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EVERYBODY LOSES
July 13, 2002

TOKYO:

ECONOMY:

The leading indicators for May hit just under 90, over 50 for the 5th month in a row! Eight out of nine indicators were positive.

Unemployment related indicators are completing fifth-wave trends that date back to their opposite extremes of 1990. This makes sense as unemployment indicators lag. Simultaneously, new job offer indicators are now technically very promising. Separately, May housing starts had the strongest rise in nearly a year and a half.

Most importantly, deflation indicators have reversed!!!

SKWC identified the perfect low in the economy, as it was happening (Nov. ’01 – Feb. ’02), amid the greatest disbelief and contempt for the Japanese markets and economy imaginable by the foreigner. SKWC also identified this past September’s historic price lows in the NIKKEI and NIKKEI/DOW ratio. Of course, SKDF (Sid Klein’s Daily Fax) forecast and identified the perfect orthodox low of the Great Japanese Bear Market in 1998. No service in the world has been as prescient with respect to the Japanese markets and, quite evidently, economy as well.
STOCKS: 

Pensions in Japan are shifting from defined benefit to defined contribution. This will lower the taxes on pension assets while creating a programme similar to RRSP’s (or IRA’s in the US). This will liberate capital for the stock market and create equity (mutual) funds for Japanese stock investment, yet another strong liquidity aspect favouring the Japanese capital markets. As you know, SKDF forecast all this years ago. 

The Nikkei continues to be a safe haven, as the Dow hovers loftily above the S & P with which it must relatively soon come into line (scary thought, eh?). 

Meanwhile, Japanese Domestic Demand Oriented Value Stocks (DDOVS) 

are generally 2 years or more off of their lows after falling 90% over a 10 – 12-year period. They also offer great financials and exciting business or restructuring stories against a highly conservative backdrop. DDOVS also offer great price leverage to shareholders due to under valuation and timing. DDOVS are the best class within the best market for investment.

We’ll close with what belongs in the ECONOMY section above as well. Since the 1970’s, the average expansion in Japan has been about 2 ½ years. This recovery is 5 months old.     NIKKEI 24,000?!

NEW YORK: 

THE FLEECING OF THE PUBLIC AND MORALITY:
You are strongly encouraged you to re-read last week’s comment in this particular sub-section. You will appreciate how well ahead of the game you were when you heard Bush’s scathing condemnation of Wall Street. You were able to infer that such were the words of bear markets and that NY would have to collapse as badly as it did. Washington blaming Wall Street – for anything - was all that you needed to hear for confirmation that the US administration was confessing to a terrible bear market. This, we know from the previous 2 letters. The speech, therefore, for avid readers, was the obvious short-term kiss of death. 

STOCKS: 

The following 2 paragraphs are a quote from last week’s letter. The previous week had seemed to be a perfect fulfillment of SKWC’s forecast. SKWC immediately warned, nonetheless:

“….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.”

Sure enough, the market is setting up the scenario where everybody loses. After the explosive conclusion to the preceding week, the bulls were prepared to believe that a rally from these levels is proof of something better than a short-term bounce. Bears believe that the S & P breaking the September lows means that all hell is breaking loose now. Only SKWC warned that a replay of the 1st quarter was possible. The implication was/is that we may have 2 weeks of volatility that then rallies the market from who knows where to who knows what (to paraphrase from last week). The “rally” may be short lived and it may be to 

nothing more than, say, 9800, depending on where the DOW bottoms for the short-term. The main point SKWC has stressed is that we are in an overwhelming bear market that can sweep away a sub-cycle like a bear can swipe a salmon. SKWC has recently stressed time and again that we may find ourselves at DOW 6,000 and 4,000 faster than what anyone has been considering! 
CONCLUSION: 

The secular, long and intermediate terms trends are all badly down. Some bullish sub-cycle pressure exists for July that would allow for both bulls and bears to have been successfully whipsawed. After all, this is the market…the market where everybody loses.
Question: Now that the S & P has broken the September lows (and with the DOW yet to come in line with the S & P and further destroy the latter at some point when it does), are the Wall Street touts (stock brokers, etc.) still recommending stocks and forecasting economic recovery or have or are they now in line with SKWC on all counts (Japan, value, selected real estate, bearish US equities and dollar, bullish GOLD)? 

SKWC hasn’t just been letter perfect in forecasting. NO ONE ANYWHERE HAS BEEN AS PIN-POINT ABOUT THE APPROPRIATE ANALYSIS EITHER. Last September was about the CRASH that began January 14, 2000 and nothing else!!! Terrorism had nothing to do with it (SEE LAST NOVEMBER’S LETTERS). Therefore, HOW MUCH MONEY HAS SKWC MADE/SAVED YOU?!

DOLLAR: There is no change from the last letter or the case generally made over the last few weeks.

GOLD: Strength in GOLD stocks continues to be a leading indicator for both stock market weakness and GOLD strength. This fact, coupled with the lead times with respect to each (the metal should not even be a lagging indicator!), supports the cases for corruption and insider trading at the highest levels made here over the last 2 weeks. I strongly encourage you to revisit the recent GOLD sections, commencing with last week (see “Previous Comments” section within the website)! 

Note the special sections from last week. It is amazing how, even after only a week, SKWC, yet again, has proved to have made timely and critical observations not being made elsewhere; observations that are quickly borne out by the markets that just as quickly demonstrate the value of the knowledge and insight/foresight in question.    NIKKEI up, DOW down. Who would have thunk it? 

Sid Klein
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