JAPAN ASIA INVESTMENTS

1001 BOUL. DE MAISONNEUVE O., BUREAU 950, MONTREAL, CANADA   H3A 3C8

TEL: (514) 939-2221     FAX: (309) 417-0942

e-mail: sidklein@sidklein.com

www.sidklein.com
Summary comments for this quarter: 

Tokyo and New York

April 13, 2002
Please note: As I prepare to leave for Asia, Sid Klein’s Weekly Comment (SKWC) will be suspended from next week through the weekend of June 1, recommencing the weekend of June 8.

TOKYO: Households have built up cash. Cash and demand deposits have increased by about 20 trillion Yen due to the maturation of Postal Insurance funds and the elimination of insurance on time deposits. About 30% has gone into cash, a step closer to stocks. More importantly, this month’s figure for the Leading Economic Indicators (LEI) is the highest since the summer of 2000. Japan is improving its economic view, as forecast in these pages, and with good reason. Price declines are lessening as the economy improves, relieving deflationary pressure. The LEI figure has improved sharply and I continue to believe that it will improve. If so, the next time would mark 3 in a row and confirmation to and for many that a new bull market in the economy has commenced. This would dramatically lessen the already small possibility of a new minor flush-out low in the stock market and proportionately enhance the possibility of the forecasted liquidity driven buying panic. 

Indeed, if the stock market bottomed last September and the economy bottomed in the 3rd (4th in Canada) quarter, SKWC will have perfectly identified the price low of the Great Secular Bear Market in Japan and the economy itself. Once again, it would perhaps mark the first commentary in the world to forecast and identify such extremes in Japan.

For being further able to easily read the tea-leaves over these next 6 weeks, recall the lengthy discussions of these changes mentioned above in these pages and that the conclusions here were that money would be moving into cash en route to stocks. In addition to this, we have discussed that the Japanese will have “bought back” their market from the foreigners at the low. I believe that some part of the reason for recent government actions has been to inspire money into stocks. My view of that would be most bullish because it would be natural for policy makers to favour measures that make the public money and further benefit 

money staying in Yen (regarding the latter, and consistent with past prognoses in these pages, the current account surplus has improved - to the benefit of the Yen - while Japanese and foreigners have recently purchased equities). I believed that government intentions define outcomes in Mieno’s day and today I continue to believe it. The contemporary form relates to the outgrowth of Big Bang as being the key determinant of policies. The world has dramatically under-estimated the Japanese capacity for foresighted, careful planning; and has done so, right at the Secular price low of the stock market. As you know, I believe that the orthodox low was in October 1998. As you also know, I believe that Big Bang is rooted in the period late in 1996 under the Hashimoto government, at the most recent. A good LEI next month could lead to a buying stampede. Such a liquidity-driven event and a scenario with respect to the surrounding environment for that event have been discussed in earlier letters. Stay alert to the number and the expectations that will have preceded its announcement.
NEW YORK: ”…Therefore, any break below this week’s lows, especially as the option strategies would be taken into-the-money, ought to be used to exit as the week-end, consistent with my time cycles, could bring an “outbreak of peace in the Middle East”, at least long enough (intermediate term) to fit our cycles; the completion of negative cycles reflect the market working off already made decisions to sell”. 

The above quote from last week’s letter seems most a propos. The Dow whipped around this week looking for an excuse to rally but could not ignore the tragedies of the Middle East. The trading behaviour, though, does fit the profile of a market that would erupt if there were the “news” background to “allow” it. Fundamentals and cycles suggest a strong willingness of the market to rally but I continue to warn that this changes nothing.

Amazingly, I am asked whether I am turning bullish. I’ll say it yet again; I am referring to the intermediate term. The longer-term picture is one of a secular bear. Yes, there is a “chance” of a very minor new high in the Dow with massive non-confirmations all about. My own suspicion is that an intermediate term rally through the summer will be more of the trading range variety. None of this has meaning for the long-term investor.

NIKKEI/DOW RATIO: See previous letters for this, “the trade of the year”. Aside from indicating where and how one ought to be invested, this strategy is the lowest risk, highest profit margin trade I see in the world today. As per all the previous comments regarding it, one may use the position to alter portfolio-composition efficiently and easily or simply aim for longer term position investing profits. Within certain contexts, the position was established here at 1.03. Again, you are advised to refer to previous letters. 

Please note how well the Nikkei has been doing versus the Dow. Once upon a time, didn’t the threat of rising oil prices frighten Japan investors? The Nikkei truly is developing all the marks of a market headed for a buying panic. When I was alone in the world early in the year in the discussion of this topic and that it would be liquidity driven, the Western mavens were out in full force to predict the 

opposite and that anyone who could think like me was to be responded to in a contrarian light. I warned you that those same guys were always wrong (bullish then) when Sid Klein’s Daily Fax (as it was then) was right in remaining resolutely bearish and that this time would be no different. Particular attention was drawn by me to the fact that they should be treated in a contrarian light because those Western mavens were themselves the majority not-smart-money that was fashioning itself as being against the crowd. What makes a crowd a crowd is that it has no idea it is the crowd, but there is no crowd so stupid as one that sermons that it is the contrarian to the crowd. Better still, some of these guys sell TV shows. Worse, they’re usually economists.

GOLD: This thing is going to fly over $500 at one point…and it won’t stop there. There is no change in the views held from the outset. Maintain a portfolio of junior gold stocks that are leveraged to the price of gold. We wrote of one stock and it doubled toute suite. Focusing on that sort of thing would make one lose sight of the big picture for which one is invested and in which one imagines oneself painted holding a bouquet of gold flowers. 

Apart from a very brief missive next week, enjoy the Spring and we’ll get going again June 8. This commentary has offered the guidelines by which to invest and trade over the next 6 weeks. 

Sid Klein
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