
 

INSIDER WEEKLY ROUNDUP (27 NOVEMBER 2016) 

At the end of every week we take 0me, step back from the fray, and calmly review what the 
week brought us. This allows us to stress test assump0ons, and generally synthesize things. 

As the sun sets on this week, let me present the week that ended November 27th 2016. 

This week was an almost mirror image of last week. A number of commentators are star0ng 
to talk about how oversold bond markets are.  

We tend to agree, but only from a short-term perspec0ve (not that we are doing anything 
about our bearish bond posi0ons in the Asymmetric Opportuni0es Fund), but from a bigger 
picture perspec0ve we think the selling in bonds is only just geKng into the swing of things. 

Sure, when a hiberna0ng grizzly wakes from his winter slumber he may s0r, shiM around, 
pass wind, and lay back down for a few minutes before lumbering out into the spring air. 
We're of the opinion that the bond grizzly may be due to lay his head back down for a liOle 
bit but that hiberna0on season is OVER. 



Take a look at the long-term charts of the US 2-year and 5-year bonds. Note how they have 
just "broken out" of their long term trading ranges. Given the length of 0me that these 
bonds were locked in trading ranges the upside move in bond yields is likely to surprise 
most. Certainly the market isn't pricing this right now. 

It's ironic that just when everyone on the planet was talking about "lower for longer" and 
the common thought on the street was that bonds were "safe havens", the US bond yields 
were in the process of hammering out an ultra long-term (genera0onal) boOom.  

Just as folks were surprised at how low bond yields went, they will be equally surprised at 
how high bond yields go (and the speed at which they will rise) over the coming months and 
years. Mean reversion is a powerful force and remember that markets tend to overshoot. 
Such is the nature. 
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From a behavioral perspec0ve we don't see too much commentary with respect to a bear 
market in bonds. Bond prices have crashed over the last few weeks, yet in aggregate 
investors have barely raised an eyebrow. We talked about this last week and nothing has 
changed this week, nor do we expect it to change over the coming weeks.  

So we don't think that posiFoning for bond yields to rise is a crowded trade. In fact, quite 
the opposite!  

Those sugges0ng the bond short is a crowded trade are the same ones who never saw this 
coming. Nuff said. 

So US equi0es con0nue to rage higher. O,h how things change. Going back a few years 
everyone was convinced that "if" rates were to move higher, equi0es would get crushed. 
This impresses us as first level thinking.  

To be fair, commentators were referring to the Fed raising rates or "taking away the punch 
bowl". But the Fed hasn't raised rates! That is true (apart from a miserable few basis points 
about this 0me last year).  

However, I think many commentators don't know how financial markets work. Financial 
markets (or should I say prices of securi0es) are based on future expecta0ons. They are 
forward looking by nature. Suffice to say that when the Fed eventually gets around to 
raising rates the market will have an0cipated this well in advance. We believe a modest rate 
hike in December in the US is coming and we further believe this is priced. LIBOR tells is 
this is where the probability lies. 

We like to look at the behavior of the Eurodollar market to get an idea of what rate 
expecta0ons the market is pricing in.  

To cut a long story short, Eurodollar futures are based on what the crowd expects LIBOR to 
be at a point in the future. And LIBOR always leads what the Fed does. Yes we know that 
dozens of pundits parade daily across CNBC and Bloomberg squealing about what the FED 
will or won't do but the FED are followers of LIBOR...not affectors of LIBOR.  

OK, back to Eurodollars. Take a look at the recent ac0vity on the Eurodollar December 2020 
contract. Ever since Brexit, Eurodollar futures have been falling, and they have collapsed 
since Trump came to power.  
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Going back to the day before Trump was announced as the next President of the US, the 
crowd was expec0ng LIBOR to be about 1.65% (100 – 98.35 = 1.65). Now the crowd is 
pricing in 2.37%.  

Eurodollar December 2020 futures contract   

The point is that this is a significant change in expecta0ons, and yet equity markets 
con0nue higher.  

We've been geKng a lot of loving from banking stocks recently which stand to be 
beneficiaries of a rising interest rate environment so let's take a closer look at them. This is 
topical given the drama0c advances as of late, and also the number of commentators who 
are now sugges0ng banking stocks are "overbought". We will use Bank of America as a 
proxy for banking stocks in general. 

It seems that BAC's stock price is a mirror image (more or less) of the US 5-year yield, 
par0cularly since the GFC. So if we are "right" and the upside in the US 5-year yield (and all 
other treasury yields by default) is just geKng into gear then the upside in BAC, and banking 
stocks in general, is also just warming up. 

Bank of America and US 5-Year yield 
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We could also look at the valua0on of banking stocks. Again, we will take BAC. It currently 
sits on a P/Book ra0o of some 0.85x (it was at 0.5x not too long ago). If you go back in 
history then BAC's P/Book roughly revolved around about 2.5x.  

Either which way you look at it, current valua0ons of BAC are far from demanding, and in 
fact BAC's stock price could double from current levels and it s0ll wouldn't be expensive 
from a historical perspec0ve. This is the result of a market pricing low and nega0ve rates 
well into eternity and so is en0rely consistent with such a viewpoint. 

Bank of America's price/book raKo 

From a technical perspec0ve look at the length of 0me that it took BAC to break above the 
18 level. It has just broken a very significant resistance level from a long term trading range. 
Technically the recent strength of BAC is only the 0p of the iceberg! 

Bank of America share price 

Yes, the strength in banking stocks was well worth the wait but the 0me it took for banking 
stocks to wake-up took a liOle longer than we were expec0ng! Such is life - 0ming always 
being a female dog. 
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It would seem that all the talk about banking stocks being "overbought" is a simply an 
extrapola0on of the crowd's imagina0on parro0ng each other. The crowd being correct 
right up un0l the point that it's not. 

Well, if the wait was worth it for banking stocks - we are convinced that the wai0ng will be 
worth it for European stocks!  

The wai0ng is the hardest part! Take a look at the Eurostoxx 50 index below. Some 11 
months of going exactly nowhere, while the S&P 500 belts out record highs! 

Some of the reason for the inability of the European stock market to breakout of its 
irrita0ng 11-month old trading range lies in the dramas/uncertainty surrounding the 
Austrian elec0on and Italian referendum, and the subsequent elec0ons in the Netherlands, 
France, and Germany next year. This uncertainty con0nues to linger, and the market just 
cannot seem to shake it.  

We'll have more on these thoughts in future trade alerts but realise that for now we have a 
deluge of uncertainty which will ironically be resolved albeit in a fashion few are 
an0cipa0ng. The resounding "NO" to the EU and coincidentally to the euro means that 
capital will flee. The ques0on is to where. We believe it ain't gonna be bonds. It will be the 
USD and ironically it will be European equi0es - something currently considered insane. 

It is said that markets like to climb a wall of worry. When there is nothing leM to worry 
about or there is "blue sky" ahead that is when everyone will already be invested in the 
market and it will literally run out of buyers. Remember too that European equi0es have 
been the an0-Christ. We're wildly out of consensus here and comfortably so.  

We think that US stock markets will move higher over the coming weeks & months. 
Eventually the gap between US and European equity markets will close (as in European 
equity markets playing catch-up to US markets). We don't think the valua0on gap can get 
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much greater, already on a P/S and P/Book basis the US stock market is twice as expensive 
as the European market.  

We have seen markets trade in congested trading ranges many 0mes before. One powerful 
observa0on we have seen play out 0me and 0me again is breakouts from trading ranges 
catching everyone by surprise. The longer a market has been in a trading range the greater 
the surprise. 

We don't think the crowd is apprecia0ng the upside poten0al of European stock markets, 
and that is where huge opportuni0es await value-oriented long-term investors. 

We're working on puKng the final touches to an alert you'll have in your s0cky fingers 
within the next 48 hours.  

Sincerely, 

Chris MacIntosh 

Founder & Editor In Chief, Capitalist Exploits Independent Investment Research 
Founder & Managing Partner, Asymmetric Opportuni0es Fund 

�7

Capitalist Exploits Insider Weekly Roundup 27 November 2016



Unauthorized Disclosure Prohibited 

The informaKon provided in this publicaKon is private, privileged, and confidenKal informaKon, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publicaKon and related 
materials. Forwarding, copying, disseminaKng, or distribuKng this report in whole or in part, including substanKal 
quotaKon of any porKon of the publicaKon or any release of specific investment recommendaKons, is strictly 
prohibited. 

ParKcipaKon in such acKvity is grounds for immediate terminaKon of all subscripKons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publicaKon without 
disclosure by any electronic means it deems necessary and may change those means without noKce at any Kme. If you 
have received this publicaKon 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 informaKon contained in such 
publicaKons is not intended to consKtute individual investment advice and is not designed to meet your personal 
financial situaKon. The opinions expressed in such publicaKons are those of the publisher and are subject to change 
without noKce. The informaKon in such publicaKons may become outdated and there is no obligaKon to update any 
such informaKon. You are advised to discuss with your financial advisers your investment opKons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other enKKes in which it has an interest, employees, officers, family, and associates may from 
Kme to Kme have posiKons in the securiKes or commodiKes covered in publicaKons or the website. Corporate policies 
are in effect that a[empt to avoid potenKal conflicts of interest and resolve conflicts of interest should they arise, in a 
Kmely fashion. 

Capitalist Exploits reserves the right to cancel any subscripKon at any Kme, and if it does so it will promptly refund to 
the subscriber the amount of the subscripKon payment previously received relaKng to the remaining subscripKon 
period. CancellaKon of a subscripKon may result from any unauthorized use or reproducKon or rebroadcast of any 
Capitalist Exploits paid publicaKon/s, any infringement or misappropriaKon of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discreKon 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 Kme to Kme 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 
recommendaKons, 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 transacKng any business with any firm, for any product or 
service. 
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