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 SID KLEIN PROVERB:

ANALYSTS WHO JUDGE MARKET WITH MIRRORS, GET IT ALL BACKWARD 
March 17, 2002

TOKYO:  The Nikkei rallies 25% percent and all the press coverage is negative. Makes sense, right? The North American “experts” have discovered that March brings unusual swings that can’t be trusted. These were the same mavens who were years early in turning bullish because they believed the government...when it was too soon to trust the government’s intentions.

Don’t forget it.

In response to this rally, a well-known US analyst even said that being early is the same as being wrong. Is that true or does the statement reflect his own past experiences and the scars they left on him? The reality is that investors in Japanese Domestic-Demand Oriented Value Stocks (DDOVS) do not face that quandary anyway. Then again, is it reasonable to expect a North American analyst to equate Japanese stocks with anything other than the Nikkei? No, perhaps not.

By the way, since one of the arguments against Japan is that the vast majority of funds have lost money, why don’t these North Americans actually learn something about Japanese equities and the appropriate, rewarding themes therein?

· These same analysts are wondering whether the market has achieved maximum bearishness, a typical condition at a major low. Well, let’s see. Including a few of the many points raised in last week’s special report, we note the following:

· All-time low valuations.

· Utter capitulation by foreigners.

· A government package no one believes is worth anything.

· The public is listening to the same guys that were always wrong about Japan, folks who are now bearish.

· Technical analysis, based on a probable Elliott Wave count, suggests that the stock market has just completed wave “C” of “c”, dating back to the 1st week of January 1990.

Is that bearish enough?

Amazingly, one of the reasons being cited as to why the market will not get off the ground, is that foreigners are out of the market and will not fuel its advance as they did in 1999. This is the type of technical analysis one expects of a fundamentalist. In fact, I believe it was an economist whom I read making such a comment. As you know, Sid Klein’s Weekly Comment (SKWC) has forecasted and remarked that this would be the ideal background for the new secular bull market; specifically, that the Japanese would re-purchase their market from the foreigners at the lows.

Be reminded that I continue to forecast and believe that this coming quarter will mark the low in the economy and that the stock market should put in a higher low. If it made a “fake-out” minor new low, it would be the blessing to be used to load up. However, under either scenario, the vast majority of equities I would seek to purchase have, I believe, already seen their lows.

The only thing I would add to last week’s letter (“Secular Low”) is my view with respect to a report out of the World Bank. The Bank is forecasting a 1.5% economic contraction. As you know, the letter commented that profit forecasts are going to be revised upward throughout the year by brokerage firms who, I suspect, have come in with numbers that are too low, in order to play it safe. Similarly, I believe the World Bank will have augmented their forecasts.

International smart money, not the guys who read the mainstream press, want in. The size of stock market commitments will only be found out later, once an all-out buying panic is in force in Japan. The panic will be liquidity driven (see previous commentary regarding the effect of the cessation of full deposit insurance after April 1), much to the shock of those who only see deflation. It is such a buying panic – due this year - that SKWC envisions.
NEW YORK:  The forecasted time cycle low due over the next few weeks would probably relate to a military event. The reason for this is that when an entire decline occurs within a compressed time frame - as opposed to more consistent or gradual trending, for instance - it is natural that there be a particular event that the market may believe is the cause. Moreover, this would be consistent with the key comments made in these pages back on November 19, 2001. There, it was explained what I believe to be the most important and relevant aspect of market analysis pertaining to New York today. A military related story, as background to a hard, swift and short-lived market decline, would also be consistent with the comments made in the letter, “Wag the Dog”.
In the past and throughout history, the sequence of events was that financial difficulties (i.e. – stock market collapse) were later followed by economic downturns (i.e. – recession or depression) and, finally, political upheaval (i.e. – war). Now, these 3 events are “bumping” into one another, occurring with simultaneity. The lag time between one event or happening and another is slight, if any. This can sideswipe an investor or, alternatively, allow him/her to reap great rewards by reacting to it, if aware of this new phenomenon. 

The preceding critical finding is supported by the observation that there has never been so manipulated a market in the history of the world as what we have seen in the US throughout the 90’s. The treasury is a major player and the international game of trade (free?) has also aided the US stock market to hold up longer and go farther than any other, fueled by international capital, attaining to the highest valuations of any major world market. We have already seen the effect of the latter on the NASDAQ and the new economy stocks, into which John Q Public’s principal investment dollars were invested. 

That this concept of “bumping” (or overlapping) has not been covered anywhere else in the world except in SKWC, to my knowledge, ought only make one more confident about the finding and the resultant investment conclusions found above and in the November 19 letter. You are now well armed (no pun intended) for the events to come in both the nearer and longer terms.

Sid Klein
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