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Economic Turnaround

(Domestic!) 

June 9, 2002
Three years ago today, I addressed the Quebec/Japan business Forum to elaborate the bullish case for Japanese private and public equity. Having identified the PERFECT orthodox (see below) low of the Great Japanese Bear Market, the speech described how to best position oneself for what has come to be widely known as Big Bang. 

The speech’s theme was that, in the future, Big Bang will have been recorded as the greatest financial event and evolution/revolution in the history of world markets. Informed analysis of events on both the private and public equity scenes has been and continues to be (more than ever) profoundly supportive of the then-made bullish case.

TOKYO: Large manufacturer sentiment is up, along with its moving average, suggesting a rising Tankan survey in the future to come. 1994 and 1998 led to big rises in this indicator that bottomed much higher recently than at the ’98 low. This is still more support for the thesis about which I have no doubt, that 1998 was the orthodox low in the stock market, as opposed to 2001. As well, taking off from these levels suggests the stock market could be as powerful as the Dow is weak (see below). 

Above all, this bodes extremely well for the investment theme of supreme choice of this author, that being Domestic Demand Oriented Value Stocks (DDOVS). Why? The economic indicators of greatest strength are in the areas of domestic and private demand that is rebounding smartly. 

LEADING ECONOMIC INDICATOR (LEI): The most recent LEI has just come in at 72, the 4th month in a row that the indicator is above 50, confirming an economic recovery (see April 20 comment). Exports are up but the biggest stories are on the domestic front, as repeatedly forecast. The 6 positive indicators included inventory adjustment and even consumer sentiment! Consumption is improving better than expected along with other domestic indicators. Moving averages are positive, further supporting a bright future.

SKWF nailed the September market low and then wrote, at the beginning of this year, that the economy had just bottomed (past commentary are available in the “previous comments” section of the website, www.sidklein.com). In both cases, the mood was utter gloom. SKWF also stated that the investment community would be upgrading their economic forecasts throughout the year, baffled.

The most recent upward revision by major institutions for GDP growth is to 0% from –1/2%!

The final “cherry on top” stems from a review of stocks last purchased back a bit before leaving the brokerage industry in 2000, near the US peaks. Many are flat to up over 20%, with 2 ½ dogs. Assuming one did nothing during this time of crash in equities since early 2000, one has, in general, outperformed, to say the least…most certainly so when compared to US stocks that have generally been caught in an utter bloodbath. 

Life has been, and continues to be, most kind to us.

NEW YORK: Melt to your heart’s content. The break of the intermediate term (late March/early April) bottom to under 9600 signals extreme weakness. The fact that the cycle low could yield nothing better is dangerous. The market pressure was up for 2 months but could not travel far. 

As reported last week, sub-cycles suggest June will be bad. Boy, was that proven correct fast. The preferred scenario outlined in March is coming to pass. The cycle low will not yield to new all-time highs and once the summer is past, the world will be shocked by how bad it gets for the Dow. That index, en route to 6,000, will make people use their hands for a change in creating Christmas presents. The up-cycle pressure of July – August should be seen as a final chance to escape for those who stubbornly did not pay heed on all the other perfectly timed occasions.

DOLLAR: The Yen and Euro are in bull markets of secular stripe. This is a natural condition for a bear market is US assets (see above and last week’s missive).

GOLD: No change from last week. 

One ought to be on guard for lofty prices in the particular equities that one may wish to purchase. These pages have consistently promoted the ownership of a portfolio of gold equities that are highly levered to the price of bullion, for those for whom such a strategy is appropriate. The nature of Joe Public is to wait ‘till everyone else is doing the same. Regrettably for JP, that means paying lofty prices, which he has now done. Therefore, watch out. 

The first major target of $325 has been achieved and gold stocks, as repeatedly discussed, have been ahead of the metal. Still, looking for prices well above $500 down the line, one’s gold portfolio ought not to be liquidated altogether, as much as modified. 

What is key is the mixture. 

There are worthwhile securities available that are linked to the metal, others that are larger gold company equities and still others that are smaller company stocks that are levered to the price of gold, such as those that have consistently been recommended for consideration in these pages. The latter 2 categories discount the 1st (the metal itself). 

It has been the mix that I have advised considering changing, in noting that the strength of the stocks have been discounting higher bullion prices. There may be a shorter-term consequence, then, for certain equities in the achievement of our first significant bullion target level that stock prices correctly forecasted.

Beware the mix!

And remember: There is value in loneliness. 

Sid Klein
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