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         February 17, 2014 

 
 

Going Nuclear 
 

Disaster 
 

The 2011 tsunami that struck Japan was psychologically damaging for numerous 

reasons, but especially because global audiences were able to watch the drama unfold 

on television. Closed-circuit videos (click on image below) of cars performing frantic k-

turns in order to outrun oncoming waves were just the beginning, and soon images of 

dead or misplaced people were everywhere. Not only were the earthquake and waves 

damaging, but catastrophic failure at the Fukushima nuclear power plant created 

uncertainty that would last for months. People as far away as the east coast of the US 

were hoarding iodine tablets within days in order to defend themselves against 

radioactive food, which seems irrational now but at the time showed the anxiety 

emanating from all over the globe. 

 

http://en.wikipedia.org/wiki/Fukushima_Daiichi_nuclear_disaster
http://www.nydailynews.com/life-style/health/americans-hoarding-potassium-iodide-pills-due-radiation-fears-pills-protect-thyroid-cure-all-article-1.122379
http://www.nydailynews.com/life-style/health/americans-hoarding-potassium-iodide-pills-due-radiation-fears-pills-protect-thyroid-cure-all-article-1.122379
http://cupandhandlemacro.com/weekly-subscription/
http://cupandhandlemacro.com/
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Days after the Fukushima reactor was shut down, nobody knew exactly how 

much radioactive material had been released because investigators couldn’t enter the 

power plant, creating numerous questions but few answers.  While there were no 

deaths linked to short-term radiation exposure, approximately 300,000 people were 

evacuated from the area and it was labeled the worst nuclear disaster since Chernobyl 

in 1986 – although ultimately it was estimated to have released only 10-30% of 

Chernobyl’s radioactive material. 

With the global news media focusing on the crisis, nuclear energy quickly 

became public enemy #1 and government officials across the globe took no chances by 

immediately shutting down their nuclear operations. Obviously Japan, the epicenter of 

the disaster, acted first by immediately shutting down all of its reactors. Germany 

followed shortly after by closing its older nuclear power reactors and deciding to phase 

out the rest by 2022. Italy held a national referendum where 94% voted against the 

government’s plan to build new nuclear plants; the same thing happened in Switzerland 

and Belgium. In France, the pro-nuclear government was soundly defeated in national 

elections with 70% opposing nuclear in some polls. Nuclear plans were abandoned 

http://www.youtube.com/watch?v=noq8FYvRqgs
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altogether in Malaysia, Kuwait, Bahrain, and the Philippines. The US and China both 

shut down operations for a while to “stress-test” but have since resumed operations. 

Before Fukushima, Japan was the third largest consumer of nuclear energy 

behind only the United States and France. Without nuclear as an option, the Japanese 

have turned to crude oil and liquefied natural gas (LNG) to fill the void.  Because the 

country’s domestic energy production is negligible, they are forced to import the vast 

majority of their energy. According to the EIA, Japan is now the world’s largest LNG 

importer, second largest coal importer, and third largest net crude oil importer. Japan 

consumed 37% of global LNG demand in 2012. 

 

Japan Energy Imports as a Percent of Energy Use 

 

 

For years the Japanese economy had gotten by as an “export powerhouse,” 

making the Yen (JPY) a safe-haven currency largely because of its functioning 

democracy and current account surplus. However, with energy imports surging, that 

current account surplus is on the verge of becoming a deficit and the economy is 

suffering as a result. In fact, Japan now holds a trade deficit for the first time in decades, 

as the January deficit widened to a record 2.79trn JPY ($27.3bn). Without nuclear 

energy, it’s clear that Japan is on an unsustainable course that could ultimately lead to a 

collapse in the Yen. 
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Japan Current Account Balance (% of GDP) 

 

 

Unsustainable Future 

 

The chart below shows that in 2011, nuclear accounted for roughly 3% of global 

energy consumption… which seems like a replaceable percentage at first. When you 

consider that 3% of global energy demand is nearly double the contribution from wind, 

solar, geothermal, ethanol, and biodiesel combined, the situation gets a little scarier. 

Then you have to remember that fossil fuels are finite, and analysts predict they will only 

produce 60% of the world’s energy by 2060, down from 80% today – more troubling. 

And finally, when you factor in that global energy consumption is expected to grow 80% 

by 2050 as wealth levels rise in emerging economies, you realize that the entire world 

(not just Japan) will need to consider all viable options for energy going forward, 

especially nuclear. 

 

http://www.philstar.com/headlines/2013/06/17/954864/global-energy-demand-seen-increase-2050
http://www.philstar.com/headlines/2013/06/17/954864/global-energy-demand-seen-increase-2050
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According to the 2013 International Energy Outlook, published by the Energy 

Information Agency (EIA), nuclear power is projected to be one of the world’s fastest-

growing energy sources, growing at 2.5% Y/Y. The report also concludes that electricity 

generation from nuclear power worldwide will increase from 2,620bn KwH’s in 2010 to 

5,492bn KwH’s in 2040, as concerns about energy security and greenhouse gas 

emissions support the development of new capacity. 

 

 

 

http://www.eia.gov/forecasts/ieo/more_highlights.cfm


6 
 

Public Relations Crisis 

 

A closer inspection of the facts reveals that nuclear energy really just has a major 

problem in public relations. In fact, there is a credible argument that nuclear is the 

cleanest and safest source of energy. Obviously in a worst-case scenario, like 

Chernobyl or Fukushima, a nuclear disaster could affect millions of people; however in a 

2007 study, two professors found that the operation of nuclear reactors is so safe that, 

on average, it would take a decade for a single death to be attributed to plant 

operations. And the emissions produced by nuclear power plants are negligible, 

especially compared to natural gas, oil, and coal (chart below).  

 

 

 

So how is it that such a seemingly invaluable technology could be so easily 

discarded after the 2011 tsunami? In the same way that iodine sales peaked in March-

April of 2011, cooler heads eventually prevailed and countries have come to the 

realization that nuclear will play a part in their future. 

The aforementioned Chinese, who idled their reactors after Fukushima but 

reopened them in 2012, currently have 23 operating reactors, 32 more under 

construction, and more in the planning stages. China’s National Development and 

Reform Commission has set a goal of raising the percentage of electricity produced by 

nuclear power to 6% by 2020 from 2% now (compared to 20% in the US and 74% in 

http://www.realclearenergy.org/charticles/2012/01/23/nuclear_is_the_safest_way_of_generating_electricity_106424.html
http://www.realclearenergy.org/charticles/2012/01/23/nuclear_is_the_safest_way_of_generating_electricity_106424.html
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France). Between now and 2020, 43% of the new nuclear capacity is forecasted to 

come from China with 77% coming from Asia and the Middle East.  

The US is getting in on the action too. On February 18th, the Wall Street Journal 

reported that the Energy Department granted final approval on $6.5bn in loan 

guarantees for two nuclear reactors under construction in Georgia. The reactors won 

regulatory approval in 2012, and are the first nuclear power plants to clear the approval 

process since 1978 – a year before the Three Mile Island incident in Pennsylvania. 

South Korea, UAE, France, Finland, Russia, and India are also building new reactors.   

 

 

http://online.wsj.com/news/articles/SB10001424052702303945704579391601080866752?KEYWORDS=nuclear
http://online.wsj.com/news/articles/SB10001424052702303945704579391601080866752?KEYWORDS=nuclear
http://en.wikipedia.org/wiki/Three_Mile_Island_accident
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However, perhaps the most intriguing recent adopter of nuclear technology is 

Saudi Arabia. Historically a crude oil powerhouse, the Saudi’s have come to the 

realization that their oil fields are aging and that their rapidly growing domestic energy 

needs could eventually make them a net energy importer. Saudi Arabia plans to 

construct 16 nuclear plants over the next twenty years at a cost of more than $80bn, 

with the first reactor online in 2022 (the above chart goes through 2020, which is why 

the Saudi’s are not included). The Saudi’s may have ulterior motives for getting up to 

speed on nuclear technology, but an investment of $80bn shows that one of the world’s 

biggest energy players sees the future of nuclear energy. 

And finally, proving once again that time heals all wounds, the Japanese appear 

to be softening their stance against nuclear. Although surveys still show that most 

Japanese favor abandoning nuclear power, jobs and the economy are the most 

important issues for voters. Prime Minister Abe is calling for the restart of Japan’s idled 

reactors, and on February 9th an Abe-backed candidate won an election to be Governor 

of Tokyo, which was largely seen as a referendum on a pro-nuclear energy policy. 

Morgan Stanley now expects nine Japanese nuclear plants to reopen this year followed 

by an additional seven in 2015, bringing total capacity to 14.9GWe. This is a far cry from 

the 54 reactors operating before Fukushima, but it will give some much needed 

breathing room to beleaguered utility companies who are spending billions to import 

fossil fuels. 

 

The Supply Side 

 

Unfortunately for individual investors, gaining exposure to a nuclear operation 

can be rather difficult. The first generation of power plants during the 1960-70’s was so 

costly to build that half of them were abandoned during construction and things haven’t 

improved much since then. Between 2002 and 2008 cost estimates for new nuclear 

power plant construction rose from between $2-4bn per unit to $9bn per unit, according 

to a 2009 UCS report, and they could run higher. The two reactors that were recently 

granted approval in Georgia are estimated to cost $14bn. Construction in Europe is no 

cheaper and costs continue to rise. In addition, power plants take a very long time to 

http://world-nuclear.org/info/Country-Profiles/Countries-O-S/Saudi-Arabia/
http://world-nuclear.org/info/Country-Profiles/Countries-O-S/Saudi-Arabia/
http://world-nuclear.org/info/Country-Profiles/Countries-O-S/Saudi-Arabia/
http://www.reuters.com/article/2014/02/09/us-japan-election-idUSBREA170WX20140209
http://www.reuters.com/article/2014/02/09/us-japan-election-idUSBREA170WX20140209
http://www.ucsusa.org/nuclear_power/nuclear-power-and-our-energy-choices/nuclear-power-costs/
http://www.ucsusa.org/nuclear_power/nuclear-power-and-our-energy-choices/nuclear-power-costs/
http://large.stanford.edu/courses/2012/ph241/schultz2/
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build and start generating returns. Although none of this information has stopped 

Warren Buffett-backed MidAmerican Energy, which has 6% of its electricity produced by 

nuclear, and they would like that number to be higher. 

The better alternative to play this nuclear theme for investors is through uranium. 

The primary fuel of nuclear power plants, uranium has a compelling supply story to go 

along with the forecasts for higher demand outlined above. One kilogram of uranium-

235 can theoretically produce 20 terajoules of energy, as much energy as 1,500 tons of 

coal. Prices are down more than 50% from the 2011 highs. Fukushima dealt the initial 

blow, but prices have also been pressured by decreased commodity investment and 

falling natural gas prices. However, there is recent evidence that a floor may have been 

put in place. 

 

Rolling Uranium Futures 

 

 

Obviously, cheap uranium has been great for nuclear operators, but miners have 

been crippled by falling (and even negative) margins. Miners are struggling to such a 

degree that some are starting to curtail production. Last November the world’s largest 

producer, Kazakhstan’s state-owned Kazatomprom, called off all projects that would 

increase output. On February 7, Australian-based Paladin Energy (ticker: PDN AU) 

http://www.foxbusiness.com/news/2013/06/04/berkshire-hathaway-midamerican-to-hold-off-on-new-iowa-nuclear-plants/
http://www.timesca.com/index.php/m-news-by-category/business-and-market-news/13053-kazakhstan-remains-the-worlds-largest-uranium-producer
http://www.timesca.com/index.php/m-news-by-category/business-and-market-news/13053-kazakhstan-remains-the-worlds-largest-uranium-producer
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announced that the challenging price environment forced the company to close its 

Kayelekera Mine in Malawi, which represented 2% of global mine supply in 2013. And 

finally, on February 8th the world’s largest public miner, Cameco (ticker: CCJ), 

announced it will back away from its previous target of increasing supplies over 50% by 

2018, citing excess global supply in an uncertain market. With mining costs estimated 

around $40/lb. it is clear that miners will need to restrict production in order to maintain 

profitability. 

 

 

  

 While all of the biggest players in uranium are cutting production, 2014 will mark 

the first time in 20 years without the Russian/US HEU program. In 1993, Russia and the 

US started bringing highly enriched uranium from nuclear warheads to the market, 

creating the so-called “Megatons to Megawatts” program. The end of this arrangement 

will reduce the share of total secondary sources in the supply mix from 25% to 18% in 

2014 and 13% by 2020, based on projections from Morgan Stanley. 
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Getting the Right Exposure 

 

 Now that we’ve articulated why uranium demand will increase (more nuclear 

power generation) and supply will decrease (primary and secondary production cuts), 

we regret to inform you that gaining pure exposure to uranium prices is difficult. There is 

a uranium future but it has poor liquidity, and the health hazards associated with storage 

make it difficult to own the physical metal. However, miners have a very strong 

correlation with uranium (chart below), stand to reap the rewards of higher prices, and 

are still trading at very depressed levels. 

 Mentioned earlier, Cameco is based in Canada and the world’s largest public 

uranium miner, accounting for over 14% of global production. Canada has long been an 

exporter of high quality uranium, competing with Australia and Kazakhstan – the world’s 

largest producer at 38% of global output. Cameco stands out from other miners like 

Paladin Energy and Rio Tinto, because until late last year it held a virtual monopoly over 

the Canadian uranium mining industry. Until October 2013, Canada restricted foreign 

http://uraniuminvestingnews.com/16374/canada-eu-trade-agreement-is-new-day-for-uranium-investment.html
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companies from owning more than 49% of any uranium mine – which allowed Cameco 

to cherry-pick all of the best domestic mines while still exploring overseas. Furthermore, 

in a move that will be sure to improve long-term growth, the company became one of 

the lead miners to provide uranium to China, nuclear energy’s dominant growth market, 

under the Canada-China Nuclear Co-operation Agreement. 

 

Cameco (white) – Uranium Future (orange) 

 

 

 Unlike most uranium miners, Cameco is generating positive net earnings, most 

recently $318mn in 2013, on $2.4bn in total revenue. The company is making money 

despite its largest mine, Cigar Lake in Saskatchewan, failing to generate profits after 

significant delays. Despite a 25% run up in the stock since the October 2013 lows, 

Cameco’s price-to-book ratio is still only 1.7 versus 3.5 before the Fukushima disaster 

and 5.0 before the 2008 Lehman bankruptcy. And in a sign of a healthy company, the 

stock offers a dividend yield of 1.7% and has made dividend payments every quarter 

since 2004. 

 This investment recommendation is not for the short-term because the thesis for 

increased nuclear demand for uranium will take place over the next decade. However, 

http://www.cameco.com/media/news_releases/2012/?id=632
http://www.cameco.com/media/news_releases/2012/?id=632
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the chart above shows the 50-day moving average (MA) breaking through the 100 and 

200-day MA over the past quarter, a very bullish technical indicator. Since the 

Fukushima disaster in 2011, CCJ has tested lows at 16.50 three times and never 

broken through – creating an important psychological barrier for traders. With the stock 

currently trading in the low 20’s, the risk-reward for an investment in CCJ is very 

attractive with a buy-and-hold strategy. 

 

Cameco Corporation (NYSE: CCJ) 

 

 

 From 2007-11, before the Fukushima disaster hit uranium prices, Cameco’s 

earnings per share (EPS) averaged $1.45, versus $0.73 in 2012-13. If you exclude 

2009 when EPS suddenly spiked to $2.49, the average is $1.19. If uranium prices rise 

and Cameco is able to bring EPS back to the $1.19 level, using today’s multiple (27.5) 

shares would be worth $32.73. EPS of $1.45 using today’s multiple would price shares 

at $39.88. While this might logic not be perfect, the assumptions are fairly conservative. 

Cameco’s management is already projecting EPS of $1.06 for fiscal year 2015 and, as 

we’ve discussed, shares have been beaten down for some time. Patient investors with a 

long-term outlook could risk 1 to make 4, not including dividends. 
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Conversation Starters 

 

1. Netflix Pick:  Flight – The movie isn’t so much about airplanes as it is about 

addiction. Starring Denzel Washington, but John Goodman has an 

excellent supporting character. 

2. Music Pick: Papa – Based in Los Angeles, their debut album “Tender 

Madness” was released in October and they’ll be hitting the “festival 

circuit” this summer. “Put me to work” is the first single but the whole 

album is very strong. 

3. Book Pick: Manson: The Life and Times of Charles Manson by Jess Guinn – 

As somebody who wasn’t around during that time period, the description 

of Haight-Ashbury during the late 1960’s is an eye-opener. 

4. Chain Email Pick: Funny Irish News Report. 

5. Further Reading: The Amazing Pace from Grantland – The Moneyball or 

statistical movement sweeping across sports has impacted the 

composition of rosters but has yet to change the style of play. This article 

examines the experiment by Houston Rocket’s GM and statistical guru 

Daryl Morey might be the first step towards a drastic change in the way 

NBA basketball is played. 

 

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/tt1907668/
http://www.papatheband.com/
http://www.youtube.com/watch?v=nGZStnCQ79E
http://www.amazon.com/Manson-The-Life-Times-Charles/dp/1451645163
http://www.liveleak.com/view?i=2a3_1358298828
http://grantland.com/features/nba-dleague-rgv-vipers-houston-rockets-future-of-basketball/
http://cupandhandlemacro.com/
http://cupandhandlemacro.com/weekly-subscription/
http://cupandhandlemacro.com/free-trial/
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speculation, rumors, opinions and/or commentary.  Cup & Handle Macro Research, LLC (“C&H”), is not permitted to offer personalized 
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