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SUMMARY

This month’s regular report discussed upcoming analyses of the indices included
herein, and | have decided that sooner would be better than later, given the
extremes to which markets have gone and the need for investors to consider the
best means by which to invest, according to our forecasts.

JAPAN

At the perfect lows just about 12 months ago, | forecast a rally to the 11,000
level and, as the following charts reflect, the Nikkei is now only 18 points away,
posting an approximate 57% rally and hefty gains for the large caps. | should
add that I recommended not waiting for higher prices, once 10,000 was attained.

However, here we look at why foreigners ought to consider shorting the large
caps, right when the ever-Japan-ignorant foreign investor is putting in the
index’s peak, as the principal purchasers, right at this top. Such was the case at
18,000 as well, when I last called a top.

The following 10-year weekly chart of the Nikkei illustrates a 200-week (3-year)
moving average (MA) (purple curve) that is about 1500 points away; this



represents some leftover upside potential to what could be the index’s final
resistance level at 12,000, | previously commented.

I had also commented that the Nikkei's lag to the Dow was currency-related,
hence the need for the analysis that follows here.

Unlike the standard Yen-denominated Nikkei chart, then, the pursuant 10-year
weekly Nikkei graph on page 3 is denominated in USD, and here we see an
almost perfect kiss with the MA and the dreaded neckline resistance which looms
overhead.

The upshot for foreign investors, particularly those who are Dollar-based
participants, is that now is not a time to buy but, rather, run for the hills.
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The 2" chart on page 3 and the 1% on page 4 are 2-year graphs of the Nikkei, in
both regular Yen and then Dollar-denominated terms, respectively.

The Dollar-denominated Nikkei shows the index already having bumped its head
up against its neckline resistance (the latter dates back to 2006).

Needless to say, all stochastics are overbought, though no divergences have as
yet developed.
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The charts on page 5 are 10-year weekly and 2-year daily graphs of the Topix
Small index, respectively.

The weekly graph reflects a 200-week moving average which is nearly 33%
higher, while the 2-year chart illustrates an unusually bullish shoulder-head-
shoulder pattern, as the head (end of 1° quarter of 2009) is higher than the left
shoulder (4" quarter of 2008).  The daily MA has been crossed, as well!

The head was actually the orthodox low of the preceding and concluding decline,
though it was not the print low (Elliott Wave Theory).

The 2 charts on page 6 are 10-year weekly and 2-year daily graphs of the ratio
of the Topix Small index versus (divided by) the Nikkei (small caps versus large
caps). (The right side of each chart concludes with a horizontal line, as | wished
for the reader’s eye to be able to imagine 2010 playing out.)

The weekly chart (1% on page 6) illustrates the historical outperformance by the
small caps, and the ratio’s new high which preceded the Nikkei’'s 2009 rally, while
the small caps declined in typical and continued countertrend fashion last year.

Meanwhile, the pursuant 2-year graph on the same page provides a closer look
at the relationship which, for a variety of reasons, should not correct further, to
maintain its bullish pattern. The Nikkei and small-cap charts suggest it won't.
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for explanation
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PRECIOUS METALS

The following 2 charts on this page and page 8, respectively, are 10 and 2-year
overlay comparisons of gold versus the Philly Gold & Silver index (XAU),
respectively. The red line is gold, while the white one is the XAU.

We see that the XAU historically outperforms gold, with the gap being widest at
gold’'s peaks. Today, however, and due to the equity markets’ own travails, the
XAU has not followed gold to new highs, aside from actually underperforming.

This suggests a double-whammy of bullish potential, as gold’'s secular bull
market advances over time. It is the 2-year daily chart which more closely
illustrates the XAU’s underperformance since the 4™ guarter of 2008, in harmony
with the equity market's woes.

The 2 charts, at the bottom of page 8 and on page 9, respectively, are overlay
comparisons of the GDX and the XAU. Here, the GDX line is white, while it is the
XAU pattern that is in red. (Note: The GDX commenced trading in 2006.)

As discussed previously, the GDX is an optionabe closed-end fund that mirrors
the XAU, with an ever-so-slight outperformance, when these indices are
advancing (page 9). Of course, this point serves the investor’s purposes.
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for explanation. EquityG
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Invest well, but live better. If health and happiness will depend on market
activity, then get out the old blues albums.

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 who 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.



