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Yearend Crash? Part 2:  
 

 

 
November 5, 2011 
 
There are times when changes in the global markets in multiple asset classes demand 
regular updates more than a monthly report. This is yet another such time. 
 
The charts and indicators that went out in last week's (October 29) report again 
appear below, with the same annotations (both technical lines and commentary), 
though the price data is updated to reflect this past week.  Any additional and updated 
commentary is made ahead of the charts.  
 
DOW JONES 
 
October 29, 2011 
"The shock and awe that caused the self-feeding short covering rally gave 
the bears the volume that they needed to sell.  
 
"Here, "the bears" referred to are the smart money folks, not the short 
sellers." 
 
In each of the charts below, except for the London FTSE, quantitative indicators such as 
the stochastic that appear beneath the price charts hereunder recorded critical 
divergences. The non-confirmations developed over the 800-point advance that 
culminated at last Friday's peak.  
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Allow me to commit a "stretch" and theorize a point which appears nowhere in any text 
book that I am aware of, as regards price charting or quantitative indicators. 
 
When the last 800-point move had gone parabolic, at its conclusion, all of the 
discussion focused on the massive short covering and the still greater need for the 
badly underperforming hedge fund managers to pile their excess cash into the market 
before yearend. 
 
The trading day after the report was sent out last week, the markets immediately 
spiked down to levels below October 20, which is the point at which the divergences 
began. I theorize thus: 
 
Regarding all of the capital that poured into the market last Thursday the 27th and 
Friday the 28th, is it so trapped that it could actually represent a need to unwind before 
yearend, so as to not reflect the worst of all worlds to investors, when the latter receive 
their statements in the new year?  
 
Simply, does the post-divergence (post-October 20) pile-in represent long-unwinding 
demand, as opposed to the short covering demand that had existed at the latter end of 
the week of October 24th? Hmm...  
 
That theory (the additional aspect of divergences contemplated here) would support 
the notion of a yearend smash, as opposed to a yearend rally, about which last week's 
report spent valuable space. 
 
Technical analysis suggests that in a bull market surprises are to the upside, while in a 
bear market surprises are to the downside; consistent with this phase of the Kondratieff 
Long Wave Cycle, the majority of tomorrow's surprises will be bad. 
 
The "theory" above would be such a surprise, along with any tendency by the market to 
prioritize ANY of the global markets' ills over a concern about excess cash and a "need" 
for managers to actually spend it before yearend, thereby risking making fools of 
themselves. 
 
In today's environment, is a manager's risk of losing investors greater in missing 
positive returns, or in participating in losses at a time when those same investors are 
made nervous by all of the headlines that they have been exposed to daily? 
 
Without guessing which way the  market is going to go, we must ask ourselves the 
above question, since the whole game - according to the bulls - is to guess the 
managers' attitudes regarding the need to spend excess cash before yearend. 
 
So, which is the greater fear for managers? Which? 
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NIKKEI 
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Since there was no commentary or chart last week (October 29) concerning the Nikkei, 
annotated charts appear immediately below. 
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SILVER, SILVER/DOW JONES 
 
October 16, 2011 
"Upshot: This is a great long/short trade. The means by which this letter is 
seeking to exploit these markets is via long term silver calendar call spreads, 
coupled with intermediate term Dow Jones diagonal put spreads. 
 
"An appropriate dollar combination of positions provides a superb risk-
adjusted mix in one's strategically speculative portfolio, within one's greater 
portfolio plan." 
 
Please scroll down. 
 

  
 
Indeed, this past week already brought a correction to $31.50. I now see $30.50 - 
$31.00 as worst case support for this month, during which time the stochastic may 
already be in a position to support the next phase of rally. 
 
As regards the next chart (SLV - GLD spread), it declined to the next level of neckline 
support, changing nothing in the analysis here. 
 
The pursuant SLV - DJX spread chart on P.7 has held last week's levels and has slightly 
turned up.  
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Yet another way to participate in the precious metals and bearish equities theme is via 
the GLD versus SPY index, the 1-year chart of which follows on p.8: 
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NASDAQ OMX GLD vs SPY (S&P ETF) Total Return Index (INDEX) 
 

 
 
ASSET ALLOCATION 
 
As a percent of all liquid wealth, the best overall mix remains: 
 
50% gold 
25% Swiss Franc 
25% Dollar 
 
 
Sid Klein 
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