JAPAN ASIA INVESTMENTS

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
CRASH & BURN
July 20, 2002

This week’s letter is not about a Country and Western band (though I’m sure someone will pick up on the bearish theme). It is about the death throttle of a secular bear market, the best exit/response to which is the same etiquette afforded the opera: Be perfectly on time or early. More on this may be found in the New York section.

TOKYO:

NIKKEI/DOW RATIO: Queries about whether I was serious last week when I postulated Nikkei 24,000 are best answered thus: The Nikkei has rallied 20% vs. the Dow from that ratio’s low early this year when Sid Klein’s Weekly Comment (SKWC) recommended that position-trade as the best risk/reward, investment/trade in the world this year.

No one believed that the Dow would collapse as the Nikkei rallies or stays the same before rallying (higher highs and higher lows as the Dow makes lower lows and lower highs). Once again, can you afford to doubt this SKWC secular market call, an investment vision that is focused on DDOVS (see previous issues) and GOLD?
VENTURE CAPITAL: everything is proceeding as forecast in a variety of areas of change. A noteworthy one that should occur this year is the lifting of minimum capital requirements for starting new companies. The explosive action in the future will come from Asia. The same is true of public equity. Get used to it. 

NEW YORK: 

SHORT SELLING: Now that the Dow has in fact tested last September’s lows, the public is being advised to short sell. Unbelievable. The investment industry turned stockbrokers into fund salesmen and no one has the expertise, knowledge and money management experience to be able to perform such a specialized task. It’s good to know, nonetheless, that Wall Street is looking out for you.

STOCKS: Big names pulled Nasdaq tech stocks lower. Everyone’s a crook. Valuation isn’t anywhere close to historical norms. The perma-bulls don’t know what happened to their NEW PARADIGM. It goes on and on. To understand is to be guided correctly.

All readers are spared the 2 ½ - year bloodbath of this market. Readers that chose to, also avoided the recent beating in GOLD stocks (see below). Those who knew how to or had access to professionals capable of shorting stocks have benefited. Those using such facilities or leveraged instruments (i.e. – NIKKEI/DOW RATIO via futures, LEAPS), in other words, those positioned for the longer term, should focus on the recent warnings that we could be at 4,000 faster than anyone believes. I was the first to project 6,000. Too many joined that number and so I decided to work with my major support number. That is only 4,000 for the Dow. Expect that number to be popularized. Where was everyone, though, January 13-14, 2000 when SKWC announced the beginning of the Great US Secular Bear Market?

CONCLUSION: The secular, cyclical, intermediate and short term trends are down. Any July (sub-cycle) bounce means nothing next to the damage caused. By being in cash or in stable securities whose relative valuation skyrockets as Western markets crumble (i.e. – DDOVS), one has done very well. Should investors have created fortune by profiting from the CRASH, then that’s superb. 

Cyclical support is at 4,000, with intervening rallies. All trends are badly down and there is absolutely no completion in any of them. Once again, if the time cycle support at the beginning of the 2nd quarter was so terrible (see “previous comments” section in the website), then any sub-cycle is of no consequence except to the most short-term of traders who, for such an occasion, would use a particularly tight stop. The secular and cyclical forces are far too enormous and have been for 2 ½ years. SKWC readers are and have been aware of this throughout. 

The brokerage firms put everyone into mutual funds and tech stocks. The tech money is trapped the way investor money was in Japan. SKWC forecast that the US would have to emulate much of Japan’s experience. Western arrogance refused to accept it.   The public has not unwound its index funds. That will be far closer to complete at Dow 4,000.

DOLLAR: We reported not that long ago that the Euro was 10% off its lows. The Dollar beating continues. Now, we can say that the Yen in almost 20% off its lows. It is true that the Yen is coming into technical resistance but, after 20 years, I have learned that currency trends are different. There is no telling where the Dollar collapse may take a breather but we can say this: Should GOLD accelerate over $340 (see below), the Dollar will crumble. 

GOLD: SKWC forecast and identified $325 as key resistance for the metal. Simultaneously, you were informed, repeatedly, that GOLD stocks have been leading the metal and that the equities were wildly ahead of themselves (SKWC was quick to point out right at the recent peaks for GOLD and GOLD stocks that brokers were recommending GOLD equities, in much the same way as they are now discovering the merit of informing the public of short selling, that about which they know the least). 

The securities community’s pathetic sense of timing notwithstanding, juniors or stocks highly leveraged to the price of GOLD (SKWC’s favourite group, after DDOVS) have been cut in half. A stock like Barrick (ABX) is down 30%! Such re-positioning (trading), for those capable of it, can play a major role in leverage creation. Sidestepping pullbacks is only appropriately attempted the way we did it. Sell when there is extreme overvaluation, the story is now in (rather than out of) vogue and the metal itself is coming into resistance. Overvaluation (discounting) means, don’t forget, that one can get back into the tradable (many investors have core positions and a certain portion that may be traded) stocks sold with little or no damage, if the metal breaks out.

In any event, these pullbacks have occurred and patterns are not resoundingly bullish, suggesting yesterday’s $6 spike was short covering related. 

In short, GOLD could still pull back to $305. It doesn’t matter. The major secular trend is up. For those stocks that have suffered pullbacks, acquisition may commence at any time that one wishes. If GOLD breaks over $340 meaningfully (degree, volume, global circumstances, pattern, etc.), an absolute eruption could get underway. It does not make sense to risk missing the bigger trend. 

SUMMARY: SKWC (formerly SKDF), nailed the extremes of all the appropriate markets (see below). Therefore, what would possess us to change our minds? The hard work of waiting has been done. Now, “the trend is your friend”, since you are on the right side of the market: Long DDOVS, GOLD, GOLD stocks, Yen, Euro, selected, restructuring-related Tokyo real estate, Montreal yield-related residential real estate.

Sid Klein
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