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TOKYO:

ECONOMY:

At 70, the June Leading Economic Indicator was over 50 for the 6th month in a row. As recovery is again confirmed (the key number was 3 consecutive months), continued, long term growth in this counter cyclical market is set to continue.

With export growth leading the way, 7 out of 10 indicators were positive. The greatest rate of growth in Japanese exports has been to the other Asian economies. This is key to note in analyzing what sector in which to best invest. Domestic Demand Oriented Value Stocks (DDOVS) are defined in SKWC as the shares of those companies whose principal business is within Japan and with the rest of Asia.

STOCKS:

Ordinarily, the economy bottoms AFTER the stock market. Therefore, it could be thought of as a “lay-up” to invest in anything Japanese right now. Still, if the Dow collapses (see next section below), the Nikkei can be dragged to a flushed out level around 8,000 (the appropriate stocks, however, at the desired buy-points, may be purchased at any time).

The best attitude is, “who cares?”.   If one does, however, the second paragraph of this letter should be re-read. One will understand why DDOVS generally bottomed 2 years ago and hardly fall with the market. As well, they snap right back to the higher levels the moment there is any reprieve in the indices. 
The Japanese Economy has bottomed and DDOVS are the most defensive stocks in Tokyo, offering the most explosive, risk-adjusted price growth potential in Japan. That would make DDOVS the group of choice in the best market in the world today (Tokyo is one of the world’s top 3 exchanges, not a developing illiquid market) as secular bear is replaced by secular bull. 

NEW YORK: 

PSYCHOLOGY:

SKWC identified the peak of the Great US Secular Bull Market within a day in January 2000. Technically, I wrote, 5 waves up were finally complete from 1987, thus completing the secular bull market that began in 1932. At Dow 11,000, talk of 6,000 meant you were hallucinating and 4,000 meant that you were just trying to attract attention. Indicative of today’s psychology, people are quoting Robert Prechter and asking whether or not even 1,000 is a sufficiently bearish number. 

At the end of the day, one must ask who or what total approach has been in the right market(s), timing and forecasting with precision? Look, this is about making money. Forecasting the right number is for lottery or pool participants. With this attitude and appropriate analysis of the big picture, one will always be onside. Understanding the large cycles within Kondratieffian terms (see previous letters), while identifying the appropriate means to protect one’s capital and even enjoy extraordinary profit from the bear market (the correct investments), one invariably identifies or forecasts the market’s extremes anyway.

TARGET:

Therefore, Dow 4,000 remains the target for this cycle. As expressed last week, the market has an ideal time window for collapse as elections are coming in the US in just over 2 years. Let’s be realistic. The Dow isn’t going to fall to 1,000 within the next 9-12 months, or so. 

However, AFTER a rally in 2003-4, we’ll look at certain financials and fundamentals to determine what’s next regarding the pursuant cycle and whether or not a secular bear market is resuming or a new secular bull market is continuing. The bottom line is that readers ought to remain only in the profitable investments. Despite the apparent bottoms-up approach, Dow 4,000 is indeed our guidepost but only within the above discussed time window.

SHORT TERM: 

SKWC believed this week’s “c-wave” rally (Elliott Wave Theory) should occur and it did. SKWC views the rally as an “a-b-c flat”. Therefore, the peak may have been seen at the end of this past week and the CRASH may resume at any moment. 

“Analysts” are appearing on television, pronouncing the end of the bear market (the 3rd or “c” wave of a countertrend rally engenders this psychology as what was seen as a bounce is now seen as the beginning of something). 

Therefore, the decimation in New York may fully resume at any moment.

GOLD/DOLLAR: 

SKWC has forecast and identified every movement and even near term gyration in the price of gold. More importantly, SKWC has correctly timed the entry points for gold share purchases. Our favourite group, smaller or larger companies whose shares are very leveraged to the price of gold (many such shares today are lower priced), pulled back 50- 66% while larger, well known names returned to levels last seen at gold $280.   Such is the value of timing.

The previous 2 weeks’ letters have stressed, however, that one should go ahead and purchase our preferred theme’s shares at the achieved buy points. The reasoning is\was that with the secular trend prepared to catapult gold to much higher levels, an eruption could occur at any time. Therefore, be positioned in advance.   As you know, this is a long held SKWC credo.

This past week’s action in gold should be taken very seriously. SKWC went long perfectly. Explosive action could occur at any time.

The story in the currencies is unchanged: Only the Yen and Euro make sense in the paper currencies.  A major secular trend is in force.   Protect yourself and profit from it. 

Sid Klein
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