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EVERYBODY HATES JAPAN. AND GUESS WHERE THE 
ASYMMETRY LIVES? 

-------------------------------------------------------------------------------------------------------- 
A short note to using the Insider service. 

Unless otherwise stated our prefered methodology is to buy posi<ons, long or short, and 
hold them for rela<vely long periods - up to 5 years. Where we are buying op<ons, either 
calls or puts we are typically intending to hold them to expiry. In some cases we may roll the 
contracts and in this event we’ll no<fy you of any changes.  

One of the things that far too many investors fail to prac<ce is to eliminate what is called 
“churn”. Churn is when you are buying and selling repeatedly. You ideally want low turnover 
in your porGolio and you want to have the benefit of <me on your side. Time is a hugely 
valuable asset as it allows you perspec<ve and eliminates much of the emo<on that leads 
investors to making rapid, foolish, knee jerk reac<ons to “noise”. Brokers will love you for 
the fees they generate but your porGolio won’t. We’re not day traders and Insider takes a 
longer term view. 

-------------------------------------------------------------------------------------------------------- 

Today we have for you another lovely setup...this <me in the Japanese stock market.  

We’re convinced the USDJPY and Japanese equity market will move significantly higher 
over the coming months. This upside is likely to surprise everyone.  



We are not “economists” or “equity strategists” at least from a tradi<onal perspec<ve. 
Rather we approach markets from a behavioral perspec<ve.   

The Japanese stock market is currently trading as if it’s some frightening backwater where 
rule of law is ques<onable, coups are common and the currency is not freely conver<ble.  

Consider this: That cesspool of corporate malfeasance, poli<cal interference, violence and 
vola<lity otherwise known Nigeria trades at a price to book of 1.5x while Japan trades at a 
Price/Book of 1.2. Now I pick on Nigeria only because I was robbed there and have a 
decent idea of rela<vity to compare it with Japan but the fact is many of the individual 
stocks in Japan we’re looking at are trading at half book value. 

Ask yourself this.  When did you last hear of folks talking about inves<ng in the Japanese 
stock market?  

to put some granularity around this take a look at the chart below: 

What you’re staring at, other than a lovely shade of turquoise on a black chart, is the Nikkei 
index. Forget about that for a minute and focus on the squiggly lines at the boZom. This is 
the commitment of traders broken into the dealers, ins<tu<ons and hedge funds. What’s 
interes<ng is that all three of these market par<cipants are net short the Nikkei. Ins:tu:ons 
in par:cular are more net short than at any :me in the last 5 years. Keep that in the back of 
your skull as you read through this alert as it’ll make sense when we get to op<ons pricing 
and the consequent asymmetry prevalent in this market. 

Today except for a small handful of guys I know the idea of an American or European 
inves<ng in the likes of Sony, Mitsubishi, Panasonic, Sumitomo, Suzuki, Toshiba, Honda, 
Canon, NTT, Fanuc, TDK, etc. is incomprehensible to most investors these days.  

Capitalist Exploits Insider 16 December 2016

�2



However, if you go back some 25-30 years these companies were the talk of the town, they 
could do no wrong, it was a new era, and that “new era” thing led to a lost genera<on!  

25 years ago there was asymmetry in the Nikkei but it wasn’t being long. 

Below is the Nikkei in JPY and then in USD terms. Whichever way you look at it this has 
been an investor’s worst nightmare – the index is more or less unchanged since the early 
1990s! Granted these aren’t total return charts (they exclude dividends) but even if you 
were to include dividends it wouldn’t change things too much. 

Nikkei in JPY 

Nikkei in USD 
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But why not invest in Japanese equi<es?  The Japanese equity market is one of the 
cheapest in the world. Here are a few valua<on stats: 

P/Book Ra<os: 
1. US – 2.9x 
2. Europe – 1.5x 
3. Japan – 1.2x 

P/Sales Ra<os: 
1. US – 1.9x 
2. Europe – 0.8x 
3. Japan – 0.7x 

So you can buy Japanese stocks at a 60% discount to US stocks (from an asset and sales 
perspec<ve at least). Why not look at valua<ons from an earnings perspec<ve? Tell me what 
earnings of the S&P 500 and Nikkei will be 5 years from now and I will give you an objec<ve 
assessment! To me P/E ra<os are too vola<le and way too subjec<ve. 

What about the Japanese Government buying Japanese equi<es? From the stats we know 
the Japanese Government now accounts for a significant holding of Japanese stock ETFs.  

A number of commentators have said this is armageddon inducing as the Japanese 
government is a poten<al seller who could flood the market with sell orders. Prima facie 
that may make sense but it’s first level thinking. It’ll certainly scare the average investor 
who’s amygdala screams at him whenever he reads headlines to this effect but we don’t 
think the Japanese Government will be in any hurry to sell their stake in stock ETFs and 
certainly wouldn’t do anything to jeopardize investor confidence. The BOJ’s en<re game 
plan is to create infla<on. Let’s say they manage to do so. Well that’s posi<ve equity markets 
and I’ll be the first to say it would make sense for the BOJ to offload some equi<es into 
incoming capital but it’s tough to imagine a scenario whereby they dump equi<es causing a 
stock market crash.  

Remember they’ve already pegged the yield curve at 0% thus opening the balance sheet up. 
No constraints folks. Ul<mately we believe the Yen will get slaughtered and JGB’s will have 
their day in the rain, sleet and snow and the capital rota<on into equi<es has the poten<al 
to be preZy spectacular. Even without a massive rota<on we think the risk/reward is very 
good. 

In fact rather than a nega<ve outcome we think the Japanese Government’s indirect 
interest in the Japanese stock market will have massive posi<ve ramifica<ons.  For every 
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JPY that the Japanese Govt invests in equi<es means one less JPY of liquidity in the equity 
market (pool of available stock to trade) and less capital required to push it higher. This is 
simple supply and demand which I’ve not heard anyone talking about which strikes me as 
genuinely odd. 

We have been “romancing” with the idea that as the Japanese Bond market starts to sell off 
and investors go looking to invest their capital (or at least part of it) in Japanese equi<es 
they will discover that there isn’t the same amount of shares in issue as their once was. This 
scarcity of shares in issue may well lead to a rally in Japanese equi<es that will massively 
surprise the market. 

I guess the key to it all will be a weakening of the JPY and a sell-off in the JGB market. 
What is cause and effect remains to be seen but we think it will be the JPY that sells off 
first(USDJPY higher due to the scarcity of USDs), this results in infla<on (the very thing that 
the Japanese bond market are 100% ill-posi<oned to deal with), and with infla<on comes 
that rota<on I men<oned - the selling of bonds and buying of equi<es.  This may well 
become a self reinforcing cycle. 

The JPY a “safe haven”? We think the primary macro trend to play out over the coming 
months will be the unwind of the “safe haven” trade.  

What is the “safe haven” trade?  

Essen<ally it’s long bonds (par<cularly government bonds of all dura<ons), the CHF and JPY, 
long equity sectors that do well under low rates (like U<li<es, and short sectors that 
struggle under a low rate environment (financials). The safe haven trade could also be 
termed the “defla<on” trade.  

Anyway, the point is the “safe haven” trade reached epic bubble like por<ons over the last 
12 months (extremely crowded). Remember the USD13 trillion in nega<ve yielding bonds in 
early August of this year?  

This will take a long <me to unwind. So don’t be surprised to see the USDJPY move 
materially higher as infla<on rises and bond yields move higher. 

A view on the Japanese stock market is a view on the USDJPY. As the JPY weakens 
Japanese exporters become more compe<<ve, and earnings will move higher. In fact we’re 
already seeing this and we expect it to con<nue. At some point in the future analysts will 
once again be covering Japanese equi<es en masse.  
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Below I have the Nikkei and the USDJPY over layered with each other. You can see that a 
bullish posi<on on the Nikkei is a quasi bullish posi<on on the USDJPY! 

But there is more to the chart above than meets the eye – while they look mirror images of 
each other the scales are different. If I index both the JPY and Nikkei to 100 at the start of 
the period (5 years ago) a different picture emerges.  

To get straight to the point, in the last 5 years the USDJPY has advanced some 47%, and 
the Nikkei advanced about 125%. In other words the USDJPY has a mul<plier effect on the 
Nikkei of at least 2:1 (so for every 10% we see the USDJPY move we can expect at least a 
20% move in the Nikkei).  

It all comes down to the behavior of the USDJPY! 
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The Japanese Stock Market Trade! 

Our preference is a bullish posi:on on the ETF DXJ.  

This is an ETF which has Japanese equi<es but also long posi<ons in the USDJPY, so 
effec<vely this ETF gains if the USDJPY advances as well as if Japanese equi<es advance. 
It’s somewhat of a catch all for the macro theme discussed here. 

This can be traded as stock, or a margined posi<on. Given our preference in asymmetry 
with everything we do we prefer long-term call op<ons. You can get January 2019 calls on 
DXJ for very reasonable prices. Take a look at the DXJ below.  

The DXJ January 2019 51 strike call can be bought for about 6.00 (at <me of wri<ng 15th 
Dec).  

This gives a breakeven at 57 and 100% return (at expiry) at 63 (12 and 24% moves 
respec<vely). We don’t think this is very demanding as 63 is only back to where DXJ was 
trading some 18 months ago. 

Incidentally the op<ons at 6.00 equates to a cost of USD600.  

This is how the trade would appear in the Interac<ve Brokers plaGorm: 
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Posi:on sizing? We think this trade shouldn’t account for more than 2% of one’s risk 
capital.  

When to exit the trade? We are expec<ng drama<c upside in the USDJPY over the next 
couple of years. We don’t have a specific price level. So we are more inclined to say exit the 
trade just before it expires in January 2019. 

Stop loss level? The capital in the op<on trade is your stop loss. If you are not comfortable 
with losing this capital (let’s say you were thinking of buying 4 op<ons for a total of 
USD2,400) then cut you posi<on size down. It is important to note that you need to have 
posi<on sizing which provides you with no emo<onal aZachment. In that way you are more 
likely to let a winner get away on you and not act irra<onally and emo<onally. We love what 
we do but we don’t love our posi<ons. There is a difference. They are simply posi<ons to be 
assessed, and managed. 

Now, for those of you who are a[er an advanced way of taking exposure to the Japanese 
stock market. 

For those of you with larger porGolios there is the possibility of buying 5-year call op<ons 
on the Nikkei. Few are aware that there are long term op<ons trading on the Nikkei which 
currently go out to 2021. 

We think these are very aZrac<vely priced, the only downside is that they are bigger 
contracts. For example you can buy the December 2021 Nikkei 21,000 strike call for about 
2000, (breakeven at 23,000 on the Nikkei). But at JPY1000 per point this contract cost 
JPY2,000,000 or USD17,400.  

We don’t expect many readers to be going for this contract due to its size, however, if you 
do have the means we think it offers fantas<c value.  

Full disclosure: We have a @dy stack of these contracts in the Asymmetric Fund. 

This is how the contract would appear in the IB plaGorm 
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So one trade, DXJ call op:ons, January 2019 expiry, 51 strike, will posi<on you to profit if 
the Nikkei and/or the USDJPY moves materially higher over the next two years. Given the 
pricing of this contract we feel you essen<ally get a call on the USDJPY for free! There is 
nothing more aZrac<ve than a “free op<on”! 

Sincerely, 

Chris MacIntosh 

Founder & Editor In Chief, Capitalist Exploits Independent Investment Research 
Founder & Managing Partner, Asymmetric Opportuni<es Fund 
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Unauthorized Disclosure Prohibited 

The informa@on provided in this publica@on is private, privileged, and confiden@al informa@on, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publica@on and related 
materials. Forwarding, copying, dissemina@ng, or distribu@ng this report in whole or in part, including substan@al 
quota@on of any por@on of the publica@on or any release of specific investment recommenda@ons, is strictly 
prohibited. 

Par@cipa@on in such ac@vity is grounds for immediate termina@on of all subscrip@ons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publica@on without 
disclosure by any electronic means it deems necessary and may change those means without no@ce at any @me. If you 
have received this publica@on and are not the intended subscriber, please contact admin@capitalistexploits.at. 

Disclaimers 

Capitalist Exploits website, World Out Of Whack, Insider, and any content published by Capitalist Exploits is obtained 
from sources believed to be reliable, but its accuracy cannot be guaranteed. The informa@on contained in such 
publica@ons is not intended to cons@tute individual investment advice and is not designed to meet your personal 
financial situa@on. The opinions expressed in such publica@ons are those of the publisher and are subject to change 
without no@ce. The informa@on in such publica@ons may become outdated and there is no obliga@on to update any 
such informa@on. You are advised to discuss with your financial advisers your investment op@ons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other en@@es in which it has an interest, employees, officers, family, and associates may from 
@me to @me have posi@ons in the securi@es or commodi@es covered in publica@ons or the website. Corporate policies 
are in effect that aVempt to avoid poten@al conflicts of interest and resolve conflicts of interest should they arise, in a 
@mely fashion. 

Capitalist Exploits reserves the right to cancel any subscrip@on at any @me, and if it does so it will promptly refund to 
the subscriber the amount of the subscrip@on payment previously received rela@ng to the remaining subscrip@on 
period. Cancella@on of a subscrip@on may result from any unauthorized use or reproduc@on or rebroadcast of any 
Capitalist Exploits paid publica@on/s, any infringement or misappropria@on of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discre@on of Capitalist Exploits. 

Affiliate No8ce 

Capitalist Exploits has affiliate agreements in place that may include fee sharing. If you have a website and would like 
to be considered for inclusion in the Capitalist Exploits affiliate program, please email admin@capitalistexploits.at. 
Likewise, from @me to @me Capitalist Exploits may engage in affiliate programs covered by other companies, though 
corporate policy firmly dictates that such agreements will have no influence on any product or service 
recommenda@ons, nor alter the pricing that would otherwise be available in absence of such an agreement. As always, 
it is important that you do your own due diligence before transac@ng any business with any firm, for any product or 
service. 
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