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SPECIAL SKWC NOTE: The November commentaries onward (see “Previous Comments” section of the website), explained that the Dow’s collapse and lows in September were easily identifiable (for that very time window) based on an obvious Elliott Wave crash pattern unfolding within easy distance of a support zone that had been often tested for 2 years (10,000). Since September 11th was not a discountable event, the collapse, like all collapses, was ultimately economy-based. This has proved to be correct based on the Dow dropping under 9,000. Simultaneously, the DOW had peaked January 14, 2000 and the NASDAQ topped 2 months later near 4700. The preceding was key to understand so that it could be clear that what we were/are seeing is within the dominance of a bear market that is “tidal” in nature. 

Therefore, no reader was fooled by any rally, neither to 10,600 nor 10,400, especially with the benefit of the wise comfort offered by a sideline seat. That seat offers the calm perspective that calm allowed us to view the sequential effects of the K-wave, both within the stock market and economy (see last week’s letter). Simply, the DOW must reflect the fact that the destruction of individual wealth has been an integral cause of the pain in the economy, consumer spending and investment. In the financial sector, why would brokers be surprised that there is no liquidity left; that trading is institutional and pro-based? SKWC forecast at every available occasion that the collapse of stocks commonly held by the public would be, to the economy, a final blow to tip it over. 

As often expressed in SKDF/SKWC, everyone’s looking at the Dow while holding the NASDAQ (new economy). How many market participants believed these oft-repeated messages? How many were permanently conditioned to buy and hold (especially if the Dow were still held up)? Where are the media icons that stood behind the bull market and all its implicit ills that have destroyed so many financially? Who is warning you that large cap unwinding (i.e. – fund indexing) hasn’t cleared through the market? Remember, the last stage of selling involves public capitulation. We are still in that middle phase, that period of lower volumes due to the holding phase of investors. 

The US economy burst, not due to higher taxes, but something with similar effects: Being taken for a ride in the stock market while the Dow was held up to sucker folks in. 

Everything must have its day. Manipulators are not folks who try to change the unchangeable (as that is impossible), as they would have us believe. They seek to position themselves for and profit from the inevitable collapses. Massive leverage in the system in the form of mutual funds will have led to every imaginable collapse. The unwinding of leverage can go in either direction too, however. 

Different manipulative forces have held GOLD down for 2 decades. There, too, the unwinding of leverage (in this case, arbitrage) will have yielded to an explosive bull market in bullion whose first stop will be soaring past at $500 (see GOLD below).

SKWC has supported people to remain out of harm’s way and be positioned with strength, ingenuity and creativity in the realm of capital preservation and creation, with or without leverage, regardless the market.

TOKYO: The Kondratieff Long Wave Cycle, in the context of the great deceased climatologist Dr. Raymond Wheeler’s work, suggests a massive shift in dominance from West to East. We saw some proof of it when a 130-pound (I believe) Mr. Kobayashi of Japan broke his own world record by consuming 50 hot dogs within 12 minutes at a July 4 competition in New York. That certainly made everyone’s day.

Apart from this, the NIKKEI remains relatively firm around the 11,000-level. At the same time, the DOW, by breaking under 9,000, has proved that the stock collapse of last September was a financial event. Meanwhile, the NASDAQ broke 1400. Still, even the NIKKEI is holding up well and many DDOVS are holding onto extraordinary gains since last fall, while remaining above their (multi-year) all-time lows. 

Japan is the place to. Note the incredible relative strength since SKWC identified the lows to near price perfection in the NIKKEI/DOW ratio. 

Many DDOVS boast of lows that are years old now! How many believed at 4700 that the NASDAQ could fall to 1400? C’mon, how many of us are left who believe(d) in the 90% (stocks or indices) rules out there? Well, imagine you were kept out of the NASDAQ from the 1st quarter of 2000 and bought the good survivors near all-time lows with great value, while in up-trends, 13 years later. That’s the service of SKDF/SKWC. Many stocks in Japan – in the DDOV class - offer this very scenario at this time, despite the clarification that has since occurred in the marketplace, indicating indeed that the economy has bottomed and that this is, in fact, the best risk/reward investment theme (DDOVS) that I see anywhere in the world, as SKWC has reported so often. 

NEW YORK: 

THE FLEECING OF THE PUBLIC AND MORALITY:
The first book I ever read on the markets 20 years ago last month, described the various characteristics of bull and bear markets. Bear markets are marked by expressions by politicians in Washington scolding Wall Street. The WorldCom affair has given politicians plenty to scold about, including George Bush. Congressional hearings regarding a debacle that exceeds Enron’s in different respects, is indeed bear-market material. Or does the “New Paradigm” spare everyone from that, too?

CNBC aired a special on Thursday that pointed up the fact that the SEC and the various legislators are so understaffed as to be able to perform any semblance of reasonable minimum functionality. The same thing happened in Japan. Corrupt legislators, serving business interests cloaked in political garments, have paved the way for the criminals to both commit and get away with the crimes. The naïve public in the US does not even ask itself about and insist upon the right to access the judiciary as part of basic democratic freedom in attempting to resolve client claims that are not satisfactorily resolved in arbitration. Here, even the rental board (tribunal) does not have the final say as a renter has access to the courts. 

The only 1 of the 4 CNBC interviewees defended the system with rigour to be reassuring to the public. That party represented the NASD that is funded by the brokers.

No democratic government may broker away its authority. When authority is brokered away, it is at obligation’s expense. When the government’s obligation to the people is compromised, be certain that there will be someone near who benefits from the foreseeable chaos. A democracy, among other things, is a system that cannot be corrupted by politicians selling nationalism for corporate gain. Perhaps one should question: Is the speaker a politician or businessman?

The utter unenforceability of SEC and most crucial legislation is by design. If the mayor of the town is a crook, he won’t fund cops.

STOCKS (Nailed Again?): 

“The forecasted low for the end of June or 1st week of July may have been achieved. It is noteworthy that the latest news did not take the market to close under 9,000. Whether there is a brief flush out this week or not, July should offer the markets reprieve from the bear. However, the weight of the evidence has shifted to the scenario of a Dow incapable of rallying beyond July. August – September may be a CRASH, rather than Just September, as was more likely earlier”.

The quote from the previous paragraph (see last week’s commentary) appears to have been actualized with precision. The Dow briefly flushed-out to under 9,000 and then exploded at the very end of the week. SKWC HAS PERFECTLY FORECAST AND IDENTIFIED THIS INFLECTION POINT AS WELL.

Again, the market started the week as a horror show and then reversed and exploded. In the first quarter, however, SKWC forecast a time cycle low for the end of March – 1st week of April. Generally speaking, SKWC nailed it. The fact that the Dow didn’t explode right away but, remained weak instead for the 1st half of April, made it evident that any rally in the short term would soon be overwhelmed by far larger tidal forces. 

Having learned from the preceding experience, one ought to be even more adamant about remaining aware that a rally could be from “anywhere to anything”. The Dow’s short-term strength that I have forecasted for July may be, for example, from just under 9,000 to 9,800 or 10,200, or something similar. The main point is that ALL (secular, long and intermediate term) trends are negative, except for short-term sub-cycle support. Fortunately, readers of SKWC are completely out of Western securities since the 1st quarter of 2000 and are only involved with GOLD, GOLD STOCKS and Domestic Demand Oriented Value Stocks (DDOVS). Selected REAL ESTATE joins GOLD in the physical asset class category.
DOLLAR: The YEN printing drives folks to buy GOLD, yet, the YEN is preferred among paper currencies. Strength is consistent with strong DDOVS. Strength in multi-nationals was consistent with YEN weakness. Now, the YEN is repatriated back to Japan and into Japanese assets, beginning with the most defensive classes of investment (see Oct. 17, 1998, Globe and Mail). Note that Japanese have been buying GOLD.

GOLD: Note paragraph 5 of this letter’s 1st section. Understand that the effect of that artificial suppression of the GOLD price means more than one thing. It means that the bull market in GOLD will last longer and go farther than anyone can presently guess. It also means that GOLD stocks have done exceptionally well, outperforming the metal, for good reasons, among them:

Even if discounting, imagine, $30 per ounce, what does it mean for the big money capable of patience that is seeking the leverage of equity, if GOLD at dramatically higher levels is anticipated?

The equity markets are freer and diverse. Where they are not so free may be in the positioning of gold stocks for the personal accounts of those who are aware of the coming unwinding of gold sell-leverage by way of privileged knowledge. A conclusion may be that “smart-money” is helping GOLD stocks to remain well ahead of the bullion. 

The coming eruption in GOLD will be abetted by higher commodity prices. The world is in for a shock. Commodity prices will not rise due to strength in the economy but due to the condition of a lack of available alimentary means against an increasingly dry climatic backdrop that coincides with unmanageable population growth (a decline in growth rates will mean nothing for this planet now). The most terrifying of outcomes awaits us: Hyperinflation based on government insolvency concerns.

“Consistent with counter-cyclically bullish Asian equity markets, gold and silver are in massive bull cycles”.

This message from last week’s letter is easy to understand. The Japanese themselves are turning to GOLD due to waning confidence in fiat currencies (see last week’s comment). Meanwhile, Japanese stocks run counter to New York. Japan was a cause of deflation of deflation in the ‘90’s without risk of government failure. Others, however, are not creditor nations. The ‘00s will have made the ‘90’s truly appear to have been a financial picnic.

REAL STATE: 

LONDON – TOKYO:
Last week’s letter reiterated that real estate in Japan has bottomed. The bottom is not new anymore but, at this point, is most useful for those profiting from the restructuring game wherein the bad assets are disposed. One, for instance, would not seek yield in the housing market. This is more precisely so in Tokyo that remains very overpriced by international standards.

This seems to be far truer of London where people are leaving the city as a result of lofty prices. In truth, on the whole, major Western cities have greater real estate concerns than Tokyo.
MONTREAL: 

One major exception is Montreal real estate. The offers on many properties have spiked as much as 25% over the last 3 months alone. Coming off of a long base, property prices have entered acceleration mode in Montreal. Rental rates have rocketed where possible (rent control) in short order and often offer above average yields (shrinking daily), along with growth prospects. The slow and smooth up trend that developed over the past 2 years was and is supportive for dramatic and sustainable growth. Twenty-five years of relative bear market during the best of times has created pent-up demand and interest for which the political climate is now amenable in Montreal. Vacancy rates are under 1% and prices should remain in an acceleration mode. 

I could not believe that we had people living in temporary shelters as they awaited their homes on or after the July 1 moving day (July 1st is moving-day here). This also reflected in strong turnover at the lower end of the rental market. That turnover reflects Montreal’s wealth creation and suggests higher rents resulting from the turnover. 

Buyers should be aware that interest rates have already commenced upward and are expected to continue higher, by both government and financial officials. 

SKWC MISSION (SUMMARY): In the search for assets of value, one most know where to look. The promise of SKWC is to always attempt and work to offer creative solutions in the search for the means by which to preserve capital and unearth value-based assets, as well as those that may or may not offer leverage also. The intent of this service during an on going period of financial crisis, is to continue to offer a reader a sense of guidance, whether he/she is using these commentaries with respect to markets or one’s own private affairs. One must know where to look in terms of asset allocation and then in terms of investment type. 

How well have the folks you read and know about been doing in these analyses?

· Since $280-285 we have repeatedly sung the glory (and value where bullion itself is concerned) of GOLD and GOLD STOCKS levered to the price of the metal. The YEN and EURO are the paper currencies of choice.

· Otherwise, SKWC only supports Japanese Domestic Demand Oriented Value Stocks. It is nice to know to invest in Japan but how best to do so is another matter. Many factors, including macro ones, are at play. There are stocks that offer superior protection during downdrafts that, simultaneously, are profoundly sensitive to an eruption in Japanese share prices. Many of these stocks are now years past their all-time lows to date, more than a decade from their peaks from which most had fallen 90%, or so.

· In Western equities we are out. Period. After 2 ½ years, the secular and long-term analyses remain steadfastly bearish, notwithstanding the timely intermediate or short-term market forecasts (Dow) made in these pages. 
· A hard asset of choice is Montreal property and selected Japanese real estate that is acquired for a specific, strategic purpose. Japan restructuring related investment themes may be treated as para-real estate investments. GOLD and GOLD related securities round out investment from the hard asset class.
SKWC believes that readers have been kept out of the worst markets in the world and in the very best ones, be it hard or security form assets.

Sid Klein
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THE COMMENTS ABOVE ARE BASED ON DATA BELIEVED TO BE ACCURATE BUT NEITHER ACCURACY NOR COMPLETENESS CAN BE ASSURED. NO RECOMMENDATION TO PURCHASE OR SELL SECURITIES SHOULD BE INFERRED AND READERS ARE STRONGLY ADVISED TO CHECK WITH FINANCIAL COUNSEL AS TO THE APPROPRIATENESS OF ANY TRANSACTION FOR THEIR ACCOUNT. BARRING THE AUTHOR’S EXPRESSED PERMISSION, READERS ARE PROHIBITED FROM COPYING OR SHARING THIS LETTER BY EMAIL, FAX OR ANY OTHER MEANS.

