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Tokyo, the High, the Low and Gold
Liquidity bull run in Tokyo: With all the stories of bankruptcies, the last thing one would expect would be a liquidity-driven bull market. 

That’s what we’re going to get.

By April 1, 2002, unlimited insurance on time deposits at smaller institutions will end. Simultaneously, the call (bank) rate has returned to zero. The effect has been a stampede out of institutions that will no longer offer fully insured products. The money has moved to bank accounts that are more readily accessible for investment, if that is what one wished to do. As for those smaller institutions, they are bankrupt in droves, leaving major banks flush with short-term cash that they need to invest somewhere! As some money moves into stocks, the public will ultimately follow as they face non-existent interest rates. This is the classic scenario for a liquidity-driven bull-run in Tokyo this year, as we get past year-end. Moreover, other Big Bang related policy measures are being implemented that will leave institutions with the mandate to invest a greater per cent of their assets…soon! These changes relate to billions of dollars. They were also forecast in these pages.
The liquidity run follows September 12ths test of the 42-year lows in the Nikkei/Dow ratio spread (see below). Apart from being the investment/trade of the year in my view, it is an indicator of a turn in fortunes. Since November’s big jump in machinery orders, economic indicators supporting the bull case have been coming out. As in 1998, bankruptcies have caused fears of forced liquidation of stock. In fact, the opposite, liquidity is the prevailing condition that is developing further. In the end, then, we discover that the market has fully discounted any reasonable fears. The public has about 23% in funds per capita as compared to the American public. Meanwhile, as described above, Big Bang (in this case via restructuring) is creating liquidity for investment. This is a tangible benefit of Big Bang that sought, among other things, to liberate capital from stagnate assets to the functional market, ultimately creating jobs.

New York: Did we nail another perfect peak? New York all but stopped the Dow precisely at 10,400, in deference, perhaps, for Sid Klein’s Weekly Comment. On January 13, 2000, Sid Klein’s Daily Fax identified the peak of the U.S. stock market’s Great Bull Market within one day. Last week’s comment, curiously, fell on the 2-year anniversary of that market call. As you have seen, we have held a hot hand since September. Now, we may have nailed another perfect peak. Certainly, traders who are up 500 Dow points now, have strategic possibilities open to them.

Nikkei/Dow ratio: Last week, I reminded of the virtue of buying half of one’s investment, or even all of it if one feels that what one is waiting for is miniscule compared to the upside. The reason to try to save money on the entry is that it allows one to establish a greater position with the same amount of money. In this sense, the buy side and how well we scrimp and save, determines our leverage. Also, it may still occur that the spread comes down to 1.02-1.03. Then again, we have seen 1.04-1.05. Tracking in these pages began at 1.09. At the end of the day, one must calculate that one’s risk is down to 1.00, or so (see previous letters) while the upside is to 2.00 and, later on, 4.00. Yes, you are reading these numbers correctly. You see why I call it the risk/reward strategy of the year.

Gold: All indicators are positive and a $40 run at any time may be seen as likely. Many individual companies have turned-up chart patterns and seem ready for break-outs! One such possibility may be Durban Roodepoort Deep ADR (Drooy).  I have been told that this company is highly leveraged to the price of gold. I have not had time to review fundamentals, so you are certainly encouraged to do so. The technicals certainly appear consistent with a bullish fundamental case. The stock was half today’s price ($1.58) one year ago, still well off $9 where it traded in 1997. One possibility, for those who approve of the fundamentals, would be to maintain core and trading positions. If the latter were 50%, there are resistance levels around $3 and $4, which could be used as exits for the trading half of the position. Whatever gold stocks one chooses, I believe that for those for whom it would be appropriate, it may be worthwhile to have a few low priced equities that are leveraged to the price of gold.

I hope that we have examined material that is out of the main and profitable. Until next week,
Sid Klein
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