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FOREIGN INVESTORS MAKE MONEY
IN TOKYO, LOSE IN NEW YORK:
FOLLOW THE CURRENCY!

Nov. 7, 2004

Nikkei: 11,061.77
*April low: 7,603.76

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

JAPAN:

Last month’s market report, “ERUPTION in JAPANESE STOCKS” wrote:

“...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,...”.

The Japanese Yen has, typically, made a low very recently, two months in
advance of SKC’s above-anticipated eruption in Japanese stocks. Whatever the
direction of stocks, foreigners convert currency BEFORE implementing their
equity programmes.


http://www.sidklein.com/

The Nikkei has indeed been rallying, but the seasonal low expected next month
is still forecast and, besides, the Nikkei is not our measure. The bottom line is
that international money has shifted focus squarely onto Japan and away from
New York.

Why?

Simply put, as charts of the Dow denominated in Yen, Euro and the Canadian
Dollar indicate, foreign investors in the major US index have been having their
heads handed to them.

e Yen: In this currency, the Dow is down over 22% from its high and is
presently at a difficult resistance level, too. In Yen, last month the Dow fell
to levels not seen since May 2003. This has punished and discouraged
Japanese investors.

e Euro: In Euro, the Dow is off a whopping 39% from its peak. For European
investors too, the Dow is at critical overhead resistance, and also fell to
early 2003 levels last month.

e Canadian Dollar: Measured in our currency, Dow investors are losing
about 29% from the high, while, last month, this Dow measure also fell to
levels last seen in the first half of 2003.

In the case of all three currencies, the Dow is caught in horrible downtrends
(charts available upon request). Meanwhile, the stock markets in North America
and Europe are here deemed to be in secular downtrends. When combining the
currency and equity profiles, then, it is easy to conclude that international money
is committed to Japan, with significant buying programmes in the works for next
year and beyond, by major international investors.

Conclusion: Buy undervalued, Asia-focused Japanese stocks. With the
changing times, US exchanges now offer many such stocks as ADRs. This
allows for retail participation in the one non-precious metals asset class to which
SKC ascribes.

NEW YORK:

Last month, SKC concluded:
“Buy Japanese stocks, while shorting the US ones”.
The previous section (bullet points) offers some clarification as to why, while

bearing in mind that the Dow, even in US Dollar terms, has thus far not
surpassed this past February’s peak. At the October 2002 lows, February 2004



was forecast to be a major secondary high. A secondary high is all that it indeed
is, most obviously when measured in foreign currencies, and resistance lies
directly ahead, too.

In the past, US stocks were largely supported by foreign buying but, as the three
bullet points in the Japan section suggest, foreign selling is what one may
reasonably continue to expect!

In ordinary US Dollar terms, based on a comparative analysis that looks at the
post-January 2000 period, as well as a technical analysis of the Nikkei’s post-
1992 bottom, Dow resistance should now kick in, in the 10,475 - 10,525 area.
While the notion remains firm that the Dow will not break the February high, SKC
was incorrect about the form that the rolling over period would take.

On a net basis, nothing changes, as Dow 8000 is expected by April 1, 2005, and
6200 or so in 2006. The result would be a market that will include a straight line
shot down at some point during the next quarter. The media will have plenty of
fodder for what to blame that activity on.

Conclusion: Hedgers may therefore look at June Dow puts within 100 points of
here, while considering selling put premiums (creating calendar spreads) against
such positions, during ensuing pullbacks. Put premium receipts could then be
used to add to positions in subsequent Dow bounces, as the recent momentum
could take some weeks to be spent. Choppiness, then, would become a positive
for hedgers, as the investor seeks to increase the position size, without adding
further capital.

GOLD:

Gold has shaken the tree and successfully completed the sideways correction
forecast by SKC at the metal’s highs. $375 - $425 did serve at the area that
would suffice to get rid of weak holders (investors), while silver has given
indication that it is indeed perhaps the most undervalued and leveraged of the
metals, over the longer term.

The single most important point, in my opinion, is that gold is just beginning its
bull market, basis the foreign currencies (non-US Dollar). As a result of this very
bullish viewpoint, the Strategy and Conclusion sections from last month are re-
printed below verbatim:

“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 represents SKC’s currency allocation model. Gold’s allocation has
been increased from 25% to 35%, at the expense of the 10% allocation that had
existed for the US Dollar. Again, among the fiat currencies, SKC only covers the
Yen, Euro and Swiss Franc, while gold, of course, is the hard currency.

e 40% Yen

e 35% gold

e 15% Swissy

e 10% Euro
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