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KONDRATIEFF NOW: Without being psychic, it is impossible to know how to understand or forecast economic and market events with relative precision without knowing where the world economy is in the context of the Kondratieff Long Wave (KLW) cycle. This clear and detailed economic, scientific sequence offers the bird’s eye view, map AND compass. A cycle describable as a sequence, the KLW allows market participants (navigators) to follow what must lie ahead, given the landmark just passed.

Kondratieff’s work is to economics what the Elliott Wave is to the stock market. For over 20 years, the K-wave has been the guiding light by which I have been able to be in synch with the economies and markets around the world. As the secular CRASH in New York unfolds, it will be worthwhile each week to look at how the K-wave is influencing the markets in question at this time. To remind (and acquaint newcomers) that my views are largely premised upon the work of that exiled Soviet, today’s letter explicitly points out the manifest effects of the besieged economist’s work (finally, an economist who wasn’t a lagging indicator and HE is then one sent off to Siberia!).

What follows is consistent with where I have deemed - and deem - markets to be, within the KLW context:

TOKYO: 

DE-LEVERAGING TO THE MOON:

Real Estate, Banks and Bad Debt: 

Real Estate:

At the peak in 1990, borrowing created self-feeding, leveraged profits. As stocks rallied, earnings rose as profits were tied to equity gains. The real estate bubble was an integral aspect of that bubble and is therefore the cause of Japan today being riddled with real estate related debt. The stock market bears’ assumptions are based on the notion that those debts will worsen, the mirror image of the early ‘90’s, basing their notions on the belief that real estate values will worsen further. The smart money market has caught on to what SKWC has been saying, however: 

Real estate has bottomed in Japan. 

Banks and Bad Debt:

Note the link, then, between this week’s Tokyo and New York commentaries, along with the implicit inverse relationships. Japan’s BANKS can be bailed out with the strokes of pens, as described and forecast in these pages often.

For example, the government is considering proposals (that I always instruct have been in the works for a while) that will allow the BANKS to carry forward losses well beyond the present 5-year limit, regardless which of the proposed legislation is adopted. This would merely bring Japan more in line with the rest of the world. By allowing unlimited carry forward or something as good, for all intents and purposes, the BANKS would be greatly assisted in fulfilling the government mandate of removing all-bad debt within 2 years. These measures amount to about $25 billion.

As forecast, Japan will have dealt with its banking mess and debt crisis in orderly fashions. Life in Japan is good - GREAT - by the standards of Westerners who, living in a world of theory, do not realize that numbers in the context of a creditor nation are not the same as when in the context of bankrupt economies (the West included).

STOCKS:

In 1998, upon identifying the secular bear market’s perfect orthodox low, Sid Klein’s Daily Fax (SKDF) wrote, time and again, that Japan’s plans were in the “drawer”. Repeatedly, SKDF cautioned readers that foreigners will have sold the Japanese their shares back, right at the perfect price lows. Simultaneously, the government will have taken out from the filing-drawers long-since crafted measures, that ridiculous and ignorant Westerners will have believed to have been spontaneously-crafted desperate measures. 

Consistent with the views expressed in the preceding paragraph and past weekly commentaries dating back to last year’s lows, Japanese stocks are still forecast to have gone to the moon. Particular reference is here made to DDOVS (see previous letters).
DIRECT INVESTMENT:

Last week, SKWC observed that Japan’s debt bubble was in real estate, while history may well record that New York’s K-wave blow-off will have been in VENTURE CAPITAL and, specifically, the tech sector. It is for this reason, too, that direct investors are making ill-directed decisions that are now too bearish. This indeed is a new phase, in fact, in worldwide technologies. We have had a bear market in valuation that will continue for as long as investors relate to publicly traded valuations, where my outlook is bearish. 

Direct investors should alter strategy, not direction.   

NEW YORK: 

CREDIT AND VENTURE CAPITAL (VC):
Last week’s commentary discussed the eruption (burst?) of the US VC and high tech bubble. The average media member always believed that the new era of innovation (Kondratieffian term), having forever to go, could only mean rising equity prices. With the NASDAQ en route to 5,000, common thinking looked good. As we often wrote, however, stock prices must be understood within the light of where we are in the K-wave, not be based on what the latest news from the lab might be.

Why?
The greatest innovations in history come at times of secular transition and CRASH in the stock markets, as those innovations themselves poured fuel on the fire. How? At the very time of extreme debt, the demand for capital for those innovations becomes the straw that breaks the camel’s back. For those keeping score, the presently outstanding debt resulting from the tech boom eclipses that of the savings and loan (S + L) crisis…and then some. Please note the following paragragh that opened last week’s letter:

“The US is on a lag to Japan in many ways. To compound woes, the secular bear in New York is even facing higher interest rates. This occurred 12 years ago in Tokyo. Corporate US is facing possibly unspeakable credit difficulties. The high tech boom in Silicon Valley led to valuations that have caused potential financial stress in the banking system, much as Tokyo real estate valuation foolishness in the early ‘90’s caused massive overvaluation in Tokyo property. The latter led to extreme financial crisis. The Japanese overvaluation was in real estate. The American overvaluation may be said to have been in venture capital”. (High tech)
And sure enough…
STOCKS:

…The multi-billion dollar WorldCom fiasco struck the markets. Such events are largely discounted perhaps, however, yielding to a bounce that is only short-lived. 

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.

Has SKWC again forecast and identified a near perfect low in the US markets? Please note the following paragraph from last week’s letter that sums up the short, long and secular terms ideally:

“New York is in a massive secular bear market that could have us at 4.000 faster than we had thought. In the short term, the weakness anticipated last month for June is winding down. Will weakness only abate for July or will any market strength extend into August? That is what we consider for this summer as the Great Secular US Bear Market unfolds from its peak of January 14, 2000, the day after Sid Klein’s Daily Fax identified the summit of the 20-year Bull”.

The previous line, from last week’s letter, ought to have written: “18-year”, rather than, “20-year”.
DOLLAR: “The US dollar has broken down. The Bank of Japan prints YEN and, still, its bull market is undeterred. The EURO is up 10% in short order”. 

The above quote from last week’s missive is another perfect manifestation of the K-wave’s influence. The abating confidence in the international currency (the US dollar), even as that nation maintains military supremacy, is a symptom of decay of grander proportion, of such proportion to which my own interpretation of Kondratieff speaks (see 1st paragraph. of this letter). The falling currency, even as Japan’s spiraling GDP-to-debt ratio is coupled by YEN-printing, is another key affirmation of where we are in the Kondratieff Long Wave cycle. 

GOLD: No less symptomatic of the grand conclusion of this multi-decade cycle (Kondtatieff), is the shift in confidence from fiat currency to the hard yellow metal.

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

HAPPY AND SAFE CANADA DAY TO ALL!

Sid Klein
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