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Oct. 2, 2004

Nikkei:      10,985.17
*April low:   7,603.76

*- See March 31 & May 3, 2003 reports, along with April 10, 2003 ROBtv interview (5 min.) on homepage.

JAPAN:

Market commentary (SKC and its predecessors) concluded in the year 2000 that a certain class of Japanese stocks (DDOVS) had bottomed (see online folders). Regarding the Nikkei, SKC identified its perfect low in 2003, as well (see homepage). More recently, SKC has looked for Japanese stocks to begin to rally, before making a seasonal low in November – December. From there, a strong double-digit move has been forecast into next summer. These forecasts are here reiterated, with one addition: the near-term move up has begun and possesses ancillary significance.

Regardless what the Nikkei does, Japanese stocks are poised for good performance immediately ahead, such that their recent lows might not be broken, even during the anticipated year-end decline. Unbeknownst to many (who follow the Nikkei as the barometer of Japanese stock activity), Japanese equities, including DDOVS, have been hurting while the broad market has been correcting, due to the stocks’ vast out-performance of the past 4½ years. Japanese stock activity this week suggests two things:

Firstly, DDOVS seem ready to move higher and may have put in key lows, regardless of late-year activity. Secondly, considering too the activity in New York, it seems that Tokyo is prepared to resume leadership over the latter. Yes, this suggests that the Nikkei/Dow ratio will take-off in a third wave up (in Elliott Wave terms). This means that markets will no longer just see a corrective bounce in the relationship between the two markets, but will witness SKC’s long since held forecast that, contrary to the nineties experience, Tokyo will actually rally, even as New York declines. This may not happen in the very short term, but the resumption of Tokyo’s leadership also suggests that day-to-day trading will be altered. In other words, in terms of which market rallies or declines first, expect reversion to Tokyo leadership and strength, as was the case until recently (see “New York” below).  

Conclusion: Buy undervalued, Asia-focused Japanese stocks, leaving some cash for the seasonal low due in two months, or so.

NEW YORK:

At the lows in October 2002, SKC forecast 10,400 for February 2004, which remains the high. Maintaining this context, the Dow now has resistance at present day levels, while a closing break under 9800 would rally the volatility indicators, thereby spiking dirt-cheap put prices dramatically higher, on the back of the dual effects (declining markets and rising volatility) working in their favour.

Conclusion: Put prices are now so washed out that they offer as much leverage as what one may have once sought from put spreads. In and of itself, this is an indication of a peak. Buy Japanese stocks, while shorting the US ones.

GOLD:

Gold has been strong and, typical of a major bull market, – with respect to which SKC has repeatedly warned that there would be no meaningful cyclical decline until $500/ounce were achieved – even smart folks are jumping ship. They’re so smart, in fact, that they warn that investors will jump ship and be shaken out, as a sign of a bull market. It must be difficult to chart oneself, I guess; hence, meditation is recommended.   

Strategy: As discussed with many of you, a fund has been identified that invests in the “big three” metals. The fund sports no market (price) premium, and is 100% RRSP eligible, thereby offering further price support (for non-Canadians: an RRSP is akin to an IRA). Given the valuation of certain gold or silver stocks, and given further that a strong stock market decline could cause margin selling in precious metal stocks, investment into this fund could be for the strategic purpose of lowering one’s portfolio’s volatility.  

Conclusion: Perhaps one should invest in the above referenced fund, but whether one is lowering volatility or buying afresh, regardless of what is appropriate for the particular investor, the idea is to be long gold and silver, along with selected fiat currencies, that also benefit from Dollar difficulty. 
DOLLAR:
The following has represented SKC’s currency allocation model. There is no change and investors are reminded: gold is considered the hard currency. Silver and platinum are metals, whether precious or industrial. Not stores of wealth, therefore, only gold is again referenced below. 

· 40% Yen

· 25% gold

· 15% Swissy

· 10% Euro

· 10% USD
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