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Oversold in Hell, 
Overbought in Dreams 

 

 

 
July 4, 2011 

 
NIKKEI  
 
The Nikkei has put in a minor divergence over the past few days which could be 
an early warning signal of a peak, as the 200-day moving average  has been 
kissed as well. This would jibe with what I see happening in New York. 
 

Nikkei daily 6-month chart: 
 
Please scroll down to page 2. 
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DOW 
 
May 15, 2011 
"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."  
 
May 29, 2011 
"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?"  
 
"The maximum upside potential I see is 12,800 {12,650 is near term 
initial stop (if not the whole short term move)},..." 
 
"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." 
 
Following the above commentary, the Dow did indeed spike up to just under 
12,600 to complete wave-2 of 3 (please see annotated Dow chart on page 4), 
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which had already begun in the 2nd week of May and which concluded Thursday 
June 23.  
 
It is evident why long term portfolio positioning must be aligned for a dramatic 
bear market and it is equally evident that when indicators of all stripes (please 
revisit the May 29 Dow section's technical indicators and related commentary) 
become as oversold as they did, that there has been a cyclical trend change, 
which jibes with prior commentary that a 1,000-point decline tends to tip off a 
larger decline to come (whereas 300-500-point drops tended to be false starts 
that were mere corrections). 
 
The outrageously oversold indicators of all stripes have become overbought on 
the back of the wings of dreamland, as traders pray that Greece will be 
something to forget, rather than keep forever in mind as the ominous indicator 
that it in fact is. This past week's dramatic short covering rally was accompanied 
by hopes of economic recovery; the story was manipulation, and nothing more.  
 
The Dow has already rallied 70% and has provided an entry point for short term 
(3-month) traders to go short using corresponding strategies. I forecast a 
pullback followed by a rally that consumes time more than price. Whatever 
happens, the pattern will have been one that fools most of the traders into not 
being short at all at....until it is too late. 
 
This rally has been comprised of 3-wave patterns, while, I suspect, the 3rd and 
concluding leg of this countertrend rally will have been a time consuming 5-wave 
advance (which will NOT be the longest wave---definitely a fooler).  
 
The just completed 2-month beating took indicators to devilishly oversold levels 
that no intelligent investor should forget, especially since simple technicians will 
have drawn the wrong conclusion regarding the broad ultra-oversold readings. 
 
As an aside, the Dow's low of June 23rd smacked of a bottom when the 200-
point smash left traders wondering as to whether to blame the release of oil and 
decline in oil stocks or Greece's woes. That sort of foolishness tends to mark the 
conclusion of technically-driven factors as the remnants of the decline's causes 
are flushed-out.  
 
With many positive short term divergences, a 5th-wave failure to the downside 
felt intuitively right and logically correct.  
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VIX
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The 6-month daily VIX chart on the preceding page illustrates last week's 
smash to its neckline support at 15, where it also formed a right shoulder to the 
chart's head of this April's 2nd half. 

 
GOLD  
 
May 29, 2011 
"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." 
 
As the chart below illustrates, for now, gold's smash at week's end left a positive 
divergence in the stochastic. There has been neither a break of its trend-channel 
nor its 200-day moving average. 
 
Given my comments in the silver section below, there is nothing that would 
surprise me to the upside in this one true currency. 
 
GOLD daily 1-year chart: 
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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 
"More likely, any continued correction would be one that is more 
comprised of time than price. Therefore, diagonal call spreads are 
appropriate now." 
 
Silver daily 1-year chart (when comparing to prior SLV commentary, please 
note that the SLV ETF trades about $1 lower than silver): 
 

 
 
With silver testing its lows to end the week, immediately below I wish to precede 
the reprinting of the related May 25, 2011 excerpt with the observation that 
India's May year-over-year gold and silver imports spiked a whopping 222%. 
 
It is such relentless Eastern buying that dwarfs any seasonal considerations, 
which may be an over-preoccupation for domestic investors. Once again, wealth 
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and power continues to be transferred from West to East and Eastern strategies 
cast aside most other considerations.  
 
Further, while the latter is by far the most critical consideration, it is noteworthy 
nonetheless that Europeans are also getting into the act. They see the inevitable 
inscribed on the wall.  
 
The European Central Bank warned that without critical austerity measures, 
Greek sovereign debt could default, thereby causing widespread calamity as 
western banks would be dragged down with them.  
 
However, the most ominous backdrop by a long shot is the warning of the 
default of US debt. The latter is a matter of course, or the Obama administration 
would never have allowed the rating agencies to discuss such a eventuality.  
 
If one does not believe that such accord is required within the American power 
base, then please remember that Moody's and S&P allowed the 2008 debacle to 
occur......and her I refer you to the Academy Award winning "Inside Job."   
 
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."  
 
Thursday's action in silver looks to me like the Dow's low of a week ago 
Thursday, when the Dow put its bottom for this most recent move. 

 
YEN 
 
The daily 6-month Dollar/Yen chart on the next page reflects the technically 
supportive argument for the Yen's bearish case which has been made in these 
reports of these past months. The chart is scraping along a bullish low and a 
rising (up-trending) right shoulder, following the Yen peak that was made in 
early May. 
 
While the arguments in favour of a bearish Yen (coupled with the case for 
bearish Japanese long bonds and outperforming Japanese equity prices) remains 
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very much intact, the short term strategy for benefitting from such a decline has 
not worked.  
 

 
 
Simply, any put strategy will fail if the underlying goes too far and stays there for 
too long. The put spread strategy took a 50% hit. Fortunately, since profits are 
unlimited (while risk is defined), a positive batting average resolves favourably, 
as long as the investment allocations make sense. 
 
A belated Happy Canada Day to all, and a less belated wish for a celebratory 
Independence Day too all south of the 49th! 
 
ASSET ALLOCATION 
 
The breakdown remains: 
 
50% gold 
25% Swiss Franc 
25% US Dollar 
 
 
 
Sid Klein 
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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.  
 


