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Japan’s Bull, US’ Mess 

June 16, 2002
TOKYO:  

ECONOMY:

Consistent with material reported last week, private machinery orders and private capital investment and orders indicators, according to my analysis, have clearly bottomed or struck lows and are poised for dramatic take-off. Last week’s letter wrote, “…above all, this bodes extremely well for the investment theme of supreme choice of this author, that being Domestic Demand Oriented Value Stocks (DDOVS). Why? The economic indicators of greatest strength are in the areas of domestic and private demand that is rebounding smartly”. Everything is going our way.

GDP growth during the 1st calendar quarter came in at 1.4%, profoundly strong by all forecasts. Industrial production (IP) forecasts have been raised dramatically from negative to positive, with swings of over 2 % (points). Quarterly profits are up 2 quarters in a row now. SKWC was perhaps alone in the world in its forecasts on Japan in the calendar 4th and 1st quarters. Amid absolute gloom, the view here was that the stock market had bottomed and that the economy was doing so on a slight lag. The IP numbers are expected to improve still further as the inventory/shipments ratio forms a low. Who but SKWC forecast these findings amid the funeral music for Japan?  

Also in the SKWC*-was-there-at-the-bottom-again column, the number of revised forecasts, along with the number and quality of the indicators being revised, is expanding, including broadening upward-revision forecasts for the economy and YEN. Remember, economists are a lagging indicator. Consumer spending numbers have now caught everyone by surprise with their strength. The improvement in the export sector has not only caught everyone off-guard but the strength’s greatest (surprise) acceleration has occurred in Asia (see YEN commentary below). As you know, DDOVS are defined as those companies that profit from business with Asia (see STOCKS and DOLLAR below). 

STOCKS:

Further supporting the YEN (see DOLLAR below) and an oft-repeated forecast, foreigners have now made a huge shift to the purchase of Japanese equities, on balance, assisting stock investment trusts’ growth in valuation (mutual funds), for what is now the 4th month in a row (one may also note that Asian mutual fund performance trounced that of North America’s in the 1st quarter). This has occurred WHILE New York has been suffering, offering some supporting evidence of what is to come and that Sid Klein’s Weekly Comment, SKWC, nailed the NIKKEI/DOW RATIO perfectly at 1.03 (only short term traders were at all “stopped” at 1.00 weekly-close-only-basis, 50 – 100%, as the case may be). 

EARLIER THIS YEAR, SKWF REPEATEDLY REFERRED TO THIS RATIO TRADE AS THE MOST EXPLOSIVELY PROFITABLE AND (!) RISK-AVERSE TRADE OF THE YEAR!!!  Whether this knowledge was used by traders, position-traders, corporate or institutional investors establishing “synthetic” switches, this may have been the single most valuable investment information offered in any market letter anywhere in the world!!!  

The Nikkei, meaningless index that it is, is still followed by SKWC due to this ratio and the fact that it is what the public knows (see previous issues regarding the relative statistical meaninglessness of the Nikkei). Now, realize that the index has been caught in between 11,000 – 12,000 until this week. When the Dow Jones hinted at a break over 10,400, the Nikkei, benefiting from foreign investment, has threatened to run away. How badly the Dow breaches 9,400 should pretty much define how badly the Nikkei breaks 11,000 in the short term. Therefore, while these pages have foretold of a possible explosion in the Nikkei…BUYING PANIC…please note the comments below (NEW YORK). No matter what, all the pieces written in SKWC, were based partly on the fact that foreigners are extremely underweight Japan and that a CRASH IN NEW YORK would help, not hinder! The proof is in the pudding and there are now all sorts of supporting facts in our dessert. 

Once again, this letter was all alone in identifying the bottom of several and sundry Japanese economic and market indicators and indices.

NEW YORK: What a horror show this has been since 2000 when Sid Klein’s Daily Fax (SKDF) identified the peak of the secular bull market within a day. Almost immediately after, SKDF called for a crash in tech stocks, both in New York and Japan. Days later, the mega-drubbing began (see “selected past comments” within the “previous comments” section of the website). 

Please note some key developments in market psychology that is being reflected in the press. Leading up to the identification of the Dow’s perfect peak 2 years, 5 months and 2 days ago, SKDF repeatedly compared the market to 1973-74. The reasons included the fact that that market had gone sideways at the top and yielded to 90% declines in the nifty fifty stocks, much as I was calling for in many new economy equities. Guess what? Not only has the Dow come off of that pattern (that emulated the 1973-74 formation), the new economy stocks are largely down 90% and a major Canadian newspaper reported last week that sentiment is worse than at any time since ’74.   NAILED!!!

As I have been reporting, this month is forecast to be bad, within a sub-cycle, before rallying in July. I had initially believed that August would also be strong before yielding to the resumption of this secular crash but it is entirely possible that only July will be good. SKWC warned that the economy and stock market were in a major secular CRASH very recently, precisely when the perma-bull Wall Street touts were encouraging believing the opposite. 

The liars, whose job it is to suck in your money (directly OR indirectly), are the same ones who will continue to deflect attention onto military events that they themselves cause when inevitable crashes in the economy and/or stock market are at hand (see par. 5 of the Nov.19 letter, that precedes the section on Japan, as well as the conclusion of the Feb. 23 letter, “Wag the Dog”). “Wag the Dog” was incorrect in its timing regarding such an event but, regrettably, I am still firm in my belief that it will occur (see Feb. 23).

In the short term, then, if the Dow somehow holds 9,400 this month and proves strong for the remainder of the summer, due to the continuing (and just beginning) bull market in the NIKKEI/DOW RATIO, the Japanese market could commence its buying panic. Should the Dow’s crash indeed prove worse, sooner, then the Nikkei could put in the final wiggle in its secular price bear market. The orthodox low occurred when Sid Klein’s Daily Fax identified the bottom within a day in 1998 (see the “Sid in the press” section within the website: 

www.sidklein.com). The scenario of a minor new low is not given importance. Such a “wiggle” would not affect most DDOVS, that is our sole investment of interest other than gold equities. DDOVS are up and many have erupted. The “wiggle” would also not affect the NIKKEI/DOW RATIO, nor would it affect the Japanese economy and its numerous indicators with respect to which I have identified lows. 

DOLLAR: Marking the 7th monthly increase in a row, the April current account surplus was up over 21%. If someone would prefer to hold US dollars rather than YEN, even as US assets crumble in a secular bear market, fine. Bear in mind, however, that there is no pill for “provincialitis”. No change regarding the Euro. The US dollar is bad news.

In the ECONOMY section above, it is noted that the greatest strength in export growth came from Asia during the very period through which there was no greater gloom regarding Japan than at any time since 1998. It is reiterated here that that Asia-bullish situation remains the forecast of SKWC (see DDOVS in par. 3 above). 

I will use this occasion, then, to underscore that Japan is seen as threatened amid financial weakness by China on the playing field of productivity and market size. This is stupidity. Since 1998 (see SKDF: “Japan, the “Bottom is Now” – Sept.25, 1998; The Globe and Mail: “Why the sun is rising over Japan once again” – Oct. 17, 1998), a REASON for my bullishness on the YEN has been the fact that I see Japan as Asia’s banker. The more markets open, the better for Japan and its a long-term plan. I note again those bonds being guaranteed by the Japanese government that are sovereign Southeast Asian debt. 

I infer intention.

GOLD: Upon examining the charts of individual smaller gold equities, 5 waves up are clearly formed, the Elliott Wave Theorists may note. The implications are: As repeatedly forecast – from the lows – such stocks are in new bull markets. An intermediate term correction has begun that is forecasting a more-or-less sideways correction in the price of gold. Such a correction in the gold stocks that are levered to the price of bullion could coincide with a short-term rally in the stock market. Concurrently, the metal should marginally correct, holding above $290. Remember, these equities became very overvalued and selling could even occur to alleviate investor margin calls, if the pain being expressed by stockbrokers is any indicator. You are strongly advised to review last week’s gold commentary.

NOTE: As the extended free trial period is winding down, the weekly comment will only appear on the website with a 4-week lag, in the “previous comments” section of the website. Real-time recipients of this letter will continue to receive the commentary and be notified of the timing of the full transition in a timely manner.

* - SKWC here Includes SKDF.

Sid Klein
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