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June 3, 2012  
 
Thursday's interim report was made more meaningful by what in fact transpired the 
next day.  
 
While that letter looked at the Yen and Nikkei (to examine the next great global crisis), 
today we'll update the Euro, and while we focused on Asian indices on Thursday, today, 
therefore, we contemplate the destination of the Dow Jones, which major countertrend 
rally has come to a brutal end. 
 
Finally, the May 31 report (linked below) also reviewed silver, before Friday's massive 
turnaround in gold versus the broad global equity indices. 
 
http://www.gold-eagle.com/editorials_12/klein053112.html 

 
NEW YORK 
 
To set the stage: 
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The summit in 2008 was forecast and identified with the expectation of a debacle to 
"Under 9000."  We got more than that. The ensuing bottom was just as interesting.  
 
Then, at the identified 2009 low, I forecast the "1931 Rally", the latter serving as the 
root of reports' titles on more than one occasion. Why? 
 
In 1929, investors on heavy margin were wiped out, but those who could carry on were 
treated to a rally that would return the Dow Jones to near its 1929 highs, a historical 
fact lost on most, but which I had made a point to not misplace in my analytical 
musings. 
 
April 1, 2012 
"Meanwhile, therefore, the Dow Jones should get taken down to 12,300 or so by mid-
May, before making final highs this summer, coincident with Europe's rally phase." 
 
April 1, 2012 (re: 5-year charts) 
"When looking at these massive right shoulders and necklines, is it not rather 
obvious that all of this money printing will have merely delayed the 

inevitable calamity coming later this year and next?!" 
 
May 4, 2012 
"Europe is preparing for its flush-out to final lows for this particular move. 
 
"Volatility will now spike everywhere and startle investors into fearing that a correction 
is accelerating, as opposed to concluding (for now), as QE3 gets going in the US and 
the ECB prepares to print another $trillion." 
 
The resumption of the mega-cycle bear market could reasonably kick off with a collapse 
to 11,000 now. However, consistent with the May 4 excerpt immediately above, the 
Dow could flush out intra-day to, say, 11,850 before recovering the 12,000 level.  
 
A clue in calling at least a short term bottom can come from the 2nd paragraph in the 
VIX section below. 
 
Right now, however, calling a bottom is a fool's game, particularly with everyone 
waiting for the same thing: more money-printing. 
 
As I wrote some time ago, the ruling class in the US actually WANTS everything to fall 
apart at one point and, as puppeteers, their actions will cost everyone the world over.  
 
Controlled chaos is the formula for expropriating others' property, as they did in 2008. 
2012 will make that appear to have been a picnic, as President Kissinger succeeds at 
waging and "...winning war by non-military means." 
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VIX 
 
May 4, 2012 
"The descending wedge pattern that developed over the past two quarters (wedge 
patterns are quite reliable) implies a sharp reversal that would correspond to a falling 
US stock market." 
 
"NB: Meanwhile, the developed complacency among traders has led to a sharp drop in 
the VIX futures' contango. A technique by which to identify the coming stock market 
bottom would be to watch for the disappearance of the contango (at least in the 3 front 
months), even as the VIX rallies along with said decline."  
 
At Dow 11,000, the VIX at 35-38 would be a foregone conclusion. 
 
Last month, I felt that one should raise one's stop to 12,600, but the secular bear has 
resumed, with the top in at 13,300.  
 
It would be normal for the first wave to end at 11,000 so stand aside, as the market 
will get to wherever it wants to go fast. Yes, a single week is enough.  
 
I reiterate 2 points made previously:  
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Everything is happening fast now, and the market is waiting for more printing, but we 
could be a bunch lower before that happens, even if it happens relatively soon. 
 
1-Year VIX chart 
 

 
 
PRECIOUS METALS 
 
Sentiment-wise, last month I wrote of the speculators and commercials which held 
positions last seen at the 2008 lows.  
 
Now, I add that reports from the World Gold Council have been repeatedly forecasting 
superior central bank gold purchases to come, and that we are looking at levels of 
purchase not seen in 50 years. 
 
(Note the technical arguments concerning the 50-year charts linked immediately below: 
http://www.gold-eagle.com/editorials_12/klein031012.html 
 
While there has been concern about weakening demand from India, we have also 
learned that demand from the country will not fall off the cliff either.  
 
More importantly, we have learned that China will continue to be the world's leader in 
gold demand, anyway. 
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The huge news that has emerged is that the Bank for International Settlements will set 
a new and higher standard for bank reserve ratios as relates to gold holdings. It's not a 
question of if, but how much and when. 
 
The smallest percent change in capital adequacy ratios equates to massive purchases 
that must necessarily send gold skyrocketing toward my long-held target of $3500 even 
faster than I may have thought. 
 
Every time Dennis Gartman has gone on about silver being too volatile or gold being in 
a bear market, or the selling of his personal holdings (which some thought news-
worthy), I have been there to fade his views (as a matter of coincidence).  
 
Especially when some zero would echo his sentiments with something even more silly, 
like, "Gold is simply something which value is arbitrary due to one's faith in it, not like 
treasuries which provide yield; I'm bearish."  
 
I swear to God. I actually heard this from a regular CNBC contributor. 
 
Right at the lows, JIM ROGERS was concerned that gold could fall to 1200; I don't care 
that he said that he'd buy more if it happened. Now THIS was a low with heart! 
 
I can guarantee you something even more assuredly than Easterners being 
unconcerned with the views of Western "thinkers": 
 
These "teflons" will be touted as having been right when gold skyrockets. Anyway, the 
final sentiment/technical aspect is.... 
 
Gold has made a major bottom because of one key technical point: 
 
Absolutely no one has anything left to sell, just for the purpose of raising cash to cover 
equity losses. The ONLY "legitimate" reason to sell, therefore, is gone!!! 
 
While gold was dropping, the fundamental news that was coming out each day was 
bullish, and, now, there are no technical impedances! The news and facts will be 
ignored no longer. 
 
Gold could be pushed no lower than where it went, and where it went to was the ideal 
buy point. 
 
To create a perfect momentum divergence liftoff, the GLD had to decline to a level that 
would mark a new short term low, while holding above the head of the reverse 
shoulder-head-shoulder formation that everyone has been talking about. 
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Amazingly(!), the GLD indeed created the perfect stochastic divergence by holding 
between 148.3 and 148.9. In daily commentary to institutional clients, I wrote that that 
would be the "idealized buy point" from which to start a major new up-leg.  
 
Geez, it actually happened.  
 
May 4, 2012 
"It is entirely possible that the Dow could suffer a 200-point down day (for example), 
coupled with the precious metals doing nothing or even going up. In that case, one 
should wait no longer go long." 
 
"Remember, the background news is that trouble is brewing in the global banking 
sectors and economies, all with the overhanging question regarding QE3 in the US and 
the eventual printing of another $Trillion Euros.  
 
"Simply, in considering the preceding paragraph, one must bear in mind that there may 
be gaps in time between events such as market declines and monetary announcements.  
 
"Maybe it doesn't matter, if everyone gets spooked enough. This is the scenario where 
stock market concerns are sufficient to send gold and silver higher. Only traders care, 
though.  
 
"Long term investors are 100% long gold forever, and long term silver holders should 
be fully in, too." 
 
"The metals will lift off at the same time that the market accelerates its slide, or after a 
day or two of steep declines. Either way, they will have hit bottom earlier. Everything 
can now happen fast (all markets)." 
 
Please scroll to p.7. 
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1-year GLD (gold ETF) chart 
 

 
 

CURRENCIES 
 
May 4, 2012 
"I have nothing to add to previous commentary with respect to other currencies, except 
to say that a new low in the Euro is becoming more likely, with key support at 126..." 
 
"The metals will take off and the Euro finally breaks toward 126." 
  
This month has delivered the forecasted 126 level and the breakdown has actually gone 
3 points farther. The indicators suggest bearish fatigue that could allow for a bounce to 
127.  
 
Currencies are a funny lot, however. The rally needn't happen but, more likely, it would 
happen just long for traders to be stopped out (due to other traders' profit-taking). 
Thereafter, the bloodbath would resume. 
 
Please scroll to p.8. 
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1-Year daily Euro Trust Currency Shares chart 
 

 
 
I have called Deutsche Bank the most important chart in the world, since it is a 
measure of global financial ill-health and financial ill-health in Europe, while giving a 
look into the DAX's future. 
 
In considering Europe's strong spots, we see that little good occurred for DB over the 
past 5 years, even as the markets had their "1931 rally." 
 
The collapse at week's end may be leading to a short term low, but mark these words: 
Before this year is over, Deutsche Bank will revisit and break its 5-year lows. 
 
Please scroll to p.9. 
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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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