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

January 25, 2002
LIQUIDITY

Nikkei/Dow Ratio: The week closed with a Nikkei (10,144) / Dow (9,840) ratio of 1.03. During the week, the figure fell under that. Last week, these comments contemplated 50% positions for certain investors, while the range for entry to watch has been 1.02 – 1.03 (the SKWF began coverage at 1.09). Therefore, we may be said to be officially “in”, using an entry of 1.03 and a weekly close-only “stop” of 1. As you know, the potential is huge while the risk is very limited as our “stop” straddles 42-year lows.

The technicals are astounding as the Nikkei, replete with statistical fudging, has visited lows last seen in 1984. In Elliott Wave terms, the final wave C of C is being completed in this time frame of the first half of this calendar year, with most of the price damage already in the past.
The Greatest Low of All-Time?: Since Big Bang, Sid Klein’s Daily Fax (now SKWF) has reported of many changes in the Japanese financial landscape. 6 –18 months ahead of the popular press, I have brought readers the “inside research”, just as I have since 1989. One of the changes has been the securitization of bad real estate assets. Canadian institutions did not join American and Japanese investors in reaping gains as high as 30%+ per annum for the 2 years following the change in legislation. 

Responding to fast changing conditions, I further advised institutional investors to consider Japanese mortgage backed securities as the next great risk/reward, debt situation. Well, now the government will allow MB’s and commercial paper to be used as collateral. It appears that the design is to increase liquidity in the system; it also helps with valuation for these securities. This latter point is itself noteworthy in the re-liquification process of Japan.

These changes are occurring at a time when the Nikkei is groping for its all-time low in terms of price AND time. The price low was seen, it seems to me, with the test of the ratio’s low (see first par. above) on September 12. The timing seems to be March – June directly ahead, with many equities going well into double-digit gains as the bottom is forming. 
The broad market’s low was October 1998, as forecast. Many equities doubled and tripled as the Nikkei and OTC indices rallied 50% and 400%, respectively.  Value stocks bottomed in 2000. The whole period is one of transition and dislocation. Novices can easily lose sight of the bigger picture. The present low is as significant, or more so, than that seen in 1932 in New York. In that market as well, there was deflation, not inflation. The low, nonethesame, was in. 

Interestingly, that was the year GE bought up cheap assets like there was no tomorrow. Now, they’re doing it again. This time, GE is doing it in Japan, alone investing double-digits, in the billions.  
Venture Capital: Institutions were holding mounds of cash due to poor market conditions. Now, they have a truly daunting task: Investing money. 

One of the other forecasts found in these pages 3 years ago and since, has been that allocations for venture capital (VC) by pension funds and other institutions would be so increased as to allow hundreds of billions of dollars to flow into the real economy. Therefore, liquidity that is being created for stocks (please see last week’s comment, re: public abandoning lesser institutions in favour of the mega-banks), does not artificially manipulate equities but, rather, supports them in tandem with the real (and new) economy that enjoys the massive liquidity boost coming from VC. 

The fact that changes to insurance on financial deposits is coming in a year (see last week’s comment), reflects a typical lead-time for the market to discount an event to some extent. Equities soared in Japan in 1999 well in advance of postal insurance funds being liberated. While this event is not of the same magnitude, it is noteworthy as a discounting consideration. 

So, financial liquidity, in an economy where the stock market is a small fraction of the whole, won’t cause a sustained bull market; it will be part of the investment landscape, having acted as a spark to a flame caused, ultimately, by the changes in VC. 
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