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*All excerpts (blue-highlighted) from December 20, 2012 report. 

 
DOW 
 

"The first quarter's main play is the economic inflation trade, caused by China's pump-priming and the 
anticipated Japanese printing spree." 
 
"The preceding (price inflation) would trigger a collapse in consumer confidence, which would trump any 
nice number to which one's psychology could associate the Dow Jones Industrial Average."  
 
Oil futures broke out to the upside today with a move of over $2.00, notwithstanding a possible near term 
pullback into the gap zone created by today's breakout on the intermediate term charts.  
 
Inflation-beneficiary stocks did well today. Simply, the notion that inflation needs to be correlated to a 
positive stock market may no longer be the case. In fact, rising oil prices could even be the kiss of death for 
the stock market. 
 
Reiterating previous commentary, the effect of rising prices in oil could be one of the factors that could 
cause investor confidence to collapse. 
 
In the past, overlay charts of Michigan Consumer Sentiment surveys (retail sales effect) and the Dow Jones 
have illustrated simultaneous collapses, with the Consumer Sentiment survey leading the Dow marginally. 
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On Friday, CNBC on-site reporting reflected poor activity in the malls. Simply, the retailers' big season is a 
probable bust, due in part to the so-called fiscal cliff. 
 
Technically, key global indices of countries and critical sectors have just suffered "outside days," though 
final and very minor new highs would create divergences, such as what has been bearishly been confirmed 
in the Dow. 
 
Specifically, I refer to European banks and Bank America, if I may treat the latter as the leader of the US 
banking index. 
 
Special note: Two most widely held stocks in the US, Apple and BAC have special stories to tell. The latter 
is completing an intermediate term correction to the upside this week, as are European banks.  
 
Apple could have been favourably window-dressed due to its amazing performance. However, Apple was a 
source of funds for retail and other investors who needed to raise capital, while BAC "caught-up" by rallying.  
 
"The printing stems from China and Japan, while the US market has become a source of funds for 
international investors, as US markets were (global investors') 2012's safe harbour (go figure)." 
 
Apple has been getting dumped, as a source of funds for US retail investors; the concept here is the same.  
 
(Apple shares being sold by the public that owns more of these shares than any other is itself a technical 
indicator of negative consumer sentiment, as investors are also consumers.)  
 
Most ALL up-trending global indices are laggard to the Dow, in relation to which they have merely been 
playing catch-up. Similarly, within the US, we saw the capital moving from Apple to BAC, for instance.  
 
So, one should not wait for weakness from global indices that may have led the way down in 2008. 
Similarly, one should not look to the treasury markets and their related spreads for any lead indications; this 
isn't 2008.                  1987, Maybe! 
 
CONCLUSION 
 
"Even within an uptrend, the Dow has downside to the 12,950 - 13,050 zone. That area could be used to 
lighten up positions in two increments, by trading the aforementioned area." 
 
The previous paragraph is canceled. Support for the Dow is in the 12,700 - 12,900 zone. Then  9000. 
 
Until we see where the correction lands, there is less certainty as to whether the more immediate and initial 
forecast of a cataclysm by the end of January (completing in April) is still in effect, or whether the Crash 
period has been extended by 2 - 3 months, as per the December 20, 2012 report's contemplations. 
 
Therefore, barring another update, traders can cover 50% of short positions in the 12,900 area. I treat an 
immediate bounce toward the 13,200 area as a possible last chance to short, while a bounce from 12,700 to 
12,900 could be used to establish larger short positions, having cut exposure to 50% in the 12,900 area. 
 
The 5-year Dow chart on the next page illustrates the chart used to identify the peak. Subsequently, 
SKGS forecast 13,300 as the ideal countertrend peak.             2012's One-year chart that follows, reflects 
the referenced similarity to 1987, when comparing the most recent 2-month period. 
 
Having not identified a low at 12,500, I write again that the analog with 1987 has become ideal, which 
suggests that the yearlong forecast of a cataclysm through January may indeed occur (perhaps straight line 
through Dow 9000). If the Dow holds up through the first quarter, it changes nothing.   So,... 
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...please include the VIX section below in determining the best strategy at this time for one's particular 
trading temperament, as well as one's hedging and investment needs. 
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VIX 
 

This indicator, however, IS a lead indicator! 
 
The daily 2-year VIX chart on this page illustrates its 5-month old low. There was a lead time back in 
2007 as well. 
 
To help time the upside breakout of the VIX, along with its corresponding breakdown of the equity markets, 
we look at the pursuant chart on the nest page, a 6-month close-only VIX chart. Here, we see a spike 
reversal from this month's low. 
 
Is this the final tipoff? The cash leads the futures and runs counter to the S&P; the futures are coincident.  
 
I should add that a corner of the market smells a first-quarter debacle, witness the overwhelmingly superior 
size of the open interest in the March puts, as compared to recent and early-2012 months.   
 
Is that the corner to be in?  
 
It is a corner that is betting that 2012's all-time low volatility levels will swing the other way, most definitely. 
To be in this corner is the question. And I could not agree more strongly with those in that corner.  
 
Shorter term contracts have greater leverage, but a Crash will explode everything, so one may prefer later 
expiry dates, through March 28, according to one's temperament and cash allocation methodology in one's 
trading account. 
 
The annotation in the chart below is from a prior letter that I decided to leave it in. However, the declining 
top line has been moved to the right, connecting more recent tops, to help show the ongoing acceleration. 
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BONDS 
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The preceding chart at the bottom of page-5 is that of the 1-year corporate bond index (LQD).  
 
SKGS identified the perfect peak of the Treasury market, as measured by the 10-year Barclay's index, the 
TLT. The LQD continued higher, reflecting the opposite scenario from anytime in the past. 
 
The latter is true as government in the US transferred wealth to corporations, while taking on heretofore 
unimagined liabilities to protect those same corporations, whose interests are defended by the government. 
 
In other words, the corporations are flush with cash, while the US government is stacked with liabilities, 
thereby transferring power to  the corporations, while possessing the power to defend the latter's interests. 
 
Corporate rates should spike, with an initial 1st-quarter target for the LQD at 119.50. 
 
The peak in corporate bonds, as I have written in the past, is more in-line with the peak in equities, as 
opposed to the top in Treasuries. I was premature in having previously identified a peak in the LQD.  
 
Perhaps not this time. 
 

SHANGHAI & JAPAN 
 

An abbreviated and chartless analysis of these indices is simply that they are moving with other indices at 
this time, even though China tends to be off-cycle and should therefore peak 3 months after the Western 
markets. 
 
Shanghai has rallied ~13% this month, while the Nikkei crossed 10,000, thereby traveling farther than the 
9400 level at which level I felt liquidation would be prudent.  
 
Consistent with my Yen commentary later in this report, I believe that the Nikkei will decline from its 
present level, as I suspect the Shanghai Index will. The latter may and should rally thereafter, however.  
 
We will cancel the last comment if the cataclysm is underway now, and we'll know that relatively soon. 
 

GOLD 
 

Gold, like silver, has completed a Wave-2 correction. A Wave-3 higher lies directly ahead as part of the 
inflation-story. I forecast that gold will cross 2000 next year, and perhaps by a great deal.  
 
However, it could first suffer a more serious setback at $1,900 (GLD $190)  in the 1st quarter, if equity 
prices fall enough over the next 3 months.  
 
That decline would be completed within a quarter, I believe, leaving the 3rd and 4th quarters to its secular 
bull trend. 
 
With inflationary pressures collapsing the equity markets, we would have the onset of my long-since 
forecast period of asymmetry between markets that used to be co-directional, and vice-versa.  
 
This can refer to the Dow and commodity prices, or the Dollar and precious metals, or other asset classes' 
and markets' interrelationships. Recent reports have claimed that this phenomenon has already begun. 
 
Gold will be outperformed by silver, which commentary below gold traders should use for further clues as 
regards 2013's here-forecast price action. 
 
The 2-year GLD (gold ETF) chart immediately below illustrates (1) a reverse shoulder-head-shoulder  
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pattern (annotated by using "S," "H," "S"), (2) the uptrend channel since the head in June, (3) October's 
Wave-1 peak, (4) and this yearend's Wave-2 bottom. 
 

 
 

SILVER (SLV) 
 
"The hedge funds could not benefit from running up precious metals at yearend amid lower volume. It 
would have merely underscored a (their) failing of (not owning it in) 2012. 
 
"Having shunned the precious metals in 2012, I strongly suspect that the hedge funds will trip over one 
another (in January) to get gold and silver positions on the books as soon as possible.  
 
"The SLV's negative selling pressure (momentum) has peaked, notwithstanding the possibility of a decline 
that would follow a bounce over the next day. Any low must maintain the $27.50 area." 
 
The preceding paragraph has thus far proved to be prescient and I believe that a major Wave-2 is ending 
during this yearend period. 
 
"The following 3-year weekly SLV chart illustrates the approaching neckline, as well as the fact that the left 
and right shoulders are price-equidistant from the head (25.34).  
 
"We may also observe that the 2 down-legs from 34.08 are about equal ("c" = "a", in Elliott terms). Finally, 
the SLV is approaching the area of the 200-week moving average." 
 
Having come all the way back to its $29.00 neckline area, the SLV can catapult over corresponding gold 
price levels. 
 
That is, gold can get stuck at resistance levels that were achieved at different times than silver's key 
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resistance zones were developed. This is due to silver's peak having taken place at the end of April 2011, 
while gold peaked that September. 
 
Simply, while I believe that the GLD will get stuck at $180, the SLV can travel to $40 this quarter. Correcting 
in the 2nd quarter with gold, the 2nd half could take the metal to my previously targeted $60 - $70 zone. 
 
As I map out the coming year, please take greater heed in the price levels than the time periods.  
 
Note that directionality has been ideally identified in these reports, but the higher levels have been taking 
more time. For non-derivative investments, the price targets are most important.  
 
Meanwhile, the time-inclusive mapping of 2013's price level targets, creates several lucrative strategic and 
lower risk/higher leverage opportunities. 
 
FOR EXTREMELY HIGH PROFIT-TO-RISK-RATIO OPPORTUNITIES, BE ALERT TO ESTABLISH WINDFALL 
PROFIT SCENARIOS IN 2013, USING A COMBINATION OF CASH AND SELECT DERIVATIVE STRATEGIES! 
 

 
 

CURRENCIES 
 

There is a 79 - 81 trading range in the Dollar Index (DXY) (chart not shown this month).  
 
The Yen and Euro are pulling in opposite directions, thereby aiding the result of a DXY trading range that 
is bound to become a right shoulder top (81) or neckline support (79). 
 
The global game is the Currency Wars, which I have advised everyone to treat as the basis for determining 
what is each nation's leaders' perceived best interests (or their nation's best interests), to help forecast, or 
at least not be blindsided by dramatic turning points.  
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Fiscal Cliff, Spanish assistance request delays, German drama, and, finally, as another possible example, the 
propaganda that Britain's new Bank Governor Mark Carney is dovish. 
 
The charts below, then, hold keys to forecasting the equity market's movements also. 
 
The annotations on the 1-year Yen chart below are unchanged, from when they initially appeared to 
identify the summit, including the added commentary (annotation) at the lower high, while maintaining a 
target of 113 on the FXY (Yen ETF). 
 

The Yen ETF has now collapsed to 114.50. If a trader wishes to get out before the end of the week, selling 
half would be strategically understandable.  
 
Whether one sells 50% for their disciplinary or temperament's needs, I will officially close this trade closer 
to 110 on the FXY. 
 
One has already celebrated a windfall, if the December 125 puts around $1.25 were purchased. How much 
would depend on how much one would have sold when I wrote on December 4, 2012 that there could be 
a bounce. The FXY was just under 120 when written: 
 
"As the chart on the next page illustrates, there is rally potential to the 122 area. Indicators suggest that 
this is possible, without any effect on the probabilities of a decline to the forecasted 113 area." 
 

 
 
The euro ETF (FXE) 6-month chart follows on the next page. 
 
Since identifying the peak at 130.50 and the subsequent bottom zone around 126 (I had forecast potential 
to 125.50), I have remained mum. 
 
The FXE closed today at 131.27. I believe it is a short right here, using a close-only stop above 133. 
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Sid Klein 
 

LEGALNOTICE: 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. 


