
 

1 

 

 Sid Klein Global Strategy 
1001 BOUL. DE MAISONNEUVE O., BUREAU 950, MONTREAL, CANADA   H3A 3C8 

TEL: (514) 939-2221     FAX: (309) 417-0942 

e-mail: sidklein@sidklein.com 

www.sidklein.com 

 

Will the Bulls Ever Learn? 
Long China (for now)? Long Euro (briefly)? 

Silver's Predictable Unpredictability  
 

 

 
December 4, 2011 
 
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." 
 
It would seem that the commentary above is again appropriate. The next chart 
illustrates the spike peak at the time that the above was written. That blow-off 
exceeded the upper band, while the NASDAQ Composite today sits at the lower band 
that I have drawn-in. 
 
Based on the Elliott Wave count shown on the chart, the market would be welcomed by 
the onset of a wave-3 smash to new lows that, basis the Dow, would take the 
market into the 9000s in the first quarter. 
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The second chart on the next page looks at the Eurozone's key equity index, the DAX. 
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The next chart again looks at a previously published overlay of the Dow versus the 
Mexican Peso. This study was inspired by a CNBC guest's work earlier in the quarter. 

 
 
VIX 
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In any event, Barrack Obama has made plain that a calamity in Europe would be most 
damaging to the US economy and markets. He would therefore like to support the IMF's 
inclusion in any European "resolution", once the Europeans have proven themselves via 
austerity measures that first attract the ECB's participation. 
 
As the ruling class's representative, the bearish wildcard would be President 
Geitner's nixing of such inclusion. 
 
JAPAN, CHINA 
 

 
 
One undeniable bright spot that we have seen is Nikkei non-participation to the 
downside, when the rest of Asia is suffering a bad night.  
 
Supportive argument includes a look at the following China-related indices on pages 5 
and 6, the principal inclusion of which is primarily to reflect China's longer term bearish 
perspective, however. 
 
China's Purchasing Manager's Index came out the day of the Dow's 490-point eruption. 
The blast-off was partly credited to China's new phase of easing credit and interest 
rates. 
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The latter news overshadowed the former, which had helped to partially explain the 
economic conditions that necessitated the bold monetary action in the first place.  
 
At the same time, an undeniable building glut overhangs. Perhaps these factors help to 
understand the weakness in the following charts that which did NOT blast off with that 
country's own good news, which had been given partial credit for the rest of the world's 
equity price blast-offs.   
 
The graph on page 6, a 1-year chart of the Shanghai Composite Index, offers 
nothing more to cheer about than the picture below. However, one may reasonably 
argue that this index continues to move with some relative lack of correlation to other 
global indices. 
 
In other words, we may note double-bottoms in these 3 and 1-year charts and 
consider a possible lag effect to the news, which was due to the need for follow 
through and completion of the pre-existent momentum.  
 
Therefore, hedge manager may actually wish to consider long/short trades, 
with Chinese equity indices playing the role of long side, for now.  
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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." 
 
The SLV (silver ETF) chart on page 8 continues to support the view that a bottom was 
seen when forecast, but also illustrates why it has been relatively easy to trade.  
 
Meanwhile, commentators grapple with silly questions; whether the precious metals are 
"risk-on" or "risk-off" and other such non-concerns, as they miss THE two basic facts: 
 
Gold (not shown today) has been in a clean, unbroken long term uptrend for a decade 
and this due to the second fact, which is that global currency printing will continue 
unabated for a VERY long time.  
 
When Europe will start to print next year, the effect will be the same as when the 
Americans did (and are doing) it: the trend of gold prices and paper creation mirror 
each other when their respective charts are overlaid. Meanwhile,... 
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The metals get attention only when there is a shakeout, even as the East continues to 
purchase and horde it! 
  
As of 2001 I have been writing and repeating like a mantra that we are entering (have 
since entered) "a period of transference of wealth and power from West to East." The 
above is consistent with that.  
 
Meanwhile, GoldCore has been continually reporting on massive Eastern purchases, 
most recently being Korea's increase of its gold reserves by a record 39% in November 
alone (about $1B)! 
 
Such reports are always streaming in, including the resumption of purchases by 
European states that finally figured out that they had better start buying (i.e. Poland).  
 
Reiterating, in the US, commentators only discuss the precious metals when they get 
hit, as if they are just another risk asset class, always sounding so intelligent when they 
declare that gold is a short (imagine that!) or, as a well known market letter writer and 
CNBC contributor said, he had "sworn of" silver due to its volatility. 
 
At that low ($30), he also called gold just another risk asset, and that's all. Do the 
writers and commentators understand Kondratieff, long term cycles and the 
perspectives that they provide today? Most show that they should move their noses 
back from the letters they write to better see. 
 
However, while there are those who actually think that silver is too unpredictable, I 
have shown that that unpredictability is predictable and easy to "feel."  
 
To stay out of harm's way, time cycles have kept us from entering too early or leaving 
too late. We have coupled that with observations as to silver's movements when hitting 
a low, which is always done in similar fashion. Quick spikes, to be precise. 
 
(I do not share what time cycles I see, whether short or intermediate term; I merely 
provide the upshot arising in each case.) 
 
Finally, the second chart (page 9), following the SLV graph on page 8 {SLV - DJX (Dow 
ETF)}, has further helped weed out the noise of the simple silver price charts. The 
commentators get confused when they see how the different "risk assets" behave at 
any given time, but reading the cross charts keeps one disciplined and free from 
confusion.  
 
Simply, as an example, the SLV - DJX chart has retested its low, and even as the Dow 
may decline, silver is a buy. Or, if the Dow were to hold up, silver would advance. 
Incorrect conclusions in the short term are easily drawn by the myopic. 
 



 

8 

 

Myopic equity traders with a penchant for missing the obvious fact that the precious 
metals have been in a 10-year bull market (are they blind, or what?) confuse 
themselves and just don't harmonize their analyses of the different asset classes.  
 
The behaviour of out-of-touch-Westerners has made silver's shakeouts predictable, 
while its time cycles and related cross charts have made entry and exit points rather 
predictable. The ignorant refer to what they don't understand as "too volatile", as if the 
fault lies with the asset. 
 
For us, of course, it does not hurt that basic patterns keep repeating themselves at 
lows, even as popular amateurs cannot detect that fact (or read of what Easterners are 
doing and committed to continuing to do). 
 
If silver trades about a point lower, buy yet again, with a shorter term target 
of $34 and a 6-month target over $40.  
 
Longer term options that allow for the shorting of higher annualized time premiums are 
recommended. In other words, as an example, I own July 33 calls as of the 25th, while 
December calls were sold after a quick pop. (Shorter term options are obviously 
cheaper, but their annualized premiums are somewhat higher.)  
 

 
 
I was a little early with respect to the following chart (SLV - DJX), but we now see a 
5-wave subdivision within the greater Wave-5 low. 
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EURO 
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NB: The possible short term  hedges to be considered in China and the Euro are to be 
entered into with a mind to be VERY quick on the draw, most notably the Euro. In each 
case, special consideration as to appropriateness must be given by each investor for 
his/her portfolio.  
 
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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