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Sep. 19, 2004

Nikkei:      11,082.49
*April low:   7,603.76

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

Special Note: As noted in the “subscription” folder online, SKC may publish off the ordinary date of the first weekend of every month, from time-to-time, while compensating with timely updates, and further securing no less than twelve reports per year. Family requirements called for this month to be such an exception, so this month’s issue is being published two weeks later than usual. SKC will return to its normal date format on the weekend of October 2nd. 
JAPAN:

Since SKC wrote a few months ago that the Nikkei would commence a corrective period, that index has tested key support and built a nice, higher base versus the Dow (Nikkei/Dow ratio chart). DDOVS began correcting a little before other Japanese stocks because of their extreme out-performance versus other Japanese equities, since January 2000. Another way of putting it would be to say that index players desperately seeking to get on board, went after and settled for riskier, better known names that would hopefully catch up or simply keep rising, as a result of their greater visibility (ease of recognition among Westerners). 

Conclusion: The Nikkei again topped a week prior to the end of the calendar first half and is now preparing to make a minor top, before the seasonal low that occurs in November-December, due to US tax selling. Once again, substantial double-digit gains await Japanese DDOVS shareholders, during the December-June (inclusive) period. Therefore, DDOVS will be aggressively added over the next three months.

NEW YORK:

The title of last month’s report was, “’TERRORISTS’: LONG or SHORT?”. The first paragraph of the New York section read as follows: “Several weeks ago, George Bush proclaimed that he would delay the US elections, in the event  of a terrorist attack. In the past, I have explained why our country is the most likely candidate. Without venturing into that here, such an event would support the view that Bush has made the US safer against terrorism and that Canadians need ‘protection’”. Then Russia happened and Bush’s popularity has soared. Revisiting that section may be worthwhile.

Robert Prechter’s work taught me two key things a long time ago. Firstly, most of the trading days during a bear market are actually up. For my part, I came to see what dastardly effect this has on put option premiums, the lows of which come to represent the breaking of the bears’ spirits (no one wants to buy puts, as bearish psychology is decimated by experiencing seemingly endless up-days).

Secondly, market psychology is actually more bullish at lower highs, than at the peaks. Though the market psychology after October 2002 was a ‘general oath to never own equities again’, sentiment today reflects a bullish attitude that exceeds that one seen at the summit on January 14, 2000, as well as the one seen at this year’s February peak. One measure of that is the lower low in the VIX (S&P volatility index). 

The unwillingness of investors to hedge, or for speculators to bet against the Dow has created bearish opportunities that are still greater than those seen in 2000. Such an indicator may not only be a typical kiss of death, but also represents the stuff of which trader’s dreams are made. Rarely can one feel like the “house”. If one can do that often and sparingly enough, then the probabilities that managers are paid to secure, are identified.

The discussed nemesis of select calendar put spreads’ would be if the Dow were to trade above 9800 at this time (post-September expiry). Above Dow 10300, that scenario has thus far transpired. The strategy of adding three months without capital outlay (by virtue of the March puts trading at only twice the price of the Decembers), is not presently possible, as a result of the move of the past two weeks. In no small measure, this is also due to the concurrent effect the move has had on the volatility index. 

Strategy: The time-extending strategy may still be implemented (without capital outlay), but this would involve settling for fewer contracts. The very capital-preservation-minded investor may prefer this approach, but for the reasons cited in the preceding paragraphs, most may prefer to see if lower index levels do not soon manifest to provide superior levels at which to make contract adjustments. A further consideration of which to be aware is that January options will become available as soon as the Octobers expire. The significance of this is that the preferred ratios for time extension may again manifest, even without a significant Dow decline, by simply accepting extending time by smaller increments at a time. One must simply remain alert as to the different scenarios and act when the appropriate one arises, which could be at any time.

Conclusion: The market sentiment’s new bullishness and concurrent new downside leverage possibilities, coincide with extremely rare types of wealth creating and preservation opportunities, of the sort that occur in numbers few enough during one’s life to count on one’s hands. Long-dated puts offer the extreme leverage that had to previously be sought from spreads.

GOLD:

From the August report: “Since $420, SKC has been reporting that the metal should trade between $375 and $430 over a period of several months. In fact, gold is trading perfectly within its post-2000 up-trend channel, while doing so in a manner that has been absorbing selling pressure in a very bullish manner.” 

Conclusion: Silver stocks are now outperforming the metal, while gold stocks continue logical rotation. Undervalued South African names that have not participated with others since 2002, have acted well since the change in policy, pertaining to the Rand. Our blue chips offer accumulation opportunities at key levels, as forecast. The patient, are using this time well. 
DOLLAR:
There is simply no change, as the Dollar’s secular bear persists versus SKC’s covered currencies.

Conclusion: Last month’s report offered the following currency asset allocation. There is no change: 

· 40% Yen

· 25% gold

· 15% Swissy

· 10% Euro

· 10% USD

Sid Klein
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