After China and India,
the Next Asian

SUPER ECONOMY
PART I:

A New Sun Rises
Ever since medieval Crusaders brought the first Asian goods to Europe, the West has
sought ways to make a fortune from the East.
The silk and spice trade from Asia helped Italy to flourish, ushering in the Renaissance.
Tales of Asia’s riches convinced Christopher Columbus to sail West, hoping to find a shortcut
to its lucrative ports. Instead, he found the New World. And while that proved to be a
treasure trove of its own, most of the continent was mapped by other explorers hoping to
find their way to the Orient.
Over the centuries, disagreements over trade with Asia have led to wars, blockades,
threats and rebellion.
But even today — over 700 years since Marco Polo first described the continent to a
Western audience — the world still craves to profit from the Asian markets.
Only the story has changed.

3.6 Billion Potential Customers
For centuries the West looked to the East for exotic goods like spices and silk —
things Europeans couldn’t produce for themselves.
But as the West started to industrialize, it found something else in Asia to value —
cheap labor. The continent is home to 3.6 billion people, vastly eclipsing the 2.8 billion
that live in the rest of the world.
That’s a lot of mouths to feed — and a major reason that the Asian people are willing
to take jobs for such low pay.
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While some saw it as exploitation, an interesting thing started happening. Asian
governments began loosening up rules to make trade with foreign countries easier.
They started building new factories, and roads and power plants to support them.
And the “exploited” workers in these countries started getting richer.
With more money in their pockets, Asians are able to buy more stuff. And relaxed
trading rules means foreign companies can start
selling to these wealthier Asians. The race is on to
“Economists acknowledge that
grab market share in many Asian countries.

Japan’s economy is healthier than
it has been for a long time.”
— The Economist

As the financial press has drummed into our
heads, the country to beat today is China. Its cheap
labor force is churning out millions of products
each day. And the United States is only too happy
to buy them. All those Chinese flush with cash are ringing a bell for investors, desperate to
have a piece of China’s growth.
India — another favorite of the investment media — also promises to be an
economic powerhouse. Rather than focus on cheap manufactured goods, the nation has
decided to provide cheap services. Some of the world’s biggest companies depend on
Indian workers for accounting, customer service and even technical support.
And while those seem like good reasons to invest in these countries, the truth is there
is one Asian country that deserves special investment attention. It already has the
infrastructure it needs to ride the imminent boom. In fact, it’s even in a prime position to
help guide China and India through their struggles to modernize.
And more importantly, this country is not on Wall Street’s radar screen like China and
India are. And that’s important because one of our main goals here at Money Chronicles is
to help you get in on opportunities before the crowd learns about them.
Put your money in this country, and it won’t matter whether China or India ends up
on top. This country is poised to win — and win big — either way.
I’m talking about Japan.
Yes, you read that correctly. Although many on Wall Street think the country already
had its day, there are signs that the sun is rising again.

New Life for an Old Country
Until the late 19th century, no one would have guessed that Japan would become a
world economic power. Up until then, the West only saw it as a mysterious land of shogun
and samurai. In the early 1900s, it burst onto the scene as a world power. Just 40 years later,
the country became a world threat… and America’s mortal enemy during World War II.
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But after its defeat, America helped the country rebuild and restructure. And it didn’t
take long for this Asian country to become a world power again. Only this time, it
embraced the United States. By the 1960s, it was one of America’s best allies… and a
dependable trading partner.
By the 1980s, Japan seemed poised to take over the world — not militarily… but
economically. The country was all but unstoppable. And then, all of a sudden, it did stop.
Once one of the most feared and admired countries in the world, today Japan is seen
as something else — a great failure. A textbook example of what not to do. And a place
investors should avoid at all costs.
How did things go so bad so quickly? More importantly, when will things get better?
The answers may surprise you. Because while Japan may seem like a lost cause —
slipping in and out of recession like an addict having a relapse — there are reasons to
hope the coming years will be different. And smart investors who buy the right
investments now — while the majority of investors are still bearish about the island
nation — could see enormous profits as Japan undergoes an unexpected turnaround.
But let’s not get ahead of ourselves. First let’s take a look at how Japan got to where
it is today.

Where Japan Went Wrong
In the wake of World War II, Japan’s infrastructure was destroyed and its people
demoralized. U.S. military governor Douglas MacArthur was determined to change that.
Under his guidance, the
country got back on its feet.
Without a lot of natural
resources to draw on, the
Japanese instead drew on their
brainpower. Their entire culture
revolved around how to make do
with less — so they developed
ways to build products faster,
cheaper and smaller than other
countries.
Before long, its businesses
were on the cutting-edge of
technology, producing goods faster than America. They undercut American companies,
flooding Japan with an ocean of profits. By the 1980s, Japan’s economy was on fire.
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The profits flowed into new buildings and factories, pushing real estate profits to the
stratosphere. Thinking that Japan had discovered the path to endless profits, investors
flocked in, bidding up stocks to sky-high levels.
Unfortunately, Japan hadn’t discovered a path to endless profits. They were about to
learn a lesson all booming economies eventually learn: There are only so many
consumers in the world… and there’s a limit to how much you can cut costs.
Towards the end of the 1980s, profits suddenly began to wane. It should have just
been the start of another economic cycle. Instead, it blossomed into a full-blown crisis.

A Cultural Disadvantage
The simple fact was, the Japanese mindset was not prepared to deal with a recession.
And the cultural heritage that had given the country such advantages suddenly began to
bring the company down.
You see, Japan had filled its new factories and office buildings with workers. When
profits declined, there was no need for so many employees. Yet Japanese companies were
reluctant to lay off workers, because they believed in employment for life. In short,
companies kept employees on the payroll even though the workers were no longer necessary.
Before long, the companies
found themselves in trouble. If they
weren’t going to fire workers, they
were going to go out of business.
Unless, of course, they found a way
to get more money. Again, the
Japanese mindset lent a hand.
The Japanese government
refused to let any of its banks go
out of business. The banks, on the
other hand, refused to let any of
their clients go bankrupt. So, banks
kept lending money and making
bad loans. And the government
kept supporting them.
But by letting the bad loans
float, the banks also couldn’t lend
new money. That’s a formula for
economic disaster.
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If China is the rising superpower, Japan is the
sleeping giant. Since the Nikkei 225 peaked at
nearly 39,000 in December 1989, Japan has
been the land of the false dawn rather than
the rising sun.
But Mr. Hatherly says the outlook for the stock
market is more positive. “Japan is in some
ways the reverse image of China. Stock
market performance in China is lagging behind
economic growth. In Japan, the economy is still
in the recovery ward, but the corporate sector
is looking much more dynamic as companies
put their balance sheets in order. The biggest
cloud on the horizon for all stock markets is
the threat posed by rising oil prices.”
— John Hatherly, head of global analysis
at M&G, the fund manager, quoted in
The London Times.
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Growth Grinds
to a Halt
You see, the only way
for an economy to grow is
for businesses to expand.
Companies need to build
new factories, purchase new
equipment and hire new
workers. Otherwise, the
company stagnates. And
this creates a ripple effect
throughout the economy…
Not only is the company not hiring new people, but the companies that build new
factories and new equipment also aren’t hiring new workers. And the companies that
provide the materials to the factory and equipment manufacturers aren’t selling any
goods, either, so they don’t hire any new workers.
Meanwhile, companies that would otherwise go out of business stay open. They don’t
build anything. They don’t hire new workers. And they add nothing to the economy.
So once the banks stopped lending money, the cycle stopped in its tracks.
It didn’t take investors long to realize what was happening. The Nikkei Index —
Japan’s equivalent to the S&P 500 — hit a high on Dec. 29, 1989 and plunged downhill
from there.

A Long Road to Recovery
Through most of the ‘90s, the Japanese economy was in a form of suspended
animation. But at long last, businesses and governments are correcting their mistakes.
And today, Japan is on the path to reform.
The turnaround started at the ground level, with companies throwing out the taboo
against laying off workers. It wasn’t pretty, but it needed to be done. A company can’t
make profits if it’s paying for employees it doesn’t need. And a company without profits
can’t grow.
The results of the layoffs are still with us today. Although Japan’s unemployment rate
stands at about 5%, some experts believe the actual number is twice that — making it
among the highest of the industrialized countries.
The upside is that it finally allowed companies to start paying off loans. And the
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government passed new laws to make corporations more responsible. Not only does that
help the banks make better loans, but it also helps investors make better decisions.
Despite these changes, the country isn’t completely out of the woods yet. In the past
decade there have been four official recessions — meaning its GDP has contracted for
several consecutive quarters.
In fact, one of the easiest arguments for investing in Japan is that things couldn’t
possibly get any worse. After all, the Nikkei 225 is still down 73% from its high set in 1989.
But it’s also 45% up from its low — so the market has already fallen as far as it’s going to.
It should be uphill from here.
But while that’s a simple argument, there are real reasons to hope the country is on
the mend — and signs that now is the best time to get in.

Powering Up
In 2003, the Nikkei jumped 23%. And last year, despite the latest recession, the index
was up another 8.5%. That’s the first time the Japanese stock market has seen back-toback gains in over a decade.

The Yen Keeps Getting Stronger
The falling U.S. dollar means other currencies are getting stronger. But while the euro may
get all the press, the Japanese yen is pulling ahead. Why?
For one thing, it’s an established currency — one people still have faith in despite the
country’s problems. The
same can’t be said about
the euro, which was
launched in 2000 with
mixed reviews.
But more importantly,
Japan lacks America’s
huge private sector deficits
and has a very large
personal savings rate.
Over time, economies that
produce more than they
consume have stronger
currencies. And that bodes
well for the yen.
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Moreover, there are positive signs in the economy. Deflation seems to be easing, and
exports and salaries are on the rise. Even more importantly, corporate restructuring seems
to be working. Banks are slowly cutting their bad loan ratios, and corporate earnings have
been climbing steadily.
In fact, corporate return on equity is set to top 10% in 2005, a level not seen since
the 1980s.
The point is, Japan seems to have learned its lesson. Companies have returned to
their core competencies, doing the things that they do best. They have reduced costs and
staff. They’ve cut capacity and capital expenditures. Best of all, they’ve gotten their debt
under control.
All this has led to greater efficiency and with it, profitability.

How Cycles Are Supposed to Work
Now Japanese companies are sitting on cash again. As mentioned, they haven’t been
buying as much equipment as they used to. The flip side to that is the equipment they’re
using is old.
Japanese firms have put off replacing equipment for years. Now they have no reason
not to. Machine tool orders have been on an upswing since 2002.
Orders for new equipment will mean a pick-up in factory work. Unemployed
Japanese will have work again. And they’ll use their paychecks to buy stuff. That money
gets fed back into the Japanese economy, leading to more profits.
It’s a classic business cycle, one the Japanese people are really looking forward to.
Consumer confidence recently
came in at a 12-year high.
Then there’s the recovery in
real estate. The collapse in the
1990s turned most office buildings
into ghost towns. But a recent
survey of downtown Tokyo real
estate has shown that office
vacancies have fallen while rents
have started to edge marginally
higher. In other words, the
buildings are filling up again…
and companies are willing to pay
more for the space.
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Keep in mind — these
are just the first signs of an
economic turnaround. We
wouldn’t be doing our job if
we didn’t point out there
could be missteps along the
way. After all, Japan is a
mature economy — and
mature economies aren’t
usually known for their
rapid growth. Moreover, the
Japanese corporations and
government have a long
history of making the wrong decisions at critical junctures.
Another concern is Japanese exports. Over the past few years, Japan’s biggest exports
cars and electronics — have performed horribly. And the country’s internal improvements
may be moot if its exports don’t kick in to high gear.
Still, Japan is making tremendous strides in the right direction. And there are many
reasons to like its chances for success.

Ripe With Investment Opportunities
The first thing to keep in mind is that despite all its problems, Japan is still the
world’s second-largest economy. It makes up 12% of global GDP — over one-tenth of the
world’s total.
That means that even through its economic downturn, Japan has continued to
churn out goods and services. Maintaining a respectable world presence despite enduring
extreme economic hardships shows that Japan isn’t just going to disappear from the
world scene.
In fact, Japan’s reputation as a world power is a great asset. That’s because it’s in a
perfect position to lead the fastest-growing region in the world.
As you probably know, exciting things are happening in Asia. After taking a tumble in
the global economic slowdown of the late 1990s, Asian economies are bouncing back
stronger than ever.
The mainstream media have made China the belle of the ball, hailing the phenomenal
economic growth that country is enjoying. But if China is the belle, Japan is the country
that’s providing the makeup and jewelry.
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It’s simple, really. China can’t build its economy from scratch. It needs construction
equipment to build its factories. And it needs a way to get its goods to the lucrative
overseas markets that are funding its growth.

Japan has everything that
China needs to grow. And the
former enemies are becoming
fast friends.

Japan has everything that China needs to grow.
And the former enemies are becoming fast friends.
In 2003, Japanese exports to China were up 21.3%.
And in 2004 — officially a recession year for Japan —
imports were up 18%.

Remember the cycle. Profits are now flowing into
Japan. They’ll trickle down through the economy,
giving consumers more money to spend. And that money will get recycled into the
economy, boosting profits — which will just make the cycle get stronger and stronger.
And that just means you have more chances for profits…
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PART II:

The Best Places
to Put Your
Money in Japan
It will take time for American
investors to forget the country’s tarnished
past to see what’s happening now. That
gives you a perfect opportunity to sneak
in and buy prime Japanese investments
before they boom.
So, where should you put your money
now? Here are a few suggestions…

Invest in Japan —
Without Leaving Home
American Depository Receipts —
or ADRs — are the easiest way for
Americans to buy stock in foreign
companies. You can buy them on
American exchanges, and don’t have to
worry about currency problems or even
dealing with a foreign exchange.
An ADR acts just like any other stock
share. Buying, holding or selling them is
identical to every other stock on the
exchange. In fact, you may already own
ADRs without knowing it. Big companies
like Volvo, Nokia, even Toyota and Honda
all trade as ADRs. That’s because ADRs are
the easiest way for foreign companies to
sell their shares on U.S. stock exchanges.
The difference is that an ADR
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The New Japanese Land Grab
As we mentioned, Japanese real
estate looks poised to leap out of the
doldrums. In fact, the coming boom could
be even stronger than before.
The reason is simple: Japan has a limited
supply of land — and a lot of it was built up
during the 1980s boom. Now companies are
looking with new eyes at the abandoned
factories and empty office buildings.
In fact, the International Herald Tribune
recently reported that foreign companies
have plowed $7 billion into Japanese
properties in the past few months.
If you want to get in on the action —
and don’t feel like actually buying
Japanese property — there is an easy
solution. In 2000, the Japanese government
authorized the creation of Japanese Real
Estate Investment Trusts (J-REITs). Essentially,
these are companies designed to hold and
maintain commercial properties. By law they
must pay out a large part of their profits as
dividends to shareholders.
Unfortunately, J-REITs are only available
on the Japanese stock exchange. But with
big name U.S. companies buying up
property, we expect to see more Japanesebased REITs listed in the United States soon.
One U.S. REIT that already has a
foothold in Japan is the Simon Property
Group (SPG). In October 2004, they acquired
Chelsea Property Group. Chelsea, in turn,
owns five of Japan’s largest outlet shopping
centers. That means their profits will soar as
Japanese buying power increases.
Keep in mind, however, that Chelsea is
now just a small part of Simon’s empire, and
it won’t be a direct play on Japanese real
estate. Still, it is an easy way to grab a piece
of Japan’s booming real estate market.
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represents foreign stock shares held by a U.S. bank. The bank sells ADRs into the U.S.
stock market, giving U.S. investors a chance to participate in a foreign company’s growth.
In theory, what happens to the foreign company’s stock happens to your ADR. As the
foreign share’s value goes up, so does the ADR’s value. If the stock splits, each ADR you
hold splits with it. If the foreign company pays a dividend to shareholders, the U.S. bank
converts into dollars and pays it to you.
But again, you don’t have to worry about the specifics. In practice, you shouldn’t see
any difference between an ADR and any other stock in your portfolio.
Keep in mind, however, that foreign companies tend to have ADRs because they
have a strong presence in America. That means if the U.S. economy slips, the ADR
might follow.
But we think we’ve uncovered a few that should weather any storm. Of course, you
probably know the names of Japan’s most famous ADRs. Because when you think of
Japan, how can you not think about cars?

Driving Japan’s Future
Toyota, Honda and Nissan — Japan’s largest automakers — fell off investors’ radar
screens in the 1990s. And these enduring perceptions may be unfairly penalizing their
shares today.
But if you take a closer look, you’ll see that Japanese carmakers are still at the
forefront of the industry. Their latest innovation has been to maximize sales and market
share — even if it means fewer
profits. It may sound crazy, but
the plan is working.
In February 2005, U.S.
sales were down 12% for GM
and down 3% for Ford. By
comparison, U.S. sales were up
11% for Toyota and 10% for
Nissan.
Another particularly
winsome trait of Japanese
automakers is their insistence on
fuel-efficient cars. While this may
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simply be Japanese practicality — the country
needs to import all of its oil — it’s having global
ramifications now that oil prices are soaring
out of control.
It’s a stark contrast to U.S. carmakers,
which have enjoyed large profits from selling
their gas-guzzling SUVs. In fact, Ford Division
President Steve Lyons recently told the
Associated Press that declining sales of its
larger vehicles, such as the Explorer and
Expedition, were due in part to concerns over
fuel prices.
So, Japanese car companies are enjoying sales growth in America while their U.S.
counterparts’ domestic sales are falling... a trend that doesn’t show any sign of stopping.
Of course, as we mentioned, investors could care less — meaning you can get into these
Japanese ADRs relatively cheaply.
But if you could only buy one Japanese carmaker, there’s only one name at the top of
the list. It’s the carmaker that auto market analyst CSM Worldwide says could replace
DaimlerChrysler as one of America’s Big Three.

Oh, What a Feeling
This car company already has a long track record for fuel efficiency. And recently it took
a bold step by marketing a hybrid vehicle — one that runs on gas and batteries. Beyond the
fuel efficiency, it also has a reputation for making the most reliable cars on the road.
The company is Toyota (TM).
Toyota has been around since 1918. Back then it made power looms used in clothing
manufacturing. It added car engines to its product line in 1933. Global sales came about a
decade later, with the first U.S. branch opening in 1957.
Today Toyota is Japan’s largest car manufacturer… and the second largest in the world.
It was one of the first foreign car companies to make a real dent in U.S. markets. Last year
the company sold more than 2 million cars here, and increased its market share to 12%.
In other words, one out of every 10 cars sold in the United States is a Toyota.
And it is still growing. Toyota recently forecast it would sell nearly 7.3 million vehicles
in 2005, up 70,000 from its earlier estimate. And the Asian Wall Street Journal reported
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Toyota will likely add two more assembly plants in North America by the end of the decade.
There are also a lot of positive developments coming out of California, the largest car
market in the United States. California Governor Arnold
Schwarzenegger, well known for owning a fleet of super“Toyota has already eclipsed
sized Hummers — he recently converted one to run on
Ford as the world’s secondhydrogen has been lobbying top Toyota officials to make
largest carmaker and at its
California the site of U.S. production for the hybrid
current pace could overtake
Prius, according to The Wall Street Journal. In 2004,
General Motors in the No. 1
California environmental officials ordered automakers
slot within the next two
years.” — Clay Chandler;
to start selling cars with significantly reduced carbon
Fortune magazine
dioxide emissions by 2009.
As for the global market, “Toyota has already
eclipsed Ford as the world’s second-largest carmaker and at its current pace could
overtake General Motors in the No. 1 slot within the next two years.” writes Fortune
magazine’s Clay Chandler in the February 2005 issue.
Toyota’s revenue in Europe jumped 14% in the fourth quarter of 2004, and operating
income increased nearly 6%.

Making Inroads in China
Of course, every industry is hoping to break into the Chinese markets. And while
Toyota was a little late to the game, it is taking steps in the right direction. The company
recently said it would work with a Chinese partner to produce the Prius in China.
Today Toyota only has an estimated market share of 2% in China. But it is now firmly
focused on China and aims for a 10% market share by the end of the decade. It’s a bold
goal, but if any company is up to the challenge, it’s Toyota.
Looking at the fundamentals, Toyota is trading at just more than 11 times earnings for
the trailing 12 months. Though cross-country comparisons can be tricky, these valuations
are about half the typical Blue Chip stock in the U.S. and less than that of Daimler
Chrysler, the U.S./German giant.
That means the company is already a great value… and it’s also poised for exceptional
growth. You don’t see opportunities like this often, so Toyota should make an exceptional
addition to your portfolio.
Of course, Japan is more than just cars. And, in fact, some of Japan’s biggest success
stories of the next few years might not even be household names. But their businesses are
easy to understand — something one of the world’s greatest investors likes to see.
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A Company Warren
Buffett Could Love
Warren Buffett is the world’s secondrichest man. And he got that way by
investing. One of his basic rules is to only
invest in businesses he understands.
So he’d probably love this company. It’s in
an easy-to-understand business that taps
directly into the Japanese market. But it
also has international appeal, most
recently signing deals with China.
If you want to understand this
company’s potential, just think about how
you or your friends like to relax.
After a particularly good day, people
like to celebrate with a cold beer. But after
a rough day, they reach for — a cold beer!
That’s as true in Japan as it is in America.
So what better company to invest in than
a brewery?
Kirin Brewery Company (KNBWY)
has been in business for over 100 years.
Its flagship brand of beer is the fourthmost distributed beer in the world. Things
aren’t too bad at home, either, where the
company enjoys a 40% market share.
In true Japanese fashion, its
production plants are on the cutting-edge
of technology. Its 15 breweries are linked
by computer, making sure that inventory
stays fresh, so its customers have the best
beer possible.
Of course, as a 100-year-old Japanese
company, Kirin has its hands in more than
just beer. The company also manufactures
300 types of beverages — everything from
soft drinks to liquors to tea.

After China and India, the Next Asian Super Economy

The Fundamentals
for Making Profits
Warren Buffett and investors like him
pay close attention to the numbers that
companies report. When compared to
their industry peers, these numbers give
an indication of whether a company is
under- or overvalued.
This is called fundamental analysis.
Here’s a brief glimpse of three of the most
common fundamental statistics:
Price-to-Earnings (P/E): This is the
current price of the stock divided by its
current earnings per share. The higher
the P/E, the higher its price is compared
to its earnings. For example, a P/E of
25 means people are paying 25 times
what the company makes in actual
earnings. Therefore, in general, the
lower the P/E, the better.
Price-to-Sales (P/S): Similar to P/E, P/S
measures the current stock price
divided by its sales per share. The higher
the P/S, the more people are willing to
pay for each dollar of the company’s
sales. Again, a low P/S is ideal, but when
it comes to evaluating companies,
the P/E is a better indicator.
Price-to-Book (P/B): The current price of
the company divided by its book value
per share. Book value is the total worth
of the company’s assets — buildings,
inventory, even the office furniture.
In theory, book value per share is how
much money each shareholder would
receive if everything in the company
was immediately sold. Therefore, a
P/B of one means a stock is selling
for exactly what the company is
worth, and a P/B less than one means
the company is selling for less than
it’s worth.
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It also has joint venture partnerships with companies like J.E. Seagram, Chivas
Brothers, Coca-Cola and Anheuser Busch.
Then there are its non-beverage divisions, such as foods, bio-engineering and
pharmaceuticals.

“Commercial property prices
climbed in Tokyo’s five main
business districts in 2004 for
the first time since Japan’s
bubble economy burst 15 years
ago, bringing down real estate
values by 75 per cent. Rising
rents and record-low interest
rates that cut funding costs
may offer investors greater
returns than in cities such as
London and New York.”
— Xinhua Online

The food division focuses on health foods and
beverages. It also sells meat and frozen foods. The bioengineering business cultivates special varieties of
flowers and, of all things, potatoes. In fact, the company
was the first to successfully cultivate a new type of
small seed potato. And its pharmaceutical company
focuses on treatments for cancer and allergies.
It may seem odd for a beer company to be producing
flowers, medicines, meats and potatoes. But remember
that Kirin is an old-school kind of company. Back in
Japan’s heyday, it was fashionable for corporations to
develop as many businesses as possible.

The important thing is that the company has been
successful. It has very few competitors in Japan when it
comes to beer, and it can use those profits to fund its other businesses.
And things are about to get more exciting on the beer front. Once again, China is
the lynchpin.

The World’s Biggest Beer Market
In April 2004 the company launched its first beer into the Chinese market. Then in
January 2004, it received permission from the Chinese government to create a holding
company in China to develop its beer operations.
That’s exciting news, because the Chinese consume more beer than anywhere in the
world. However, the country is also now the world’s largest beer producer, meaning Kirin
will have to fight for market share.
But we’re not worried. Considering the company’s long history and reputation, it
shouldn’t have a problem making a name for itself.
On the fundamental side of the ledger, Kirin has a fairly high price-to-earnings ratio.
But that is balanced with a low price-to-sales and a decent price-to-book. And things
should only get better as revenue from China starts to roll in.
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Providing What China Needs
Another Japanese company with a hand in all the right cookie jars is Mitsui &
Company (MITSY). Its various business units include Iron & Steel Products, Iron & Steel
Raw Materials, Power &
Transportation, Energy, Food and
Retail, Transportation Logistics —
to name just a few!
As you might imagine,
the company has offices all
over the world. In total, it has
66 overseas offices on top of the
23 locations in Japan.
Our particular interest is its
steel and transportation divisions.
Remember, China is building
up its economy. But it needs
machines to do that — everything from bulldozers and cranes to more sophisticated
equipment like control systems.
“Japan is the second-largest
economy in the world after
the United States and a key
gateway to the rest of Asia.”
— Richard A. Rosenbaum,
National operating shareholder
of Greenberg Traurig,
responsible for its European
and Asian development

Mitsui has a long history of making all of them.
And it’s nearby. China can get just what it needs from
its neighbor.
Another Mitsui specialty is shipping and
transportation. Sure, China could make its own ships to
send goods overseas. But why bother when there’s an
experienced builder of high-quality ships nearby?
On the numbers side, things couldn’t be better. Its
price-to-earnings is 20% lower than its industry average.
Price-to-sales and price-to-book also stack up very well.

In other words, not only is the company in the right business, it’s also doing
them right.
Mitsui is doing everything it needs to do to cash in on Japan’s turnaround.

The Best Stocks Rolled Into One
For a more broad-based approach to investing in Japan — without the hassles and
expense of mutual funds — closed-end funds and ETFs might be for you.
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Closed-end funds are kind of like mutual funds, but with some important differences.
When you buy a mutual fund, the fund takes your money to buy new investments. And
when you sell the fund, the fund managers cash out your share of the investments in the
fund. Unless the managers decide to limit membership, any number of investors can buy
into the fund.
Shares of closed-end funds are different. While each share represents a basket of
investments, the number of shares and the amount of investments in the fund are fixed
right from the start. So when you buy a closed-end fund, you’re not adding money to a
pool. Instead, you’re buying shares in the fund from someone else.
The value of all the investments in the fund is called the fund’s Net Asset Value (NAV).
This number is usually divided by the number of fund shares available.
But unlike mutual funds, where the NAV represents how much you’d get for selling
your stake in the fund, NAV plays no role. Instead, because there are a limited number of
shares, the true value of the fund is determined by strict supply and demand. If a lot of
people sell the fund, the price will drop. More buyers than sellers will cause the fund’s
price to rise.
An interesting side effect is that the share price might be higher or lower than the
NAV. That is, the price you pay for the fund’s shares won’t match what the fund is actually
worth. If the fund is selling for higher than its NAV, it’s said to be selling for a premium.
A fund price lower than its NAV is selling for a discount.
Generally speaking, you want to buy closed-end funds for a discount. It implies that if
the fund were closed immediately and shareholders paid off, you’d receive more money
than what you paid for the fund.
But there’s nothing wrong with paying a premium for the fund, if you expect the
fund’s investments to increase in value.
Don’t worry about the gritty details, though. The most important thing is to focus on
the funds themselves.

Hassle-Free Index Investing
Exchange-traded funds, or ETFs, are a special kind of closed-end fund. The difference
is that they’re designed to act like index mutual funds, but without the hassle.
When you buy an index fund, the fund manager has to buy the investments in the
index from the market. In other words, if you buy an S&P 500 index fund, the manager has
to buy a proportional amount of every stock in the S&P 500 and add it to the fund’s
portfolio. Selling the fund means the manager has to sell those shares back into the
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market. A lot of people either buying or selling their index funds can cause dips and
spikes in the index as managers buy and sell the stocks in the fund.
But with an ETF, all the investments in an index are already in the fund. And, as a
closed-end fund, there are a set number of shares that make up the fund. So when you
buy or sell it, you’re dealing with another investor just like you. The fund itself doesn’t do
any buying or selling — so they’re largely immune from artificial price swings.
Another key ETF advantage could be a lower tax bill. A lot of investors selling a
mutual fund at once can mean capital gains taxes for you — just for holding the fund.
ETFs, on the other hand, only make capital gain distributions if they change the holdings
in the fund. That rarely happens, however, because ETFs are passively managed and have
low turnover. In other words, the fund manager generally doesn’t add or remove stocks
from the fund.
ETFs and closed-end funds also have the added benefit of being very liquid. Mutual
fund prices are only re-calculated once each day, after the market closes. That means you
really can only sell your fund at a certain time. But ETFs are re-calculated with the ebb
and flow of the market. In other words, their value is always changing, so you can sell at
anytime for the maximum profits.
One important thing to keep in mind about ETFs is that you do have to pay a
commission to buy and sell them, the same as with any stock. Keep in mind that
commission fess are set by your broker. So they can end up being higher than what you
would pay if you bought a no-load (no commission) mutual fund. In most cases, it doesn’t
pay to use ETFs for short-term trades.
Here are a few closed-end funds and ETFs you may wish to explore.

The Whole Japanese
Economy in Your Hand
Our first closed-end fund represents
some of the biggest companies in Japan.
The past few years have not been kind to the
fund, as you can probably guess. Its fiveyear return is a miserable -4%. The last year
it offered a return was in 2003, when it rode
the global stock recovery to a 53% gain.
Nearly all of its money is invested in
Japanese well-known equities like Toyota,
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The Next Step to Some
Trouble-Free Investing
If you like to profit from ETFs, you may want to
check out Strategic Options Alert run by
Money Chronicles contributor, Dan Denning.
In just the past few months, Dan has delivered
gains of 48%, 73% and 136% to his members…
and more are on the way. To learn more
about this service, click here. Or, copy and
paste the following link to your browser —
http://www.agora-inc.com/reports/STA/WSTAF500
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Honda and Canon. In fact, nearly half of the shares
it owns are Japanese blue chips. It’s called the Japan
Equity Fund (JEQ).
Mizuho
Financial
Group
2.61

Toyota Motor
5.41

NTT DoCoMo
2.91
Mitsubishi
Honda Motor Tokyo Financial
Group
3.03
3.51

While this fund includes some of Japan’s
biggest players, that can be a double-edged sword.
On the one hand, it’s in a great position if the blue
chips turn around with the rest of the economy. But,
Japanese blue chips will have a lot of international
exposure, especially in the United States. A
slowdown in America could be deadly for these
companies — as the fund’s performance has shown.

But the impact of a downturn will be lessened
by some of Japan Equities’ other holdings. For
example, 36% of its assets are in the service
industry, most notably health care. Japan is wellknown for its aging population, so health care is destined to be a big business in Japan in
the next few years.
It’s also very invested in business and financial services. Regardless of how things
go internationally, these companies will be in good shape locally as Japan gets its act
together.
As a closed-end fund, you can buy Japan Equities in the United States like any
other stock. But you’ll want to hurry, because the shares are currently trading at a slight
discount to NAV. Once the rest of Wall Street realizes Japan’s potential, they could sell for a
premium almost overnight.

A Smaller Start
For a more speculative play, take a look at the
Japan Smaller Cap Fund (JOF). As the name
implies, the fund specializes in small-cap Japanese
stocks. Small caps can be very volatile. But they’re
also usually the first indicators of an economic
turnaround… and can offer substantial profits
along the way.
In fact, the fund grew 11% in 2004 after soaring
a phenomenal 79% the year before. It even
managed a 9% profit in 2002, a time when the
Nikkei fell 22%... and even the U.S. Dow Industrials
Index fell 17%.
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The beauty of the fund is that almost all of its holdings are Japan-specific. That is,
most of its holdings’ operations seem focused in Japan, so there is little foreign exposure
to worry about.
A full 46% of the fund’s assets are in the service industry. Health care is a little
underrepresented, but otherwise the fund’s stocks seem well chosen.
Some of Wall Street has already caught on to JOF’s potential. You’ll pay a slight premium
for the shares today. Considering all the things the fund has going for it, you might be tempted
to risk it. If you do, try to buy on a dip.

Follow the Index
ETFs represent the broadest way to play a country. They’re usually based on a
benchmark index for the country. iShare MCSI Japan Index Fund (EWJ) is an ETF that is
designed to imitate the Morgan Stanley MSCI Japan index.
In other words, everything in the index is included in the iShare, in the exact
proportion as the index. So if the index goes up, so does the value of your iShare.
Unfortunately, the ETF is a slave to the index, without a manager exchanging weaker
stocks for stronger ones. That’s OK if you think the general direction of the Japanese stock
market is up. But if just a few stocks pull the index down, you’ll suffer alongside them.
How big is that risk? Consider that most of EWJ’s holdings mirror the holdings in
Japan Equity, described earlier. In fact, its five-year return is slightly worse than JEQ’s.
Still, a rising tide raises all ships… and we’re convinced it’s going to be nothing but
high tides for Japan for the next few years. Without the pesky fees of a mutual fund, or the
potential for overthinking on the part of fund managers, EWJ is a great set-it-and-forget-it
play on Japan.

The Clock Is Ticking…
As you can see, the Japanese economic renaissance is underway. It may not be in full
swing yet — but it soon will be. As we said earlier in this report, one of Money Chronicles’
objectives is to help you get in ahead of other investors. This is that time… while most
investors aren’t even looking Japan’s way.
And whether you decide to pick-and-choose ADRs, use a broader approach with
closed-end funds and ETFs or even dabble in Japanese investment properties, you must
act now. The fact is, Japan is a stable, well-known economy, and its turnaround won’t go
unnoticed by investors for long.
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Maybe they’ll recognize Japan’s rising corporate profits… maybe they’ll hear about
the growing real estate prices… or maybe they’ll follow where China is sending its money.
The point is, they will figure out that Japan is heating up. And if you want to rake in
the big money, you need to beat the rest of the crowd in.
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