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December 4, 2012 

 

Note: Today's most important section may be the VIX, as the volatility "phenomena" are 
causing unprecedented pricing models for volatility globally, affecting market behaviour. 

 

NEW YORK 
 

  November 4, 2012 
 

"Friday's rally to just under 12,300 completed Wave-2 and is set now for a collapse, with 
a Dollar breakout spurring it on (see DOLLAR)." 

 

"Last month, I reminded that my ideal maximum Dow peak of 13,750 may have 
been satisfied with the top at 13,656. Now, I am saying that Friday's level just under 
13,300 marked the end of the countertrend rally, with levels at ~12,000 and ~11,500 
below, perhaps fast." 
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Concludes in next section. 
 
VIX 
 

 
 

The comments that precede the chart above refer to levels from which the Dow 
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subsequently fell sharply. However, for those involved with volatility premiums (see VIX), 
the exercise was painful, if timing was linked to common volatility pricing.  
 
The Dow should now decline to the 12,700 - 12,800 area to complete a Wave-
B that would be followed by the above-contemplated final rally to slightly 
higher highs than those seen yesterday. 
 

EFA 
 
With potential to 51.50 or so, the EFA has likely topped, following consecutive candlestick 
sell signals that were accompanied by sundry deep overbought readings, the non-
divergence of the latter notwithstanding. 
 
Key European indices such as the Big-3 (German DAX, London FTSE, France CAC) all 
reflect major triple-tops. Meanwhile, the Nikkei also appears to have spent its firepower, 
which is key since Japan represents 20% of this index, which is otherwise dominated by 
Europe. 
 

 
 

VIX 
 
On this occasion, our focus is on volatility and its costs everywhere, in most asset 
classes and markets. 
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The unintended consequence of economically unsupportable monetary policy has been 
to create volatility, which leaves only the pricing of it (volatility) to be suppressed.  
 
Importantly, the fear of letting fear indicators go up, is that it can usher in what was 
feared with greater force (I knowingly repeated fear 3 times). So, precious metals 
rallying will generally correlate to rising VIX levels, as the accelerations in each will find 
causes in the same roots. 
 
Regarding volatility and its pricing, in sum, if one can't suppress the indicator of panic 
(volatility), then one can attempt to suppress the volatility of its pricing. 
 
The short version regarding something very technical (and esoteric) is the following: 
People (like me) have been right and wrong at the same time, due to heretofore unseen 
phenomena. Due to negative interest rates, temporary artificial and widespread central 
bank currency and interest rate manipulations, a mathematically extreme improbability 
has occurred. 
 
Specifically, implied volatility premiums are trading for less than historic volatilities.  
 
Analogy: When gold soars, due to panic, coins, for example, go to ever-greater 
premiums to their weight's value. Now, imagine a bizarre world where gold soars, yet 
the DISCOUNT of coins' value in weight were to increase (after the dissipation of the 
premium).  
 
That is the kind of mathematically unsustainable (in the New Year) inversion that we are 
seeing in option prices. It is absurd and driving grown men nuts. Simply: Volatility is 
increasing, but the cost of volatility is falling. This has killed option prices.  
 
Today's unusual condition causes one to perhaps adapt in favour of near-money or 
even in-the-money options, and then sell without expectation of premium expansion.  
 
One simply sells when one would otherwise sell the security, without a customary 
expansion of premiums at the end of the move.  
 
However, remember, ordinary pricing models will return in the New Year, and, in fact, 
premiums will run to opposite extremes. The different strategies and trading styles are 
only required for a month, from this point in time. 

 
This is an example of how to respond to low premiums. I wish I had figured that one 
out earlier.  
 
In any event, as with prior major tops, the cash VIX's bottom will have led the peak in 
the market by some months. The cash VIX bottomed in August, with higher lows since 
then, and the VIX futures likely just bottomed, suggesting that the contango have hit 
their lowest levels as well.  



5  

 
Nothing could make put purchase more appealing. When Wave-3 to the downside 
commences in earnest later this month (I suspect), the swing effect in premiums will be 
insane and unprecedented, save perhaps for 1987. 
 
 

 
 

NIKKEI 
 

October 7, 2012 
 

"The rally has indeed occurred, leaving a corrective Elliott a-b-c pattern in its wake, 
suggesting that the decline may resume. 

 

"However, my suspicion is that the Nikkei will rally to the upper trend-line of the 5- 
year chart below. The Nikkei would do so on the strength of BoJ printing, thereby 
creating another international "sold-to-you rally. 

 

"In the global calamity of 2013, the Nikkei could smash to 5750 (as it tends to 
overshoot), upon breaking the 2008 bottom." 
 
On page 6, please find the 5-year chart which appeared in the October 7 issue. 
Note the downtrend channel that connected the peaks.  
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I have written that the line intersects a level around 9400. The second chart on this 
page is a 1-year Nikkei graph which shows the attainment of the 9500 level. There is 
NO reason to be in this market, perhaps ever again.  
 
A perfect a-b-c is in place since the August low, creating a textbook pattern. Now, after 
having cut the position to 50% due to a smell of a peak sooner than later, we are out. 
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SHANGHAI 
 
 November 9, 2012 
"Instead of massive stimulus to come, smart investors will eventually figure out that the 
"signal or buzz phrase" in China's case may have been the promise to crack down on 
corruption.  
 
"The Shanghai Composite may be rolling over to the downside, taking its place in 
this initial phase of the global equity markets' meltdowns. 
 
"Since "fighting (major) white collar crime" will have been the game-changer there, these 
last chunks of printing truly were for a sold-to-you rally."  

 

 
 

Simply, I tuned into the common and clichéd error of betting on China due to a need for      
massive stimulus and the fact that it had been the worst performer of the past year.  
 
However, I then had an epiphany about this new boss and what he may be all about. 
Whatever happens, it's not worth playing a mysterious game (Shanghai) when there are 
cleaner fruit to pluck. 

 

SILVER 
 

October 7, 2012 
 
"The interpretation is a down and dirty violent shakeout that rids the market of late- 
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coming retailers, followed by a streaking pattern that technicians don't understand since 
the Waves are obscured by the pattern's speed." 
 

Previously, I viewed the rally that ended at $34.08 on the SLV as being the completion of 
the rally that began in the summer. In fact, that rally ended at the beginning of October, 
and what we have been in has been a wave-2 decline that is ending very soon. 
 
The subtle difference in wave interpretation makes a world of technical difference. Simply, 
a wave-3 follows and, by definition, this means that a monster rally lies ahead. I won't 
even bother affixing targets to it. 
 
What is key to note is that the scenario that has unfolded is one in which the greatest 
number of traders who could get screwed...will have gotten screwed. 
 
Those who bet on the ever-popularized seasonality pattern are roasted. They're out. 
 
Meanwhile, silver has greatly outperformed gold, while the wave counts for each metal 
are the same. Notice how primed, then, silver is for a parabolic move higher; gold's lift-off 
will have been from a more normal level after a deeper correction.  
 
Silver smells sweet. Watch out.  
 

 
 
July 1, 2012 
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"The market could be stunned to discover how quickly the SLV rallies to $39." 
 
Support for a conclusion to this move lower rests in the 30-31 area. I believe that the 
SLV will hold at higher levels within that zone but, with the present cheap price of 
volatility, it would be foolhardy to be too picky about entry levels.  
 
Accumulation at good option premium levels makes sense, even if one is just trading 
the cash SLV, using premiums in that case as a contrary indicator for entry purposes. 
 

GOLD 
 
The 1-year gold volatility chart (GVZ) (page-9) has reversed up sharply, amid this 
most recent spike decline. The GVZ generally trends with gold in the same direction, 
while first reversing higher when the metal flushes out. 
 
After testing ridiculous levels, the GVZ has reversed sharply to the upside. 

 

 

 
The 1-year GLD chart below illustrates the same wave count as the SLV, underscoring how much 
silver appears to be setting up a parabolic move to the upside.  

 
The GLD has support in the 160-162 area, suggesting a worst case of $20 - $40 lower. I 
doubt that gold will see the lower end of the zone, as I suspect that GLD $162 will hold. 
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CURRENCIES 
 

Yen 
 

October 7, 2012 
 

"I reiterate my view that the 1-year FXY (Yen ETF) chart on page 11 could be 
crushed to 113." 
 

"...where the ever-mysterious Japanese are concerned, they always do what they say, 
only well after they have made the intentions known. Then, westerners completely lose 
track and get fooled yet again." 
 
While noting the cheapness of December puts, I explained that the low volatility cost was 
occurring simultaneous to the highest probability reading for a peak yet. That is why 
December 125 puts were about $1.25, while the FXY was trading around 125.  
 
At the low Friday, that option was more than 6 points in-the-money. This is an example of 
how to respond to low premiums (see VIX above). 
 
Today's unusual condition causes one to perhaps adapt in favour of near-money or even 
in-the-money options, and then sell without expectation of premium expansion for a 
customary clue of a peak in the underlying security.  



11  

 
So, one simply sells when one would otherwise sell the security, without a customary 
expansion of premiums at the end of the move.  
 
However, remember, ordinary pricing models will return in the New Year, and, in fact, 
premiums will run to opposite extremes (as per usual). The different strategies and 
trading styles are only required for a month, from this point in time. 
 
The following 1-year Yen ETF (FXY) chart from October 7 is reprinted here. 
 
The pursuant chart on page 12 reflects the updated action. 

 

 

 

 

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. 
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Euro 
 

 



13  

 
October 16, 2012 

 

"...hence a final push to the 130-131 area to get rid of the fickle traders." 

 

November 4, 2012 

 

"Since the latter sentence, the FXE rallied to 130.50 the very next day, subsequently 
reversing to 127.44. 

 
"Having identified the perfect peak, I am emboldened in my view that the FXE will test 
a new low at ~119, with good support for a bounce from ~125.50 to which we 
are presently en route." 
 
After nailing the peak of this currency as well, the target area for the initial pullback 
level was also achieved, having stopped at 126. 
 
Now, the euro has retested the 130 area. The peak has already been seen, or we can 
move to 130.71, plus or minus .20. Thereafter, I still expect a move to slightly under 
120. 
 

Dollar 
 

 
 
October 7, 2012
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"Beware of old relationships between the Dollar and the precious metals, if not the 
commodities in general (note this week's smash, ex the PMs). With the advent of 
eternal QE, the relationships to gold and silver mean as little as the paper." 
 
Indeed, the Dollar has not been affecting the precious metals in any customary fashion,      
neither regarding positive nor negative movements (as we saw today, for instance).  
 
Before the avalanche of global printing got going in earnest, I commented that an 
equilibrium among the major currencies will have been achieved in the most bizarre of 
fashions.  
 
As the DXY reflects a trading range, this appears to very much be the case. Until 78 or 81 
is broken, the trading range is in effect. 
 
 

Sid Klein 
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