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JAPAN

A look at the Nikkei chart below reflects the fact that the global
markets in general are in a state of woe. The Nikkei is heading to its
final lows, as per prior and recent issues’ forecasts.

Even as we look at the new lows around the world, it is extremely
noteworthy to analyze markets in constant currency terms. By
denominating in different currencies, a study of the indices in question
offers completely other looks. This is important when contemplating
hedge strategies.

All charts in this issue are 1-year dailies.
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I think it is safe to say that China was the short of the year. And that
SKC had the right way to play it.

http://www.sidklein.com/comments/January262030262008.pdf
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NEW YORK
Summary of SKC market call for this year in equity indices:

| felt that peak negative momentum was in the early part of the year,
while actually turning bullish for mid-2008 in March/April, at which
time 1 looked for a 3-6 month rally. | favoured the Ilate
summer/September scenario. As for the Dow, | felt that such a
countertrend rally could even extend the Dow to 13,000.

Later, noting the weakness, | revised the best-case scenario to 12,500.
Then, | just reminded readers to focus on the bigger picture instead of
any near term and minor move that might not even happen. My main
message became my most repeated one: When this drop’s next leg
gets going, it is going to under 9,000, and when it gets there, it will
have gotten there fast.

There is nothing that so accelerates a decline, as a financial calamity.
Fear for the system, and all that. My forecast of 9000 in 2008 may be
achieved on the back of such fears.



Man fears chaos and disorder far worse than the fear of loss of liberty.
When financial institutions’ solvency is rightfully questioned, panic
ensues. The worst is feared and experienced on an animalistic level.

The real estate bubble has led to a domino effect beyond what anyone
can imagine. The only rescue for the Americans is to print paper,
thereby righting off debt, which becomes past on to the foreigner, via
the latter’s losses in US investments.

News-wise, this 3000-point decline will have been laid at the feat of
the ripple effect of collapse in real estate and the associated paper. The
market sees which institutions are falling by the wayside, and what is
observed is that it is the largest and the strongest are falling away.
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Traders may hold vehicles that provide double leverage to the short
side. This is for the 2% - 4% of one’s wealth that the investor may
wish to so allocate.

X

For the longest while, SKC has been publishing nearly ideal forecasts
for the VIX and, more importantly, forecasting how to use the VIX, so



as to understand and time the market for oneself going forward.
Ordinarily, traders look at the VIX and make oversimplified deductions.

The most recent issues, targeted the explosion with pinpoint precision.
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A trader will look at the VIX chart above and simply conclude that it is
at a peak for the short term and that one should see a bounce in the
market, as a result. That may have been a worthwhile observation at
yesterday’s close, but I'd like to turn attention ahead a few weeks
(days?).

The VIX will now pull back and create a trading range between that
level to which it pulls back, and yesterday’s high. It is during the
unsuccessful tests of yesterday’s peak - while unable to surpass that
VIX level - that the US equity market will be collapsing to new lows.

Lona/short out-performance:
It is indeed a study, to learn of the relationship between out-
performance charts and the global markets.

| started taking a keen interest in out-performance charts years ago,
when 1 realized that they were serving as leads indicators. To what?
Well, that depends.

As an (unrealistic) example, if I believe that France is going to start to
out-perform Australia after a bear market versus the latter, then I



might view the turn in the chart (the beginning of out-performance by
France of Australia) as an indication that a peak in Australia is
approaching.

There isn’t one way to use this but, in any case, there is a strongly
intuitive aspect. The implication of the foregoing is that if one wishes
to use the cross-chart (out-performance chart) as a forecasting tool,
then one must be calling an extreme in the cross-chart.

This is difficult in that there is no lead indicator (other than the
standard ones), except that there is a great advantage on the other
side: Cross-charts are easier to read as there’s a certain a mount of
noise that gets filtered out. Also, the risks are easier to quantify.

The practical message at this time:
If the markets will have had a debacle coming its way over these last 4

months of 2008, then those lead indicators (global out-performance, or
cross-charts) will have bottomed sooner. Duh.

DOLLAR
One can see how easily, quickly the Dollar Index reversed (next page).
The same is true of the Dollar/Yen chart underneath it.

When analyzing cross-charts, one must consider and denominate each
component in different currencies. This provides the most efficient
hedge bet, by incorporating one’s views on the currencies, with those
of the world indices’ relative performance expectations.

Asset Allocation:
No change. 25%6 Swiss Franc, 25%b gold, 50%6 Yen.

While hedge fund managers have to be active, regular investors have
no such obligation. The asset allocation above is sufficient. Be happy.
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SILVER

Go 100% long silver in the $10 - $10%% range. | will consider a 200%b6
position later on. Last year, | wrote of how one such trade in silver can
make one’s year. Well, SKC has pulled this off before, so let’s see what
happens this time.

The hedge funds have screwed up and created a bargain. Pounce on
this (their) weakness.
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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 vyour 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.



