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A very warm Season’s greetings to all our readers and best wishes for a healthy and prosperous 2011

The CitiFXTechnicals team

Please note that publications between now and the holiday period will be on an ad hoc basis. 

We anticipate regular commentary to resume in the New Year
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Overview

•In this note we give you our 12 charts of Christmas.

•These are the 12 most important charts (in our view) that establish a “starting point” for our 
views on markets in 2011.

•As always this is a continuing work in progress but the pages ahead give you a sense of our 
strongest core views as we head into next year.

The conclusions we draw as a starting point as we head to 2011 are:

•The DJIA/S&P to have an intra year drawdown of 20%+ and finish the year down a double 
digit percentage (13-17%)

•U.S. 10 year yields to rise to at least 4% and quite possibly back over 4.5%

•Commodities to rally strongly with Crude heading back over $100 and Gold above $1,700

•EURUSD to rally double digit percentage (11%) and the USD-index to drop about 8%

Note: All expectations in this document for 2011 are the views of the CitiFXTechnicals team. They in no way 
constitute official Citigroup views.
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The 1st chart of Christmas truly says to me, 2011 is not the year of E-quit-ies
Comparisons of DJIA 1929-1939 and NDX (Nasdaq 100) 2000-2010 has been our favourite for 7 years.
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DJIA drops over 80% from Sep’29 to July’32 (34 months) while NDX drops over 80% from Mar’00 to Oct’02 (31 months).
DJIA posts bullish monthly reversal off trend low in July 1932. NDX posts bullish monthly reversal off trend low in October 2002.
DJIA rallies for 56 months.(1932-1937) NDX rallies for 60 months(2002-2007).
DJIA falls over 50% over12 months (1937-1938). NDX falls over 50% in 13 months (2007-2008).
DJIA bounces 64% in 8 months. NDX bounces over 90 % in 13 months (2009).(Now up 118% off its low)
DJIA peaks and sees a renewed (choppy) bear market over the following 3 years (1939-1942) that ultimately loses over 40% from the 
1939 high. The 1937 high was not re-tested until 1946 and was not “decisively” left behind until 1950.

Note: The fall in 1940 began on 3rd January 1940 (a level never seen again that year). We saw a high to low fall by June of 28% and finished 1940 
down 13%. 
That move lower began in earnest 22 months after the strong bear market bounce that did not regain the 1937 peak.

?

Dec.1939

Source: Reuters, Aspen Graphics as of  December 14, 2010



CitiFX Technicals– Market Commentary

The 2nd chart of Christmas truly says to me ,1977, this is the move that we may see
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This chart has been running a very close 2nd for some time and is close to becoming our number 1 choice.

Note: The next decisive move lower after the 1974-1976 rally (21 months bounce low to high) began on 3rd January 1977 (Just as it did on 3rd

January 1940)

We saw a high to low move of 21% by October and finished the year down 17%

Rallies for 24 years from 1942-
1966(After the fall of 1937-1938, 
the recovery of 1938-1939 and 
renewed fall of 1939-1942 
mentioned in the 1st Chart of 
Christmas)

Rallies for 26 years from 1974-
2000 (After the fall of 1973-

1974-Very similar to the fall of 
2007-2008)

Falls away after 1966 peak but 
sets new high 7 years later in 

1973

Falls away after 2000 peak but 
sets new high 7 years later in 

2007

Falls sharply in 1973-1974 before strong bear 
market rally into 1976 peak.

Does not overcome 1973 peak in this bounce.

Falls 28% high to low with 17% fall in 1977 on 
closing basis.

Falls sharply in 2007-2009 before 
strong bear market rally into 2010 
peak?

Does not overcome 2007 peak?

Source: Reuters, Aspen Graphics as of  December 14, 2010
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The 3rd chart of Christmas truly says to me that this could be 1993

+161-Sept 
1992-Fed 
changes policy 
17 months 
later

+161-August 
2003-Fed 
changes policy 
10 months 
later

+161-Jan 2010-
Using average of 
prior periods, Fed 
policy change by 
April,2011?

-23 in June 1989. Fed instantly 
starts cutting rates. Housing 
crisis/credit squeeze/savings and 
loan crisis/deep recession

-27inNov. 2000.Fed cuts 
5 weeks later. Internet 
bubble blows up, 
Equities fall sharply and 
economy slows

-21in November 
2006- Fed decides it 
is different this time 
and sits on its hands 
for 10 months. 
(OOPS)

U.S. 2’s versus 
5’s curve.

Over a period of 2 decades + this chart has seen 6 major pivot points.

While the Fed reaction in 2007 was way slower than the prior periods, the unprecedented policy action that followed balanced this somewhat 
and the curve did exactly what it did in the prior 2 periods

• Historically a Fed policy change = a change in the Fed funds rate. Today it could be a language change (take extended period out of 
statement) or a change/suspension of Q.E. Given the housing/credit dynamic we are most focused on 1993-1994 here.
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Source: Reuters, Aspen Graphics as of  December 14, 2010



CitiFX Technicals– Market Commentary

The 4th chart of Christmas truly says to me that in 2011 a bear market in bonds we’ll see
T-Bond: End of a 27 year bull market?- Is it 1976 again?

Biggest bear market coming since surge in yields in 1977-1981? (When Fed kept interest rates too low for too long after severe housing, equity and 
economic downturn in 1973-1976.)
Time will tell. Price action at the peak of this channel is almost identical (mirror image) to the price action seen at the lows in 1981-1984
Below 113-113.50 would suggest an end to 27 year bull market
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Classic long term trend with acceleration at 
start and blow out acceleration at the finish

?

76.4% retracement

76.4% retracement

Source: Reuters, Aspen Graphics as of  December 14, 2010
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The 5th chart of Christmas truly says to me a $2000 Gold price will be E-Z

We remain medium term bullish – Bubble??? Not by historic standards

Gold has multiplied less than 6 times since the 2000 turn. This follows a downturn from 1980-2000 (20 years). Considered opinion is that 
in those years we had declining inflation. That is partly true and patently false. While consumer inflation declined (productivity, cheap 
goods from developing world exporting disinflation to U.S, low wage settlements etc.) we had an explosion in inflation in credit, Fixed 
Income, Housing and Equities. You do not hedge this inflation with Gold. You hedge it through leveraged buying of assets - which is 
exactly what we did. Even the Central banks of the World fell in love with the efficient market/FIAT currency model and sold Gold at the 
low.
Now as all these assets are deflating we need traditional inflation to devalue debt and restore some value in these assets. As a
consequence Gold is now a hedge against the wings (we either relate/inflate or we keep printing money with no success and end up with 
a fiscal credibility problem.) Either way Gold is a hedge against an uncertain outcome

1976-1980 multiplied 
nearly 9 times

1970-1980  multiplied nearly 
24 times

Source: Reuters, Aspen Graphics as of  December 14, 2010
Source: Reuters, Aspen Graphics 

as of  December 14, 2010
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The 6th chart of Christmas truly says to me that Crude at $100+ in 2011,will be

Repeat of 2002/2003?- Price doubled between 2003 and 2004. It also surged twice in the 1970’s

Fed eventually changed policy in June 2004. 
Inflation picked up sharply in 1978-1980 leaving us with 20% nominal interest rates,13% inflation and 7% real rates.

Pushed higher 
from converged 
21,55 and 200 
week moving 
averages.

Pushing higher 
from converged 
21,55 and 200 
week moving 
averages.

1973-1974

1978-1980

Source: Global Financial Data as of December 14, 2010

Source: Reuters, Aspen Graphics 
as of  December 14, 2010
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The 7th chart of Christmas truly says to me that the EURO will not cease to be

9

Two  USD bear markets compared- 1985-1995 and 2002-2012? (EURUSD as components and EURUSD today)

1985-1987

2002-2004

1988

2005

1989-1991-savings and loan and housing 
crises. Deep recession

2006-2008 credit/equity/housing 
squeeze begins

1992-1993:Exchange rate mechanism (ERM) 
in Europe implodes, to be eventually replaced 
by a fixed exchange rate masquerading as a 
single currency (EURO)

2009-2010:European 
sovereign debt crisis

USD downtrend re-emerges in 
summer 1993 and sees USD 
weaken from mid 1993 into 

early 1995

USD weakness into early 
2012?

Source: Reuters, Aspen Graphics as of  December 14, 2010
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The 8th chart of Christmas truly says to me that from USD-Index the market will flee
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1977-1978

1993-1994
2011-2012?

The USD Index fell nearly 8% in 1977 (housing recovery and a bear market in bonds)
The USD Index fell just over 8% in 1994 (17 years later when we also saw a bear market in bonds)
Same again for 2011 (17 years later) with a bear market in bonds again?

Source: Reuters, Aspen Graphics as of  December 14, 2010
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The 9th chart of Christmas truly says to me that a housing move like this we did before see

Is 1972-1975 the best comparison to 2006 - 2009?

Building permits - Up the 
escalator and down the 

elevator

Housing could be going back to a more range bound dynamic similar to that seen between 1975-1990
While there are significant headwinds to recovery here (especially if yields do start to rise), increased growth/inflation/employment  
expectations could stimulate activity if people start to fear they could lose out on the opportunity with housing at historically good 
affordability levels. 

Source: Bloomberg,  Aspen Graphics as of December 14, 2010
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The 10th chart of Christmas truly says to me that soon this may not be a jobless recovery

Initial claims remain the key- 1975-1978? /1993/2003?

Jan. 1977

The improvement in initial claims is not that different to other cycles and the initial claims versus yield curve dynamic suggest that a move 
below 400k may be the “heads up” for a more sustained improvement in the unemployment rate and non farm payrolls in 2011
Getting back to 4% to 5% levels anytime soon will be a stretch, however, given that those levels were achieved in a leveraged economy that is 
now deleveraging.

Source: Bloomberg,  Aspen Graphics as of December 14, 2010Source: Bloomberg,  Aspen Graphics as of December 14, 2010
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The 11th chart of Christmas truly says to me consumer credit is returning to normalcy

Consumer credit- 1976 on steroids?

Not a pretty picture and the core of the problem. The balance sheet. (Consumer/financial institution and Government)
The pre 1980 range may be the new normal for some time to come
Lower credit/leverage likely ensures sub par growth and employment picture. Therefore the question is - Will we take the pain? Our guess 
is that, no, we will not. Instead we will continue to look to reflate/inflate without showing monetary or fiscal responsibility.

The start - Leading 
into 1980

The middle-
1980-2006

The end - 2006 
to now

The new 
normal?

Source: Aspen Bloomberg, December 14, 2010
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What year is it? When we look at our 12 charts of Christmas we see that one period in particular shows up consistently (1976-1978) with the 1993-1994 
period a distant 2nd. We know what happened in 1977 and also what happened 17 years later in 1994. We now head into 17 years later again (2011) and 
our bias is that history gives us a good guide to what may happen next year. The *1976-1977* period is the only one that shows up across ALL of our 
instruments / markets analysed

What period is today most like? 1977 1994 2011 expectations

Equity market 1939-1940
Intra year bear market (high 
to low move over 20%).

Closed down 13%

*1976-1977* •Intra year bear market 
(high to low move over 
20%).

•Closed down 17%

Intra year bear market 
(high to low over 20%).

Close 2011 down +-15%

Fixed income *1976-1977* 1993-1994 •U.S. 10 year yields rose 
100 basis points in 1977 
and 800 basis points in 
1978-1981

U.S. 10 year yields rose 
over 290 basis points

Sharp move higher in 10 
year yields back to and 
likely above 4% and 
possibly 4.5%+

Crude/Gold *1976-1978* 1993-1994 •Crude surged in the late 
70’s and Gold multiplied by 
a factor of 9 between 1976 
and 1980. 

•Gold rose 22% in 1977

Crude doubled in price in 
the 1994-1996 period

Gold could easily head to 
$1,700+ and likely extend 
thereafter towards $2000

Crude to $100+ and 
possibly a lot more

USD *1976-1977* 1993-1994 •USDDEM fell over 11%

•USD-index fell nearly 8%

EURUSD (components) 
rose over 11%

USD-Index fell just over 
8%

EURUSD to rally 11%

USD-Index to fall 8%

Fundamentals *1976-1977* •ISM, consumer confidence, 
initial claims etc. have a 
very similar dynamic to that 
seen in 1973-1976

Data to improve but a 
struggle to get strong 
trending growth. Inflation 
concerns could start to 
materialise towards the 
latter part of the year

Housing *1976-1977* •Performed well in 1977-
1978 before getting crushed 
in 1979-1981 as Volcker 
raised interest rates to 20%

Credit overhang may make 
any recovery here more 
subdued than 1976-1978

The 12th chart of Christmas truly says to me that 2011 will give us lower Bonds, lower Equities, 
higher commodities  and a lower USD.

Note: All expectations in this document for 2011 are the views of the CitiFXTechnicals team. They in no way constitute 
official Citigroup views.
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This communication is issued by a member of the sales and trading department of Citigroup Global Markets Inc. or one of its affiliates (collectively, “Citi”). Sales and trading 
department personnel are not research analysts, and the information in this communication (“Communication”) is not intended to constitute “research” as that term is defined by 
applicable regulations. Unless otherwise indicated, any reference to a research report or research recommendation is not intended to represent the whole report and is not in itself 
considered a recommendation or research report. All views, opinions and estimates expressed in this Communication (i) may change without notice and (ii) may differ from those 
views, opinions and estimates held or expressed by Citi or other Citi personnel.
This Communication is provided for information and discussion purposes only. Unless otherwise indicated, it does not constitute an offer or solicitation to purchase or sell any 
financial instruments or other products and is not intended as an official confirmation of any transaction. Unless otherwise expressly indicated, this Communication does not take 
into account the investment objectives or financial situation of any particular person.

Recipients of this Communication should obtain advice based on their own individual circumstances from their own tax, financial, legal and other advisors before making an 
investment decision, and only make such decisions on the basis of the investor's own objectives, experience and resources. The information contained in this Communication is 
based on generally available information and, although obtained from sources believed by Citi to be reliable, its accuracy and completeness cannot be assured, and
such information may be incomplete or condensed. 

Citi often acts as an issuer of financial instruments and other products, acts as a market maker and trades as principal in many different financial instruments and other products, 
and can be expected to perform or seek to perform investment banking and other services for the issuer of such financial instruments or other products.

The author of this Communication may have discussed the information contained therein with others within or outside Citi and the author and/or such other Citi personnel may 
have already acted on the basis of this information (including by trading for Citi's proprietary accounts or communicating the information contained herein to other customers of 
Citi). Citi, Citi's personnel (including those with whom the author may have consulted in the preparation of this communication), and other customers of Citi may be
long or short the financial instruments or other products referred to in this Communication, may have acquired such positions at prices and market conditions that are no longer 
available, and may have interests different from or adverse to your interests.
Investments in financial instruments or other products carry significant risk, including the possible loss of the principal amount invested. 

Financial instruments or other products denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or value of an 
investment in such products. No liability is accepted by Citi for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained in or 
derived from this Communication.
Past performance is not a guarantee or indication of future results. Any prices provided in this Communication (other than those that are identified as being historical) are indicative 
only and do not represent firm quotes as to either price or size. You should contact your local representative directly if you are interested in buying or selling any financial 
instrument or other product or pursuing any trading strategy that may be mentioned in this Communication.

Although Citibank, N.A. (together with its subsidiaries and branches worldwide, "Citibank") is an affiliate of Citi, you should be aware that none of the financial instruments or other 
products mentioned in this Communication (unless expressly stated otherwise) are (i) insured by the Federal Deposit Insurance Corporation or any other governmental authority, 
or (ii) deposits or other obligations of, or guaranteed by, Citibank or any other insured depository institution.

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside of Citi. Any statements in 
this Communication to tax matters were not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of avoiding tax penalties. Any such 
taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.
© 2010 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are 
used and registered throughout the world.

Disclaimer
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