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JOKER’S WILD

Japan: Through this major cycle bottoming phase in Japan, as is to be expected,
there are conflicting indicators and trend influences. The effect is confusion. Let’s
remove some of it.

The peak period for the unwinding of cross-holdings is now, February, followed
by March. Supply/demand will play into the fears of the market (bearish factors
finding bearish stories). The bearish story today is, as it has been for years, the
balance sheet side of the equation, specifically, financial indebtedness.

The bullish side of the story relates to the economy. Higher interest rates
(JGB’s), and falling earnings have brought valuations down too, creating a
turning point if, as forecast, higher interest rates should be a precursor to
economic expansion. The wild card is indeed an economic and profit turn-
around. Should that occur, there is enormous upside leverage in the indices. The
price-to-book ratio is lower than in ’98 and, with surprises to the upside, bullish
thrusts, when they come, will be violent. As for the downside, next week’s
comment will demonstrate how many stocks not exposed to unwinding, and
preferably value stocks, are up-to-flat over the last 2 years! This is consistent
with historically low valuation-to-GDP that also suggests that risks are calculably
low now.

As everyone focuses on the bearish story, Industrial Production (IP) will be up
this quarter for the first time in over a year. Inventories are still falling. IT-related
output increased for the first time in a year, also in the 4" quarter. Inventories in
that sector are down, cumulatively, over 35% since the high in March. The latter
indicator should lead a market low by 2 quarters, falling into the March — June
period. With the worst of year-on-year comparisons in the past for IP,
manufacturing numbers are coming out strong. Fundamental AND technical
indicators are pointing to a general low in the coming quarter.

A concern in the market has been the new restrictions with respect to the
insurance of time deposits. The comment of Jan. 21 demonstrated how this an
event that causes some liquidity for the stock market. It should also be noted that
Japanese savers could remain fully insured by moving into demand deposits that
are hardly less yielding. Being fully insured, it's not as though fears of a run on
the banks are reasonable.



Nikkei/Dow Ratio: The ratio closed at .99 (45-year low), technically stopping-
out the position put on at 1.03. Some key observations: By favouring the spread,
some have gleaned the idea that | recommend general purchase of the Nikkei at
this time, despite previous comments that identified next quarter as the ideal
period for this cycle’s low. The position, according to the strategy as well as the
bearish view on New York, poses very little financial risk. It is a convenient way
to strategically adjust a portfolio (futures) with little cost, allowing too for maximal
flexibility. Only traders should be stopped out on the position, taking a tiny loss.
However, since its long term potential is vast (the ratio was 2 and 3, relatively
recently), one may always maintain a half position. We’ll look at full re-entry
soon, due as well to a bearish view on...

New York: The Dow got up into our 10,400 - target zone and collapsed. The best
argument bulls come up with is that there may be one final run to new highs. I've
learned over the past 20 years that when a long cycle ends that includes
previous bear victims fearing a final new high, the last one has already been
seen. The financial touts don’t realize that you never fight a government that
wants, or has an opportunity for, a bear market to deflate prices. Japan wanted it
in 1990. Fools fought Mieno. Now, attention is on “the war”. A bear market is
O.K. With 5 complete Elliott Waves since 1932 and 1987, | don’t see why
authorities would support a rally that would misalign a bear market with a
military/nationalist distraction.

Believing that the risks in New York are great, risk in the previously mentioned
spread strategy is mitigated. Either way, beware how you read any indicator,
either in a bullish or bearish light with respect to either Japan or the U.S. The
very next day, an indicator of a different type may overwhelm it in the opposite
direction.
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