Got this from our friend Graeme over in London. The view on the other side of the pond is not too encouraging. 

Here is the US Wall Street is flush with liquidity, the IPO's are starting to come back, earnings again mean nothing, P/E's are passe' again, bad news is ignored or used as an excuse to buy in expectation of good news ...some time in the future. This is starting to feel like 1999 all over again. Although we can't fight the tape, this is getting a little out of hand. Graeme mentioned a report on institutional derivitatives positions in a recent conversation. The guestimate of aggregate exposure is now up to $62 TRILLION and our old buddies JPMORGAN now have half that total on their books. That is absolutely unbelievable. You remember JPMORGAN don't you? That's those guys that are being sued by everybody east of the Atlantic on ENRON, manipulation of the gold market and who knows what else.  I wouldn't be surprised to find out that they have some involvement with FreddieMac. Moral hazard? I suppose if it's a rigged game and you've got the Fed on your side ... it's only money ( fiat currency) right?
WDH

Wayne.

I was in the kwikpop internet trading room yesterday although it was during 

the quiet range bound  period. I missed the opening hour and the closing 

hour.  My website carries a warning about the new stock bubble the Fed has 

engineered. Yesterday was more of the same - a late hour [rigged] rally 

against the run of news. Kwikpop would have picked up easily on that and 

given a daytrading buy signal, unless members opt out of last hour or half 

hour trades. However, the Fed Baghdad victory rally is getting very far from 

reality. To keep up the rally, the gold cartel had to sell gold even as the 

yield on treasuries was engineered to more 50 year lows. In a normal market 

that would have triggered the exact opposite, gold buying. The dysfunctional 

system is now starting to fly apart.

Yesterday the price of oil rallied towards $32 again while nat. gas prices 

remain near record highs.  This cost is real and hitting every business yet 

business in current conditions has no pricing power to pass this on.  

Profits will be squeezed yet the rigged market rallies. Phone companies and 

cell phone producers rallied in the face of Nokia announcing that sales in 

China and E. Asia have fallen 30%-50% as SARS brought up to 7 million job 

losses in the region, and discretionary disposable income fell.  Nokia and 

the 3G telecom licence holders have billions at risk on 3G working, yet the 

latest in Europe is that the technology is moving on and that most companies 

will jump direct to 4G, a sort of wide area 802.11x  [Wi-Fi] satelite 

service. Even in Japan 3G is failing to deliver both users and anticipated 

traffic. Nokia, Ericsson, and the telecom's will be writing off billions, 

yet these stocks rally.  Freddie Mac announces a derivatives scandal and 

fires its officer corp, yet the market rallies.  Treasury yields rally in 

anticipation of a Fed cut June 25th to 0.75%, yet most bond funds have 

internal costs and fees of 1/2% to 1% meaning most funds will either operate 

for a loss or cease doing business. Yet the market rallies.  The S&P pro 

forma PE is nearing 21, yet pro forma earnings are being lowered in the 

confession season runup to quarter end. GAAP trailing earnings give a PE or 

nearly 33 or nearly old bubble highs, yet the new bubble anticipates ever 

higher PE's.  Greater fool investing is back. In "old Europe" Germany's BUBA 

announced yesterday it anticipates growth will be zero percent this year 

down from its [revised downward] previous estimate of 0.5%.  Denmark 

yesterday joined the rest of Euroland and announced a decline in industrial 

production.  In the EU, only the UK has production actually still increasing 

and then at only about 0.3%.  Yet the markets here rally following the US 

market  also on the greater fool theory.  Yesterday the UK's biggest  estate 

agent slumped 25% as it issued a second warning that house prices have risen 

so far that actual deals have now fallen 30% yoy, even as prices still 

continue to rally from the effects of lower interest rates. Fewer people can 

afford to buy even as those who can bid up prices from artificially low 

interest rates. However, at the top end, £1-3 million in fashionable west 

London, [Mayfair, Belgravia, Kensington & Chelsea,] prices are already 

falling by 18%-30% and length to sale is rising.

House price inflation is rampant across the US, UK, Spain, Portugal, Ireland 

and parts of Euroland but any slowdown here will not threaten the new 

bubble. However any slowdown in the US and more specifically CA will blow it 

out of the water.  This new bubble is underpinned by far less health than 

the 90's bubble and is built on gun shy, more experienced investors  who are 

far less likely to stay in after the turn.  Where and when that turn  comes 

I have no idea, but sooner or later a turn will come. Meanwhile we have a 

desperate Fed creating a new bubble in stocks to allow it to back up the 

bubbles in treasuries and real estate.  If this goes wrong the bust could be 

spectacular.

Graeme
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