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Jan. 13, 2002

A NEW BEGINNING

ALERT!H!

We return from holidays to a new beginning.
But of what?

The Dow has achieved forecasted levels almost to the penny and collapses may
therefore occur at any time. The overriding point is that sellers and short sellers
may be PROFOUNDLY gratified with their actions in the longer term, if not
indeed in the shorter term, as | suspect.

The superb relative performance of many Japanese stocks, meanwhile, is an
extremely bright indicator for future strong and sustainable double-digit returns. |
SEE 20%-PLUS RETURNS OVER FIVE YEARS NOWHERE ELSE. Leading
economic indicators have bottomed and indices in Japan are washed out. As
with all the other Japanese lows, prices reflect indebtedness concerns that are
priced into the market. These lows may yield 100% returns even more easily
than did the '98 bottom. The Japanese market has to contend with year-end in
March that offers cyclical pressure, but it's irrelevant. Japanese stocks have
bottomed by different measures since some time...those in particular with which
these missives are concerned.

Well, to me, we are beginning the end of a process in the markets that seeks a
level that will later have been seen as the great counter trend opportunity to exit
large cap Dow stocks. Simultaneously, the Nikkei/Dow spread has dropped to
around 1.04 — 1.05. The beginning of this year has brought us very close to ideal
levels for exiting the Dow and for going long the Nikkei/Dow spread, the most
conservative, high yielding strategy | see in the world. Regarding the latter,
we have discussed 1.02 (see Dec. 16 comment) as an entry for strategies. The
contemplated strategies entertained low risk with tight stops, versus sizeable
profit potential. Be prepared for an entry around 1.02-1.03 with a weekly close-
only stop of 1. Since the potential is huge, calculably limited and relatively minor,
one may wish to accumulate. An example of the possible leverage is offered in
the December letter. The strategy can be used to mitigate portfolio risk or seek
aggressive gains. However it is used, the Dow and the spread are in the price
zones to watch at this time.



The focus of the powers that be has changed to reflect what is possible and what
is in their strategic self-interest. In the context of what is possible, the interests of
the powers that be has shifted from shorter-term profit. Simply, if a crash and
depression are in the cards anyway, why not take control of the process and use
the situation to gain concessions at the expense of others? This is the higher
logic of those who threaten progress toward the democratization of nations and
their sovereignty.

We begin the year with an alert regarding the index levels these comments have
discussed. This is, after all, a new beginning. It is a beginning to deal again with
many insurmountable problems in the world, certainly in a world that has not
even begun to discuss—Iet alone deal with---its greatest dangers.

Sid Klein
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