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Inevitability! 
Gold 3500 & Dow 4000 

 

 

 
February 6, 2011 

 
NIKKEI  
 
January 7, 2011 
 
"The Nikkei has indeed seen its lows, and all the way back in August, in 
fact. The pattern referred to above, as well as the level as at November 
6 is evident...."  
 
December 6, 2010: 
“…the Nikkei will erupt versus the rest of the world in outperformance 
terms.” 
 
Well, more and more, analysts around the world are jumping on the bandwagon 
that the Japanese markets have bottomed and are starting a new secular bull 
market, after a Nikkei decline of 21 years! (A magical number in markets, no?) 
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Most recently, it only took a decline to 10,000 for the indicators to become 
oversold (see the 2-year chart below). 
 
A major question that analysts are asking themselves of this budding, newly 
embraced bullish view is, "Okay, but when does the Yen turn?" Simply,... 
  
The Nikkei bottomed all the way back in August and my extreme long term 
bullishness in global outperformance terms was initially inspired by my own view 
that the economy would enjoy the effects on Yen monetization.  
 
My report regarding the latter was followed soon after by the perfect 
identification of the Yen's peak in the 4th quarter. 
 
As for the Nikkei, then, it bottomed at -2000 versus the Dow, before rallying 
1000 points. Since, and as forecast, that long/short trade (cross-chart) retraced 
just about 50% of off of the sharp advance  from that -2000 low.   
 
As you can see from today's Nikkei and Dow charts, the spread (cross-chart) 
rallied around 100 points on Friday. 
 

 
 



 

 3

In sum, three months after the August low, the Nikkei bottomed versus the Dow, 
having sunk to a low of -2000. Completing a 21-year bear market, the Nikkei 
achieved that never-before-seen level, before rallying 1000 points.  
 
As can be seen on the chart on page 2, the Nikkei predictably pulled back to a 
higher support level, as part of the spread's negative retracement.  
 
January 7, 2011 
"This is the #1 play for 2011." 
 
There, I referred of course to the best long short of the year, while also warning 
that the Japanese indices represent the best outright plays for bulls in my view, 
hedge trades notwithstanding.  
 
Given 2nd half commentary, it would seem that SKGS has again been making the 
rounds, pausing on each continent....VERY briefly. 
 
December 6, 2010 
“Regarding these days in particular, the Western commentators may 
have been confusing the Japanese with Europe. 
 
“….Power and wealth is being transferred from West to East for the 
next 500 years….Japan has most of the established wealth, majority 
market capitalization and GDP. China will catch up, for sure. But not by 
“expiration date.” (Much longer, actually.)” 
 
Well, the China-bugs are sweating about economic and stock market collapses, 
with the latter actually well underway since 6000, where I identified the peak 
with virtually the same near perfect precision that I did in Japan in the 4th-
quarter of 1989. (The Shanghai index subsequently collapsed to under 2000!) 
 
January 7, 2011 
 
"Foreigners just can’t help themselves; if there is a way of getting the 
Japan story wrong, they’ll find it. “Japan isn’t important anymore.” 
“Japan’s chronic deficits will sink them into the Pacific.” “The Japanese 
eat turtle soup.” On and on… 
 
"There’s always something to rationalize their ignorance of the world’s 
3rd largest market. I have been watching this for decades. And, once 
again over these past 30 years, I have identified secular extremes*. 
 
"Ignore your fellow foreigner, and take it to the bank! Especially since 
there are plenty of low risk ways of doing so." 
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DOW 
 
January 7, 2011 
"As technicians know all too well, it is tough identifying a perfect peak 
in terms of time and price, much more so than identifying a bottom. It 
is a reality in the technical analysis of markets that tops are more 
complex and drawn out, particularly when there is manipulation 
involved." 
 
1-Year daily Dow chart 
 

 
 
December 6, 2010 
“Like a predator emitting a favourable stimulus for its prey, those same 
Fed actions entrap investors of all stripes (i.e.: retail, momentum 
players, etc.).  
 
“These are major turning points and, for the Dow, the worst is yet to 
come in 2011." 
 
January 7, 2011 
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"So, history will have judged SKGS to have been early, but still quite 
accurate in the view that all of this has been a major countertrend rally 
akin to that one which was seen post-Crash into 1931." 
 
Dow commentary continues in the next section (incorporated into the VIX 
section), though an interim report will likely follow soon, to look at the financial 
and political (i.e. Egypt, Canada, etc.) factors that will create the menu of 
considerations from which media folk may choose in explaining the meltdowns 
that are to come this year. 
 
Simply, for now, while Canada has been colonialized in lieu of Swiss bank 
accounts. With respect to the rest of the globe, however, it has been, "The US 
versus the world." The Americans have yet to taste, "The world versus the US." 
 

VIX 
 
On the next page, we look at a 2-year VIX chart.  
 
There is a reverse shoulder-head-shoulder pattern developed, within a similar 
long term pattern which is visible on a long term chart (not shown). What is 
visible below (albeit not illustrated by annotation) is a long term pennant, the 
support of which (horizontal line of said triangle) is in this 15 area. 
 
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. 
 
Egypt is a sign of things to come, and with treasury rates threatening the 
markets directly, the reporters is search of explications will have a menu from 
which to chose.  
 
The bottom line is that this "1932-rally" has extended dangerously in terms of 
time, thereby threatening financial institutions, which services are threateningly 
tied to margin calls or their equivalents, depending on the investment or 
institution type. 
 
Simply, the speed of decline can be as important as its amplitude. Regarding the 
latter, 4000 is a matter of course, finally laying to waste the moronic views that, 
"This time is different." In this case, that view was/is based on the notion that 
numbers don't matter since the Americans can print as much as they want.  
 
For a final time, the comparisons to other countries at different times in history is 
ludicrous because they were not the global currency.  
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The latter could be an argument for the bullish case. I get that. But that's 
actually stupid, since that argument explains what the Americans can get away 
with, benefitting from financial and military shenanigans. However, it does NOT  
explain how the reality of numbers exists no more. Why?  
 
Simply, this is because once a power dominates militarily in support of its 
currency, that same earthly power eventually faces the international backlash, 
which is not something that other countries in the past have had to fear.  
 
They were screwed up nations fighting to survive or actually correct previous 
wrongs; it is one thing to fall from the 20th floor and it is another thing to fall 
from the 1st floor. The Americans are on the 20th. 
 
The US has had everything their own way by constantly moving forward with, 
"The US versus the world." They have not tasted, "The world versus the US", as 
I wrote above; Egypt is the Middle-East's beginning. These are the post-Nasser 
good guys. 
 
The Americans' buffer is that the greatest physical property on Earth is our 
country, which has been colonialized (the explanation and proof are not included 
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here, since it would not be in the context of a financial letter's needs). Therefore, 
it is a matter of course before official annexation.  
This is vital to understand so as to be able to appreciate their preparedness to let 
the Dollar fall to nothingness. In the same way as I advise readers, then, these 
days are about real assets, not intangible ones that will disappear anyway. Water 
and other natural resources actually exist.  
 
Besides, one can demonically hope that the appreciation of foreign assets (as the 
Dollar falls)  can be fully enjoyed and defended anyway, by virtue of that ever-
feared imperialist military force.  
 
These words may seem harsh - even hostile - but readers must understand what 
is felt around the world....everywhere.  
 
So, let us begin with Egypt and the Middle-East. Apart from being the world's 
toilet, they will have also become its leader......in terms of being an indicator, 
that is. 
 

GOLD 
 
Statistics indicate China having imported 209 tonnes of gold during the January - 
October period of 2010, as compared to 333 tonnes being imported by Indians 
for the entire year.  
 
Traders in Hong Kong and London have been described as intellectually 
overwhelmed by the order size coming out of China, which is estimated to have 
purchased 200 tonnes during the 4th quarter. 
 
This is all rather dramatic, particularly since it is Indians who are known to have 
hoarded gold throughout the ages. Having noted that, we may further analyze 
that Chinese were banned for 53 years from owning gold (until 2003). 
 
So, as I have noted throughout the decade (online, since 2001) that there is a 
dramatic shift of wealth and power underway from West to East, and the 
preceding paragraph underscored this fact, as we all know that the 
"Communists", all 1.3 billion of them, have a lot of catching up to do (to India).  
 
Separately (sort of), gold speculation is at a 5-year high, while the overwhelming 
physical demand is concurrently suggesting a low coming into place.  
 
Finally, forward rates reflect the spike in physical demand, as well as the 
existence of lesser lending in the marketplace. 
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The latter 2 paragraphs underscore the appropriateness of the conclusion of the 
SKGS reports of recent past: When entering a Wave-3 explosion, EVERYONE 
GETS TO BE RIGHT! 
 
In 2010, I correctly forecast an advance toward 1500 (we fell inconsequentially 
short, inconsequential in terms of strategy), as part of a greater Wave-3 
explosion toward $3500...which I do NOT at all see as the end, by the way. 
 
I will not venture to guess just how far we will go this year in achieving my gold 
price target. These reports are about financial success, not academic exercises.  
 
The 2-year gold chart at the bottom of this section does not reflect any wave 
counts; I will aim to reflect one using longer term charts soon. Investors will find 
it instructive since I have proven that corrections have been occurring 
within up-trends (please note the first 3 paragraphs of this section), as 
I have been hammering home for a few years now! (I have been using the silver 
charts to help prove that point.) Please note the 2nd-to-last paragraph of 
this section! 
 
December 6, 2010 
“The technical arguments included the analysis that, in the context of 
the preceding, the powerful uptrend was being defined by the 200-day 
moving average, from which it would be getting ever closer to breaking 
away from, as gold accelerates toward 3500...”  
 
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!)  
 
"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."  

"SKGS has identified virtually every intermediate turn in gold and silver 
since 2002.  (If this link does not work on your computer in PDF format, 
simply type the following into your browser or view it on the 
homepage, www.sidklein.com.)  

http://www.sidklein.com/comments/Gold%20Excerpts%20%20March%202010.pdf" 
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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 
 
I have often noted the similarity between the patterns of silver and the XAU 
(Philly Gold & Silver Index), so... 
 
January 7, 2011 
"Silver traders will be given a chance to hop on board, and silver will 
again represent a superior risk/reward bet to the precious metal ETFs.  
 
"Having said that, the precious metal stocks will provide even more 
leverage, however." 
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SKGS has been long since gold-$280. More than once, we have had 200% 
positions, including...  
 
December 6, 2010  
“After huge silver returns since the bottom at $9 (see chart below), 
including a 200% position for the first $5, this nice recent run was not 
an official position. My focus was the sure bet called gold, the 
necessary holding, called gold.”  
 
Still, as a trade, I failed to hit silver as it was breaking out from $18, only noting 
in consultation that being long was logical due to the similarity of the silver 
pattern with that of the XAU, in which we are only long 33% from $165. So, 
regarding silver, I did not achieve the higher standard of the past decade. 

 

 
 
XAU 
 
At the risk of appearing lazy, my views on this index may be easily gleaned from 
the study of the 2 preceding sections. Also... 

 
January 7, 2011 
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“To the trained eye, the graph on the next page (5-year chart) also 
piques the imagination regarding what the upside potential might be, 
once one understands that the pullback to $60 was a Wave-2!” 
 
December 6, 2010 
“Structuring long/short investments, still, I am happy to say that we 
have not missed the bottom of those structures that are and will be 
designed to benefit from the precious metal equities’ out-
performances. 
 
“This is why I have maintained that the best time for that will be after 
a sharp stock market decline drags down the XAU, before the latter 
breaks away and reverses, as co-directionality comes unglued. Just like 
1931.” 
 
Please focus your attention on the last line of the preceding paragraph. 
 
2-year XAU chart 

 

 
 
YEN 
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Way back when the world and its near-sighted investors theorized that the 
famous (infamous?) carry-trade could and would never be unwound, I identified 
the Yen's low, albeit a bit early at 116.5, en route to 124. 
 
My argument was that this time would not be different, which is a mantra that is 
used by non-pros to argue an expertise that they never seem to have.  
 
Well, the carry trade was covered by simply printing Dollars. 
 
The upshot in the context of this report is a supportive argument for the adage, 
"Never correlate markets." As you see below, the Yen and Dollar have been 
correlated, as opposed to counter-trending, however counter-intuitive that this 
may be. 
 
I identified the Dollar peaks and lows of recent years and months, and this has 
been equally so of the Yen. Meanwhile, I was making those calls with striking 
simultaneity between the two currencies. 
 
Among other things, the significance of this major global fiat phenomenon is that 
there is a coordination between the central banks that swims below the surface, 
undetected to the ordinary investment radar. 
 
December 6, 2010 
“Moreover, consistent with this report’s theme of counter-cyclicality, 
and as pointed out before, the Yen drops, even as the US Dollar Index 
does so. And it rallies along with the Dollar Index, as well. Hmmm… 
 
“This is a fascinating reality, since it completely jibes with Japanese 
and American equity prices traveling in opposite directions. The 
counter-cyclicality theme is clear today and, as a Bache trader used to 
say in his daily commodity market coverage, NEVER correlate 
markets.”  
 
The 2-year daily Yen chart on the next page reflects Friday’s sharp move, off 
of the uptrend channel's perfect low.  And there's a sweet reverse shoulder-
head-shoulder pattern, too. Nuff said.  
 
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."  
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I had already forecasted Yen monetization and, on November 6, 2010, I 
wrote:  
 
“The signal has been given clearly in Japan that quantitative easing 
will have remained in vogue, while, at the same time, the Fed has 
commented that they “…do not intend to use a falling Dollar to support 
trade.” (Paraphrase)  
 
“When there is coordinated action, there is the stuff of a major cycle 
trend reversal that leads to dramatic price changes.  
 
“In the past this has attended dramatic spike reversals that launched 
new cyclical trends. I’ve seen it enough over the past 28 years." 
 

 
 
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."  
 
DOLLAR INDEX 
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This time, I chose a 10-year look the chart in question (below), so as to 
underscore the above-referenced counter-cyclicality.  
 
The lows of 2008, 2009 and 2010 form an uptrend channel, the low of which 
was just tested. Further, the beginning of 2005 marked the left shoulder of a 
reverse shoulder-head-shoulder pattern, wherein the head appears in 2008, with 
the right shoulder being created at the end of 2010 through now.  
 
As well, there is a similar technical pattern occurring over a lesser time period 
within that greater shoulder-head-shoulder pattern. Here, we are looking at a left 
shoulder at the end of 2008, with a head at the end of 2009. The right shoulder 
was formed where I called the low in the 4th quarter. 
 
Finally, by noting the top of the Bloomberg chart, one can see that the Dollar 
Index had a sharp move up yesterday, even as the Yen was doing the same. 
 

 
 
ASSET ALLOCATION 
 
The breakdown remains: 
 
50% gold 
25% Swiss Franc 
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25% US Dollar 
 
To my knowledge, for consistent and rarely altered risk-adjusted returns, no 
service anywhere on earth has provided the performance offered in these pages.  
 
The keys are "risk-adjusted" and the best mix for currency denomination among 
the different asset classes and markets with which you, the investor are involved.   
 
 
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.  
 


