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Politesse, do relent. 

The greatest secular low in the history of world markets, certainly Asian markets, is now being formed (for more precise timing please see previous comments). The best proof is the degree to which Japanese institutional investors are losing their minds. My eye has always been on the highest level (elite) politicians, having continually informed you over these past many years that everything is well planned according to national interests that will not be compromised to suit bullying foreigners. The fact that businessmen in Japan do not agree with this proven formula at all, after so many years, merely underscores how deadly accurate this analysis continues to be. Through legislated changes and moral suasion, the disrespected political elite will have assisted the business class in joining the public and para-public sectors in repurchasing more of their market from blind-sided foreigners. This has been forecast in these pages through the years often enough. Now, the future has all but arrived.

The Economy and the Great Write-off:  
Fiscal year-end in Japan is concluding with triple bottoms (1992, ’98, 02) in sundry economic indicators that include, among others, machinery orders. In the export sector, auto companies are gaining market share and generally doing better than expected. Value stocks are so healthy that many are flat to up through a period during which the Nikkei has been halved. Forget inflation, no problem there as corporations are loathe to borrow as debt needs to be paid down. Simultaneously, the full guarantee of time deposits ends April 1. 

Many milestone events are lining up so that any clued-out Westerner may later exclaim from his distant perch how obvious it should have been. The stage may be setting up now, then, for the bailout to end all bailouts. As foreigners dump Japanese securities at lows, the bank bailout will later be viewed, among other things, as the conduit by which Japan will have repurchased a large portion of the corporate shares and other securities that they do not presently own. 
Westerners judge debt laden counties’ problems within the context of true poverty, a paradigm with which economic historians are well acquainted. Japan sits atop about 40% of the world’s savings and the government may essentially capitalize the banks’ debts without risk of inflation or weakness in the Yen. Generally speaking, almost everything except irrationality itself has been discounted. With valuations at all-time lows, no risk of inflation and improving fundamentals, virtually all securities not burdened by debt would be prone to erupt to the upside to shock the still doubting investment world.

Investment Opportunities: Several corporate bonds with relatively short maturities offer competitive or superior yields to ours (Canada). A decade ago, I advised purchasing Swiss and German bonds that were paying more than ours. My argument: they’re solvent, we’re not (did or does that matter for parochial and pedestrian brokerage firms?). Well, gains for holders of Swiss Franc and other currencies have been superb. Of course, it was obvious, right?   Later, some economist will knowingly inform us that the balance of payment figures should have made the Yen’s new bull market obvious.
Nikkei/Dow Ratio: The Nikkei only briefly slipped below 1 (.99) at a Friday close (please see previous comments). Short-term speculators were 50–100% stopped-out, according to individual need (entry was at 1.03, ATH=14). Investors will be in for a very long time. Portfolio investors (who treat their portfolios to have a beta of 1 with the Dow) have used the spread to simply convert their portfolios to Japanese shares with a single, low cost transaction, however large the portfolio. The weekly close-only stop of 1 was used for futures speculators. All should bear in mind, however, that the multi-decade spread-charts use quarterly, or even annual, data. The recent dip to .99, or any final low we could yet see very soon, may never even appear on the graph for future market historians. 

So, Let’s Get Real: 

Long ago, and repeated often enough, I have written that Westerners have bought tops and sold bottoms…and that Japan will effectively buy back from the West what had been sold to it. This is that process!
Westerners are selling Japanese shares to meet margin calls at home. This will worsen as the forecasted Dow spiral to 4,000-6,000 accelerates. Of course, there will be a point at which freshly discovered genius will dawn to the inspiration of Japanese share purchase. Then, the market’s acceleration will force investors’ hands, particularly those responsible for fund allocation (what could be more timely than the boardroom tribunals of institutions?).

With screaming opportunities in stocks, (strategically selected) bonds and the Yen, foreigners will also realize that these securities actually represent a safe haven!  With the under-pinning of cheap valuation, domestic demand-oriented value stocks (DDOV’s) in particular will be equated by smart money with capital preservation, as well as wealth creation. 

OTC stocks are still up about 70% from the 1998 bottom that I treat as the orthodox low. Apart from the OTC shares, technical analysis suggests certain key considerations. The Topix has outperformed the Nikkei since then quite clearly. The artificial effect of the latter’s ill-timed changes to include 30 technology stocks has skewed indicators. The tremendous performance of stocks on the way to Nikkei 20,800 from 12,800 has eclipsed any ensuing losses on the way back down to today’s index levels. Technical indicators, including new highs/lows and breadth, support the preceding to suggest what a lay-up this market call (for the faithless, strategic decision, at the least) is. 

Consider that even if someone held all domestic, non-new-economy, but still not-necessarily-value shares, purchased near index peaks, a mere move toward 14.000-16,000 could send even such portfolios sailing into the black. Note strong stocks such as Mazda, Yurtec, Tsutsunaka and Kawasaki Steel that are indeed but a few examples of why this is so (only Yurtec and Tsutsunaka are DDOV’s). Net flat since around Nikkei 19,000-20,000, any of these stocks are very capable of 100% returns on such index activity as contemplated 4 lines above.     Returns will be far greater than that in a new secular bull market.   
Therefore, not including the explosive gains that preceded the decline from 20,800 to today’s levels, nor the fact that losses in this decline have not surpassed those gains, assuming a portfolio of proportionate weightings, any portfolio established even under these unfavourable circumstances may reasonably look ahead to profits. This is a true acid test of long term value and strength. Meanwhile, those invested in the Dow, whose peaks and troughs have been perfectly forecast and identified in these pages (1st quarter 2000, 4th quarter 2001; please see previous comments) face years of probably unrecoverable losses.     The buyers of Nikkei 39,000 had also been in for the long haul.

The difficulty for Western non-professionals and media members is that they simply look at a relatively meaningless index and actually believe that they have examined the x-ray of Japan’s equity and related markets. Notwithstanding the impracticality of these most extreme and unrealistic assumptions in the preceding paragraph with respect to real-time market (portfolio) activity, the assumptions of the ignorant perched on high, truly underscore how utterly useless most Western observations are with respect to Japanese and Eastern investing in general.

These times are as exciting as they are dangerous. Live them well. Live them knowledgeably. Live them profitably.        Do the math!

Sid Klein
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