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                  June 24, 2014 

 
 

3-D Printing 2.0 
 

Greetings, 

 Cup & Handle’s fifth monthly investment letter will look into additive manufacturing, or as it’s 

more commonly known, 3-D printing. Additive manufacturing has garnered a lot of media attention 

over the past two years, which has translated into major gains in 3-D printing stocks. However, a sell-

off earlier this year brought valuations down to much more reasonable levels, and we think now is the 

time to get involved. 3-D printing is truly transformative technology that will disrupt many sectors, 

notably the automotive industry. 

 Global equities continue to be very strong. The S&P 500 is closing in on 2,000 and the 

German DAX looks poised to break through 10,000, but there are a few reasons to be bearish. Our 

“recommendation portfolio” is intended to be uncorrelated with the broader market, and thus far 

performance has been mixed. 

 

Cup & Handle Investment Recommendation Portfolio

Direction Date Price at the time Duration Current Price % Change:

Performance 

Relative to S&P 500

Recommendation 

Status:

Monthly

Cameco (ticker: CCJ) Long 2/17/2014 21.71 Long-Term 19.61 -9.7% -16.6% Open

Palladium Long 3/6/2014 774.3 2-3 Years 828.8 7.0% 2.2% Open

Stillwater Mining Co. (ticker: SWC) Long 3/6/2014 15.06 2-3 Years 16.97 12.6% 7.9% Open

Teucrium Corn (ticker: CORN) Long 4/24/2014 34.12 18 Months 30.33 -11.1% -15.8% Open

Teucrium Wheat (ticker: WEAT) Long 4/24/2014 16.46 18 Months 13.93 -15.4% -20.1% Open

Long India / Short Japan (INDA / EWJ) RV 5/30/2014 2.4585 5 Years 2.45 -0.4% -2.9% Open

Weekly - Tactical Picks

Nickel Long 4/3/2014 16025 18 Months 18425 15.0% 10.8% Open

EUR/AUD Short 4/10/2014 1.47557 6 months 1.4499 1.7% -5.6% Open

AUD/USD Long 5/12/2014 0.9382 6 months 0.9380 0.0% -3.8% Open

Volatility (ticker: VXZ) Long 5/15/2014 14.15 Until Fed hikes rates 12.95 -8.5% -13.7% Open

Lorillard Long 5/19/2014 57.32 6 months 63.79 11.3% 7.9% Closed - 6/18

National Bank of Greece Long 6/11/2014 3.89 18 Months 3.75 -3.6% -4.6% Open

GBP/USD Long 6/18/2014 1.6941 6 months 1.6969 0.2% -1.0% Open

http://cupandhandlemacro.com/weekly-subscription/
http://cupandhandlemacro.com/
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 Our corn and wheat recommendations are the obvious laggards, both down more than 10% 

since late April. Ideal weather conditions across the Midwest US have put downward pressure on 

most grain markets. The sell-off in wheat has been a little surprising given the fact that less than 10% 

of global production comes from the US. However, the catalyst for this investment is still El Niño, 

which is expected to develop later this year. For now, CORN and WEAT remain comfortably above 

our stop levels. Similarly, Cameco has underperformed the broader market, but this is a long-term 

position and our conviction level has not changed. 

 As for our winners, nickel still looks very strong after a 15% rally since our recommendation. 

Palladium prices stumbled earlier this month following news of a settlement between miners and 

labor unions in South Africa. Speculative long positioning had reached an extreme, so the sell-off was 

warranted, but palladium continues to hold strong around $830/oz. We closed our recommendation of 

Lorillard (ticker: LO) on June 18th after the company received a takeover bid from Reynolds American. 

We know little about the merger-arbitrage business, so we’ll lock in that 11% gain. 

 I’m very optimistic about our two latest recommendations, long GBP/USD and the National 

Bank of Greece (ticker: NBG). The Bank of England looks likely to be the first major central bank to 

raise interest rates later this year, which should be very supportive of the Pound, in contrast with the 

ECB, which is still looking for the ways to loosen monetary policy. The ECB’s latest stimulus 

measures should benefit banks primarily, particularly those in peripheral countries like Greece. NBG 

is down more than 99% since 2007 and offers incredible risk/reward at these levels. 

 

 Cup & Handle has now published five specific investment recommendations and there will be 

many more to come. This newsletter will always be one that strongly encourages feedback and 

dialogue, so please feel free to contact me at mike@cup-handle.com. I hope you enjoy this note, and 

we hope to hear from you! 

 

Until next month, tread lightly out there, 

 

Michael Lingenheld 
Managing Editor – Cup & Handle Macro 
 

  

 

 

 

mailto:mike@cup-handle.com
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The Potential 

At this point, most people understand the concept of 3-D printing as the number of articles 

written on the subject has exploded over the past year. However, while the public understands why 3-

D printing will soon revolutionize Christmas tree ornament production (and other plastics trinkets), 

they have yet to grasp the enormous impact this technology will have on all aspects of life. Earlier this 

year a printer came to market that will create objects 

made of carbon fiber. Organovo (ticker: ONVO), a 

publically traded company based in California, is at the 

forefront of printing living human organs (click on image to 

the right for a demonstration). 

 At this point, ONVO is much too volatile for us to 

recommend (market cap: $500m, minimal revenue), but 

the company’s technology could revolutionize both the 

healthcare and pharmaceutical industries. Eventually, 

Organovo’s products will eliminate the waiting list for donor transplants as organs will be printed from 

the patient’s own cells – thereby dramatically reducing the odds that the body rejects them. For now, 

the company is focused on the production of living tissue for pharmaceutical companies. Big Pharma 

is struggling mightily with R&D because so much money is wasted on animal testing, the results of 

which are inconsistent with the final tests on humans. However, Organovo’s ability to mass-produce 

living tissue will eventually allow human-testing at every stage, and accelerate the pipeline of new 

drugs hitting the market – potentially saving and improving a countless number of lives. 

 Aside from the futuristic possibility of organ production, 3-D printing (AKA additive 

manufacturing) is a major global macroeconomic 

development. If the technology keeps advancing, 

as experts predict, the change in global 

manufacturing will be historic. Select Asian 

countries have the most to lose, as production will 

shift much closer to end markets. Thailand, South 

Korea and China, where manufacturing accounts 

for nearly 1/3 of GDP, will be most threatened. 

 For years, China has won manufacturing 

contracts from every developed country using its most abundant natural resource: cheap labor. 

Pushing the mass-manufacturing model to its limit has served two purposes for China, 1.) increased 

http://techcrunch.com/2014/02/18/the-worlds-first-carbon-fiber-3d-printer-is-now-available-to-order/
https://www.youtube.com/watch?v=Ab3omYH8KEk
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prosperity through blockbuster economic growth, and 2.) abundant jobs to keep the masses busy. It 

stands to reason, that if these manufacturing jobs suddenly disappear, there could be severe 

government backlash.  

The Politburo itself sees additive manufacturing as a threat, though it should not. While China’s 

3-D technology is still far behind the US, the Chinese are furiously developing a domestic 3-D printing 

industry. The country’s stock of printers has grown more than sevenfold since 2008. They have even 

built a giant machine with the ability to print multiple single-story houses per day – truly incredible 

given that some estimates show there are still 500 million people unemployed in China. Imagine the 

demand for such houses, not to mention the ability of a single technology to improve the quality of life 

for so many people. Luo Jun, the CEO of the Asian Manufacturing Association believes that Chinese 

3-D printing companies will generate revenue in excess of $1.6 billion by 2017; nearly 1/3 of global 

revenue. 

 

The Present 

Additive manufacturing has been around for nearly 30 years, but it is just now beginning to see 

real growth. The global products and services market for 3-D printing grew 34.9% Y/Y in 2013, the 

highest in 17 years. Thus far companies have mainly used 3-D printers to make prototype parts, but 

several of the world’s largest manufacturers, including GE, BAE Systems and Siemens, are bringing 

the technology from laboratories to the factory floor. GE, for example, is using 3-D printers to make 

fuel nozzles for jet engines. These fuel nozzles used to be comprised of 18 parts but are now one 

single piece, making them 25% lighter and much cheaper. 

Although 3-D technology is improving very rapidly, for 

now it is slow and best used to produce customized, one-off 

items. The human body, is the perfect example of a one-off, 

unique item. Additive manufacturing has already proven to be 

very useful in prosthetics. A man born without a left hand had 

been using a $42,000 prosthetic for years before he was able 

to print one for $50. One of the largest revenue producing 3-D 

companies today (500 million annually), Invisalign, prints 

custom orthodontic braces. 

In the future, truly huge revenue growth will be driven by printers that replace assembly lines. 

The CEO of 3D Systems (ticker: DDD), Avi Reichental, believes his company is very close to creating 

“the next generation of continuous, high-speed 3-D printing (machines), the kind that are capable of 

http://mashable.com/2014/04/28/3d-printing-houses-china/
http://3dprint.com/2438/50-prosthetic-3d-printed-hand/
http://3dprint.com/2438/50-prosthetic-3d-printed-hand/
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making tens of thousands of functional parts per day.” Researchers at the University of 

Loughborough in England have created a new 3-D printer that is capable of making finger-sized parts 

at less than one second per part. The machine uses infra-red heating technology instead of lasers to 

speed processes and reduce costs by 75%. The printer has already been successfully demonstrated 

in front of leading companies in construction, automotive and sporting goods, including European 

conglomerate Unilever. 

It is clear that 3-D technology is advancing at an exponential rate. Within a few years, 3-D 

printers likely will be able to produce large-scale objects with the efficiency of a factory. Not only will 

this development upend manufacturing, but will also create vast fortunes in the process. As always, 

the key for investors is to be in the right place at the right time. Fortunately, the timing for this 

opportunity looks very attractive right now. 

 

The Players 

 Currently there are two major investable 3-D printing companies, 3-D Systems (ticker: DDD) 

and Stratasys (ticker: SSYS), which have a combined global market share of 70%. As you can see in 

the chart below, both stocks sold off hard in early 2014 as investor expectations shifted from hyper-

growth to more reasonable, but still rapid growth – very common for stocks involved with 

revolutionary technologies. Investors are drawn to these stocks because they have transformative 

technology and incredible margins. Analysts believe DDD and SSYS make in excess of 40% on the 

sale of their printers. 

 

DDD (white) – SSYS (orange) 

 

 Despite the fact that these $5 billion companies both operate in the 3-D printing space, they 

are not necessarily direct competitors. DDD is known for creating printers for consumers, while SSYS 

has a much larger presence in industrial markets. Goldman Sachs estimates that in 15-20 years, 3-D 
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printing will be a $40+ billion industry (16%-21% CAGR) driven 

by applications in aerospace, automotive and healthcare 

markets. It estimates that the consumer market will only be $1 

billion. Due to its positioning in the industrial space, we’re much 

more focused on investing with SSYS (although a basket of 3-

D printing stocks could be the best option for a passive long-

term investor). 

 In December of 2013, SSYS traded with a 12-month 

forward P/E multiple in the mid-70’s. After the correction earlier 

this year, the forward multiple is now 46. The stock is still rather expensive relative to the S&P 500, 

but the S&P 500 does not have SSYS’s growth prospects. Revenue in FY 2014 is projected to grow 

by 43% Y/Y to $691 million, while gross profits are expected to soar 84% Y/Y; with most of its 

explosive growth driven by strategic acquisitions. 

 In 2012, SSYS merged with Objet in order to give the company increased exposure and 

intellectual property rights in high-definition printer market. The combined company now accounts for 

53% of the industrial 3-D market (chart below). Then in 2013, SSYS acquired Makerbot for $400 

million in stock, in order to obtain valuable software that 

significantly reduces costs and increases profitability. 

 Remarkably, SSYS has achieved unbelievable growth 

without assuming any debt. Zero. The stock trades at a 

mere 2x book value, and that’s not taking into account the 

company’s incredibly valuable intellectual property and 

patents. In addition, the latest earnings revealed that the 

company’s cash hoard is over $600 million. 

 With all that being said, even though we believe the 

company offers attractive value at current levels, we’re 

hesitant to recommend an outright long position in SSYS given the extended bull market in equities. 

The S&P 500 has rallied more than 70% since January 1, 2010, driven higher by incredible stimulus 

from global central banks. The US stock market typically experiences a bull market correction every 

12 months, but we’ve now gone 32 months without experiencing one. Since January 1, 2010, SSYS 

shares are up an astounding 468% even though they’re down 25% from their all-time high earlier this 

year. Needless to say, a correction is in order, and given the run-up in SSYS shares, holders of the 

stock will likely realize their profits once it becomes clear that the equity market has peaked.  
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S&P 500 (white) SSYS (orange) – Normalized to 100 

 

 

The Profits 

 Taking into account the extended bull market in equities, investors who are able to short stocks 

and still hope to capitalize on the 3-D printing theme over the long-term should offset a long SSYS 

position with a short position in Autozone (ticker: AZO). Autozone is a leading retailer of automotive 

replacement parts with a 20% market share, and strong sales driven by booming US auto market 

(chart below). The stock is up nearly 225% since January 1, 2010. 

 

Autozone (white) – US Auto Sales Y/Y (orange) 

 

 However, Autozone has some major long-term hurdles to overcome, most notably the future 

development and eventual impact of 3-D printing. One day, mechanics will no longer have to rely on 

retailers like Autozone for parts, and instead will be able to print them to exact specifications 

(especially valuable for mechanics of rare, antique and customized cars).  Experts are already 

projecting that the auto industry will be one of the main beneficiaries of additive manufacturing. 
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Estimates vary, but the auto market is expected to make up more than 40% of the addressable 3-D 

printer market over the next 15-20 years. 

 

             

  

All of these developments make AZO vulnerable over the long-term. Even if AZO is an early 

adapter of additive manufacturing, margins will almost certainly compress. In addition, the company’s 

micro fundamentals are currently unattractive. AZO has over $4.3 billion of debt (market cap: $17 

billion) vs. cash reserves of $139 million. Revenue growth this year is projected to be up 3.9% Y/Y, 

lowest since 2007. As auto sales normalize, expect Autozone to struggle. 

 

SSYS / AZO 

 

 Given the run-up in Autozone shares and the company’s sizable debt burden, we would expect 

it to perform no worse than SSYS during a broader market sell-off. Conversely, if equities continue to 

rally, we expect SSYS to benefit from a short-squeeze, as nearly 14% of outstanding shares are held 

short. As mentioned above, the sell-off in 3-D printing stocks earlier this year knocked valuations to 
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much more reasonable and even attractive valuations. Since bottoming in May, SSYS shares have 

outperformed AZO by nearly 19%. This is just the beginning of what will be a historic move. 

 The SSYS / AZO spread fell to .165 in on May 12, which is an excellent stop-level for the 

investment. As 3-D printing technology advances, the companies employing it should take market 

share from brick-and-mortar retail stores like Autozone. We expect the ratio of the two stocks, long 

SSYS, short AZO, to reach .5 over the next 2-3 years. It is entirely possible that the growth and 

application of 3-D printing could make companies like Autozone obsolete. Investors will need to be 

patient to reap the profits of this world-changing trend, but we believe that the wait will be worth it. 

  

 

Conversation Starters 

1. Netflix Pick:  Zombieland – A surprisingly good movie that I had never heard of until recently. It 

features Jesse Eisenberg, Emma Stone and Woody Harrelson in a pseudo-spoof on the zombie 

genre. Bill Murray makes an excellent cameo. 

 

2. Music Pick: An Ocean in Between the Waves by The War on Drugs – This is a long song, in 

excess of 7 minutes, with a great guitar solo around the six minute mark. 

 

3. Book Pick: Those Guys Have All the Fun by James Miller and Tom Shales – This book is 

more-or-less a biography of ESPN that is comprised mostly of interview snippets from 

Sportscenter anchors and various sports personalities. Some of the stories are amazing, but it 

fascinating that Disney’s crown jewel was once owned by Getty Oil. 

 

4. Further “Reading”: Mecca: The Floor That Made Milwaukee Famous – Grantland. When 

Milwaukee decided to renovate the Bucks’ basketball court, they chose something very 

progressive for a Midwestern city in the 1970’s. 

 

For any questions or comments, please email us at: info@cup-handle.com 

 

Please visit us at: cupandhandlemacro.com 

 

If you liked this piece, click here to sign up for our free weekly note. 

 

For a free 30-day trial of our monthly investment piece, click here. 

http://www.imdb.com/title/tt1156398/?ref_=nv_sr_1
https://www.youtube.com/watch?v=23GdGEzZPvE
http://www.amazon.com/Those-Guys-Have-All-Fun/dp/B00BR4W8F8
http://grantland.com/features/30-for-30-shorts-mecca-the-floor-that-made-milwaukee-famous/
http://cupandhandlemacro.com/
http://cupandhandlemacro.com/weekly-subscription/
http://cupandhandlemacro.com/free-trial/
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Disclaimer: None of the information contained in this publication constitutes a recommendation that any particular investment, security, portfolio, 

transaction or investment strategy is suitable for any specific person. This publication may contain news, information, speculation, rumors, opinions and/or 
commentary.  Cup & Handle Macro Research, LLC (“C&H”), is not permitted to offer personalized trading or investment advice to  subscribers. C&H is not a 
broker/dealer, an exchange or a futures commission merchant and is not subject to regulation by the U.S. Securities and Exchange Commission, the U.S. 
Commodity Futures Trading Commission or any similar regulatory authority in connection with its activities.  C&H does not act as an investment adviser or a 
commodity trading advisor and does not provide any investment advice or commodity trading advice. The information, statements, views and opinions 
included in this publication are based on sources (both internal and external) considered to be reliable, but no representation or warranty, express or implied, 
is made as to their accuracy, completeness or correctness, including without limitation, any implied warranties of merchantability, fitness for use for a 
particular purpose, accuracy or non-infringement. Use of any information obtained from or through this publication is entirely at your own risk. C&H does not 
routinely moderate, screen or edit any third party content. Such information, statements, views and opinions are expressed as of the date of publication, are 
subject to change without further notice and do not constitute a solicitation for the purchase or sale of any investment referenced in the publication.  
 
SUBSCRIBERS SHOULD VERIFY ALL CLAIMS AND DO THEIR OWN RESEARCH BEFORE INVESTING IN ANY INVESTMENTS REFERENCED IN THIS 
PUBLICATION. INVESTING IN SECURITIES, PRECIOUS METALS, AND OTHER INVESTMENTS, SUCH AS OPTIONS AND FUTURES, IS SPECULATIVE AND 
CARRIES A HIGH DEGREE OF RISK. SUBSCRIBERS MAY LOSE MONEY TRADING AND/OR INVESTING IN ANY SUCH INVESTMENTS. ALL USERS OF THIS 
PUBLICATION ACKNOWLEDGE AND AGREE THAT NO PERSON OR ENTITY INVOLVED IN THE PUBLICATION OF THIS PUBLICATION SHALL HAVE ANY 
LIABILITY FOR ANY LOSS OR DAMAGES, INCLUDING WITHOUT LIMITATION, CLAIMS FOR LOSS OF MONEY, ERRORS, DEFAMATION OR OTHER EXPENSES, 
RELATING TO ANY PLACEMENT OF CONTENT IN THIS PUBLICATION, OR ANY RELIANCE ON ANY INFORMATION CONTAINED HEREIN, OR THROUGH ANY 
LINKS CONTAINED IN THIS PUBLICATION OR THE SITE.  
 
Employees and/or affiliates of C&H may give advice and take action with respect to clients and/or investments that differs from the information, statements, 
views and opinions included in this publication. Nothing herein or in the subscription agreement shall limit or restrict the right of employees or affiliates of 
C&H to perform investment management, advisory or other services for any persons or entities. In addition, nothing herein or in the subscription agreement 
shall limit or restrict employees or affiliates of C&H from buying, selling or trading securities or other investments for their personal or other related accounts, 
or for the accounts of their clients. Employees or affiliates of C&H may at any time have, acquire, increase, decrease or dispose of the securities or other 
investments referenced in this publication. C&H shall have no obligation whatsoever to recommend securities or investments in this publication as a result of 
its employees’ or affiliates’ investment activities for their own accounts or for any other accounts.  
This publication is proprietary and intended solely for the use of its subscribers, and is protected by domestic and international copyright laws. No license is 
granted to any subscriber, except for the subscriber’s personal use. No part of this publication or its contents may be copied, downloaded, stored, further 
transmitted, or otherwise reproduced, transferred, or used, in any form or by any means, except as expressly permitted under the subscription agreement or 
with the prior written permission of C&H. Any further disclosure or use, distribution, dissemination or copying of this publication, or any portion hereof, is 
strictly prohibited. 
There is no guarantee that this site will operate in an uninterrupted or error-free manner or is free of viruses or other harmful components. This publication 
assumes no responsibility for any omission, interruption, deletion, defect, delay in operation or transmission, communications line failure, theft or destruction 
or unauthorized access to, or alteration hereof. The publication is not responsible for any technical malfunction or other problems of any computer, telephone 
or other equipment, or software occurring for any reason, including but not limited to, technical problems or traffic congestion on the Internet or at any site or 
with respect to this publication or combination thereof, including injury or damage to any person’s computer, mobile phone, or other hardware or software, 
related to or resulting from using or downloading any content hereof. 
 


