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TOKYO:

ECONOMY:

In June, exports were up while imports were down. Welcome to Japan.

The trade balance was up nearly 60%, year-over-year. Simultaneously, the current account rose 90% from the previous year (7.6% from May). The income account was up nearly 25%. 

Simply, Japanese are investing at home rather than abroad. Meanwhile, the underweight foreigner is on track for all-out scrambling to get back into the Japanese stock market, following a current of Japan-bound capital flows. The YEN IS BEING REPATRIATED, as discussed so often in these pages (see Globe & Mail, Oct. 17, ’98).

The tidal wave of positive influence on the Yen is being met with massive BoJ intervention. Just stemming the tide, you know? With the current account now at record levels (almost 3 trillion Yen!), given all the international economic drivers, the Yen’s bull market will have been one to remember. 
STOCKS:

Last week summed it up. The economy has bottomed since the very beginning of the year when SKWC again declared a major low, real-time, despite flamingly bearish views about Japan. The economy, as of June, has enjoyed six (6) consecutive LEI above 50. Three (3) in a row reflects an expanding economy!

Now, as often discussed in SKWC, the same Westerners who ounce denounced Japan’s economy and equities, seek safe haven in that very market. Westerners bought in June as much Japanese equity as the Japanese purchased foreign bonds! 

Simultaneously, then, the Japanese retailer is no more sophisticated than any other retail investor. He is going the wrong way after a long trend that has now reversed. Meanwhile, the foreigner must continue to at least raise weightings, a trend that is still young. As Japanese equities rise and US stocks decline, the need to re-weight (adding Japanese equities) increases further, not to mention the fact that people get fed up with losing money (in Western markets) and thereby seek a more appropriate market anyway.

As we know that stocks bottom BEFORE the economy, a Nikkei low last September, followed by an economic low 4 months later, suggests that all is clear for an explosion in Japanese equities that is aided by an all-out buying stampede by foreign investors. Foreigners are extremely underweight Japan and getting creamed at home! 

Finally, once the Japanese retailer gets on board, the Domestic Demand Oriented Value Stocks (DDOVS - see any previous issue) will truly erupt. Japanese retail investors will buy the companies they know. Foreigners do not know DDOVS.
The only thing holding Japanese equities at bay, making them temporarily purchasable is the ongoing rout in US stocks. However, SKWC has brought a great deal of attention onto this group. It is reasonable to expect dramatic double-digit gains in many DDOVS within a year. For many Japanese equities, triple-digit gains are but a matter of longer-term course. 

Japanese stocks are once again approaching explosive gains.

NEW YORK: 

Regarding the near term, using Elliott Wave vernacular, the Dow may be in wave 5 of c. This implies a completion of this short term topping process and a resumption of the CRASH. 

Remember, SKWC has warned that inevitable economic and market CRASHES will bring out those who wish to divert the public’s attention to matters of war. 

The desired effect is that bearing the stock market’s (and economy’s) demise then becomes a matter of patriotic duty.

American media is covering stories why war is a good idea as one can hear the chorus of “Give War a Chance” being sung to John Lennon’s famous song of opposing view. Cynicism here is not borne of any geo-political views on my part but, rather, of the motivations and intentions that are perceived to be expressed by the manipulators of news and events (see November letters).

GOLD/DOLLAR: 

There is absolutely nothing to add or change from last week’s comments, regarding either the metal or the currencies. A general observation worth reiterating is that countries seem to be competing with each other to de-value their own currencies, much at cross-purposes with the central bankers’ desire to suppress the price of gold (see the ECONOMY section under Japan at the beginning of this letter).   It is evident why SKWC has supported holding gold, Yen and Euro.

Regarding gold stock investment, since SKWC initially turned bullish at gold 275-280, SKWC’s favourite sub-group has soared. I am referring, of course, to lower priced companies whose corporate profits are not hedged by future gold sales. Many such equities have gone parabolic, and while remaining in firm up-trends, they no longer offer the kind of risk-adjusted potential that we like to see. 

As a result, one may wish to consider a substitute strategy.

STRATEGY:

To date, SKWC has recommended lower priced equities that are levered to the price of gold. Perhaps we can now “sandwich” that theme. An alternative would be to purchase the, lower priced equities that offer the desired gold leverage, along with well-known stocks that have returned to multi-year lows and trading well off recent highs. As an example, one may invest in the more conservative and more risky stocks in a 4:1 ratio, respectively, or whatever best reflects one’s interests and preferences.

Early in the year, SKWC mentioned 1 gold stock that promptly doubled and readers were recommended to note the resistance level at $3.00, despite the fact that $5 was the next level. DROOY indeed continued to $5.00. As discussed, one must decide whether a position is a short-term investment, a long term one or whether it is the latter with a trading position (portion) for big swings at key levels.

Ironically, the stock that is mentioned below is one about whose fundamentals I am unaware, despite still personally owning shares after a number of years (during which time the company has undergone significant changes). 

Therefore, SKWC would only venture a technical observation. GSC (Golden Star, Toronto) stock has a 52-week low of 0.57 and 52-week high of $3.79. GSC closed Friday at $1.77. For those who would only wish to bottom-fish for this highly speculative situation, a buying zone may exist at $1.25-1.50. An examination of the fundamentals would lead one to a more defined strategy, if acquisition were deemed appropriate. 

Sid Klein
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