yen chart above translates into 118.7 
on the Yen/Dollar graph that had been referenced in the March report.) 

 

Everything has been bearing out and pointing to what has already been forecast 
in these pages: Yen down,  domestic Japanese stocks up  (and Nikkei too, 
though to a lesser extent), JGBs (10-year bonds) down. 

 

December 6, 2010 

“For 21 years, the exact opposite has been taking place. The US printed 
money, while the Japanese did not. Now, it is the Japanese who will 

'create money.'" 

 

ASSET ALLOCATION 
 

The breakdown remains: 
 

50% gold 
25% Swiss Franc 
25% US Dollar 

 

 

 

 

Sid Klein 
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