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With a Whimper, Not a Bang, We Hope
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There is little to add from last week. The big news was unemployment, both for North Americans and Japanese who have officially slipped into recession (oh, there’s nothing like a “leading” indicator for the marketplace).  The unemployment number has become a benign indicator, as we know too well that it lags economic turnarounds. We can now ignore it, right? After 19 years, we also know that major declines are followed by a resumption of the secular bull market. However, what if we’re beginning something, rather than ending it? For Japanese investors who were as brash in 1989, what are their chances of capital recovery? How long would it take? If these are too far away for someone’s consideration, how about posing the same questions pursuant to the recent crash in Nasdaq issues that has consumed as much as 90% of the value of many investor’s holdings? 

As the markets work higher, the Nikkei outperforms. When the Dow will collapse, the Nikkei will fall less and then, at some point, actually rally despite Dow descents. In fact, the bull market in the Nikkei will be fueled by the Western markets’ declines as capital flows from West to East, specifically Japan. This will also hold good for the Yen (yes, the Euro also looks like a good currency investment, certainly diversification).

As for when the Nikkei will enjoy a bull market that is simultaneous to a bear market in the Dow, the signal turning point (as you know from November comments) was the September 12 collapse in the Nikkei when the 42-year low of the Nikkei/Dow ratio of 1 was tested (the Nikkei didn’t close after the terrorist attack). So, for me, not only would such a reversal of Nikkei and Dow fortunes not be a surprise but, rather, I now expect it. Further, the Nikkei’s out performance of the Dow going forward will further be fueled by its developed relationship to the Nasdaq, as opposed to the Dow, owing to the re-weighting of the Nikkei to favour technology stocks. 

The economy is making a cyclical low in the technology- sector, it seems, a greater secular Depression possibility notwithstanding. This will favour the Nasdaq (which fell approximately 70%) versus the Dow (which presently trades about 14% off its all-time highs) and, in turn, then, the Nikkei.  As for the local scene, the tech situation is positive for Montreal that is a technology haven on the national front while being en route to becoming one on the international scene. 

WAR AND POLITICS: While it seems that the end is near altogether for the Taliban, there are two points worth noting. The markets are working higher to discount the event of Oussama bin Laden’s death (please see comments of Nov.19 and 24). Thereafter, economic reality will set in as the insanity of all-time high market valuations that are coincident to that reality are rationalized only by “the new paradigm”. The latter refers to the globalization of the world economy. This means that multi-nationals such as those that comprise the Dow enjoy en expanding customer base. This rationalizes a growing price earnings multiple (PE). The new paradigm and expanding PE’s for multi-nationals would be threatened by political change, but that’s not today’s story.
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