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April 3, 2011 
 

 

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. 

 

VIX 
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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! 

 

ASSET ALLOCATION 
 

The breakdown remains: 
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50% gold 
25% Swiss Franc 
25% US 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. 


