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LIKE I SAID…
March 3, 2002
NEW YORK:  We will start with New York as bears are running for cover: 

When the low was identified October 1, 2001, the forecast in these pages was a rally with potential to 10,400. After achieving a level within 1% of that, the Dow immediately spiked lower. Not accelerating to the downside thereafter, the market was set up for another pop up. An idea put forth last week for those wishing a limited risk “play” for going short, was an April/March put spread. These pages assume that one is out of U.S. stocks or has used the Nikkei/Dow Ratio spread (please see previous letters) to move from New York to Tokyo synthetically. 

Now that the 10,400 level has been almost perfectly hit, one for whom it is appropriate, may simply go short (straight-up April Dow puts appear very cheap) Monday morning at prices near Friday’s close. I mention this in case the Dow fires down right off the bat. A short term trading low is still forecast for the 1st week of April. As far as the question, “what would you think if the Dow were to make a new high?” is concerned, it would be accompanied by terrible market breadth and set up an expanding triangle that would lead to an even worse fate for stocks.   All this ends very, very badly. It is only a matter of how.

GOLD:  The U.S. Dollar will have proven to be overvalued and, in search of a liquid currency that is worth its weight, capital flows to gold could have a far more dramatic effect on its price than what market watchers imagine. If the Philly Gold and Silver Index (new up-trend in place) and levered gold stocks are any indication, this will indeed be the case. Apart from Japanese Domestic Demand-Oriented Value stocks (DDOV’s), this continues to be the only group in which I believe. Let others roll the dice.  

TOKYO:  O.K. Let’s look at the market that these missives are principally mandated to examine. The economy is in a bottoming process and I see no way that the Dow Jones can overtake the Nikkei average, based on any intermediate to longer term measure (please see previous Nikkei/Dow Ratio spread comments). 

As recent commentary has made very clear, even domestic equities that are not value stocks (DDO’s) and that were purchased when the Nikkei was as high as 19,500, are already at break-even or even in a profit situation!!! If that’s the case with the Nikkei under 11,000, it is clear that many stocks are poised for big gains as at relatively low Nikkei levels. So, even portfolios established at high levels will do well as a result of being positioned with the secular trend. This is the main aim of portfolio management and technical analysis.

Bear in mind, too, that value stocks (DDOV’s) generally bottomed 2 years ago and have done - and are doing - well, while most have been getting hurt in these markets. To top matters off, all this is in consideration of the hypothetical situation of a portfolio established late in the initial bull market off the 1998 low. History will even demonstrate, I believe, that 1998 was the orthodox low. One need only look at the Topix and several other key indicators to see why. Naturally, that index was not affected by a switch of 13% of its component stocks into tech issues, right at the worst possible time, as was the case with the Nikkei. All this underscores the basic under-valuation and long term strength of appropriate stocks.

The market doesn’t believe that last week’s government package to fight deflation was sincere. Among those in Japan with whom I speak, it even seemed to harden the view that the politicians are a bunch of crooks. One ex-patriot American even believes that they are not doing what it takes to fully solve the debt crisis, out of fear of what would be discovered in the rubble, namely, that the politicians were involved in the bad debt creation much farther than people know or can imagine. 

My response is simple: You guys living in Tokyo are too close to the action and have suffered through bad markets for so long that that you’ve lost sight of the bigger picture. Having been super-bearish for 9 years, a period during which I was even called a perma-bear, I did not lose perspective. I allowed others to believe in the government and turn bullish prematurely.

That is why I can see that the greatest secular low of all times is being made now in Japan with Big Bang as the backdrop.

It should be noted that when I was referred to as a perma-bear, the backdrop there was that I was continually correct for remaining bearish. We can see that reality does not have anything to do with anything. People’s views, regardless the market in question, are the outcome of investors’ psychology.

Due to the recent events in the markets, greater coverage of fundamental (economic) indicators in Japan will wait until next week.   Until then…

Sid Klein
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