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MY LORD THEY’RE PREDICTABLE!

Sep. 8, 2002

TOKYO:

ECONOMY:

When Sid Klein’s Weekly Comment (SKWC) identified the perfect low in the economy in the December - February commentaries, the view was that there would be meaningful upgrades in GDP expectations. Indeed, there have been reversals of as much as 1 full point to the upside! 

The biggest improvements have been in exports that are up sharply and domestic demand. Particularly as the greatest growth in exports has been to the rest Asia, clearly the greatest beneficiaries in the unfolding bull market will have been Domestic Demand Oriented Value Stocks (DDOVS). 

Private capital spending is improving, while price indicators, including improving CPI trends, suggest the imminent death of deflation. Indeed, the savings rate has started to fall sharply. It is no accident, then, that the employment indicators look most encouraging now for a multi-year trend reversal. As well, producer, capital, construction and consumer durable goods indicators have been or are trending toward strong imminent improvements.

STOCKS: 

SKWC has always maintained that the Japanese will have bought back their own shares from the ignorant foreigner right at the lows. This forecasted new low in the Japanese market indices was caused by the decline in New York, as foreigners get squeezed for cash at home. Meanwhile, about $850 million US of public money may be left for the purchase of Japanese equities between now and March 31 year-end (these funds will also assist in stabilizing the effects of seasonal crossholding unwinding). 

Make no mistake about it, though. The Americans represent a quarter to a third of trading in Tokyo and these managers are dumping, thus selling Japanese shares back to their rightful owners, just as technical analysis 101 prescribes. This is one of the key forecasts and analyses SKWC has ever made regarding the formation of the perfect and final low in Japan. The bottom is being made DUE to the decline in the US as the Nikkei prepares to advance for decades, initially concurrent with a secular crash in New York. SKWC has already identified the low in the Nikkei versus the Dow to near perfection (see January-February letters). Understand the significance of that trend’s reversal.

All the above is profoundly bullish, even more so for DDOVS that are neither owned by foreigners, nor exposed to crossholding unwinding. As New York collapses toward an intermediate term cycle low within a secular bear market (note previous comments regarding the US 2004 elections that will start to have a bullish influence at some point), the background is being formed NOW for the most explosive, lowest risk bottom of any equity market I have ever analyzed, most especially so for our favoured group, DDOVS.

NEW YORK: 

What should I do? Ought I reference last week’s market comment that quoted the previous week’s letter? If one’s work accurately times markets and one knows that there is a desire to camouflage collapses as “war”-related, even propaganda and war (the timing) become predictable. 

SKWC nailed the perfect peak (again), citing/forecasting that military actions will be blamed as they are timed to coincide with cyclical and technical economic and stock market events that would occur nonetheless. While market pros of the highest order are aware of this fact, it is enough for propagandists that the public eats the lie in the near term (some historical truths are eternal). 

A year ago, even given an easily foreseeable crash (see last year’s comments and Elliott Wave pattern), it would have been more difficult to express this. However, with the Dow having returned to pre-terrorist-event levels before resuming this deflation, given what the economy has indeed proven to not be the case, these comments are easily understandable…at least by those who would be recipients of these weekly missives.

DOLLAR:

The Yen, Euro and Swiss Franc continue to be stuck at these (respective) levels that were pin pointed weeks ago by SKWC. The corrections are sideways, as one might expect of powerful markets. Regarding the long and intermediate term trends in these currencies, one may take a hint from the secular gold chart attached to this week’s comment. 
GOLD: 

NAILED.
Once again, SKWC has pin pointed the level at which gold would conclude an intermediate or short-term correction. Moreover, the previous 2 weeks’ letters clearly stated that $290 was no longer expected, while others now feared it. $305, SKWC’s higher forecasted support level, would be maintained, these comments wrote, as time (sideways action) replaced price. 

STOCKS:

After correcting more that 50%, Golden Star was referenced as an example of a means to obtaining gold leverage. As you know, SKWC has maintained that leverage may be obtained by investing in lower priced stocks that are not burdened by gold hedging. 

SKWC has not been alone in that view. Richard Russell of Dow Theory fame has been of the same mind for some time. With that, retired financial journalist Peter DuBois created a personal portfolio of such companies. Peter invests equal amounts into each company found in the low priced stocks basket below (that includes Golden Star-GSS). 6 micro-caps and 4 larger stocks follow, along with their closing prices as at September 5, 2002. The symbols and prices relate to US exchanges and US Dollars:

No representations are made here, neither with respect to the fundamental analyses of these companies nor as to the respective individual buy points, apart from the timing discussed in SKWC that, based on gold itself, has repeatedly indicated the correct entry levels, on condition that the individual equity buy point(s) was/were achieved.

MICRO-CAPS:

ECO:      $1.10

CBJ*:       $1.25

BGO:     $1.42

GSS:      $1.42

KGC:      $2.17

DROOY: $4.10

After a speedy double earlier this year, DROOY was sold and, as you can see, it doubled again. One must have one’s targets in mind in advance and buy when those levels are achieved. SKWC has repeatedly indicated exactly when to act, on condition that the individual buy points were achieved. SKWC also warned against messing with a secular bull market, lest one risk continually missing it.

For a portfolio that does not seek the same leverage as the above gold theme (that SKWC has favoured since turning bullish at gold $275-280), SKWC reiterates that one may consider the larger names that recently returned to lows last seen at gold $280. In percent terms, the potential is still superb compared to non-gold equities. Requiring volume (liquidity), the stocks that follow are those that the non-gold funds will seek out.  For the latter observation as well as all the gold names in today’s letter, thank you, Peter.  Examples of larger companies follow:

MEDIUM-LARGE CAPS:

GG:   $10.90

GFI:  $13.00

AEM: $15.58

NEM: $29.22

With respect to the secular trend, please note the 34-year gold chart, courtesy of GOLD EAGLE, that may be accessed by simply clicking on the following link: http://www.gold-eagle.com/charts/32yeargold.html. 

I believe that a move over $350 will usher in a buying stampede of historic proportion. Remember, as this is a yearly chart, 2002’s activity is not yet reflected on the graph.

Enjoy a prosperous week.

* - CBJ (Cambior) is not entirely unhedged.

Sid Klein
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