
 

INSIDER WEEKLY ROUNDUP (4 DECEMBER 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 past - the week ended December the 4th, 2016, we take a 
look at something we've been working on for your next trade alert. 

This week I thought I'd go through a scenario that no one is talking about much (if at all). 
This isn't a "trade alert" but rather an appe0zer - a bit of banter to plant the seed as to 
where extreme value or an extreme outcome is likely to be lurking!  

I'm also dispensing with Europe as I've spent a lot of 0me on it and the Italian referendum 
outcome is already priced into the market now. 

Back to what we're looking at: Japanese equi0es. 



This is a market few investors talk about these days – and yet there is huge value to be had. 
As a frame of reference, take the P/book ra0o of the S&P 500 at 2.8x (far from cheap). 
However, the P/Book ra0o of the Japanese stock market is 1.2x!  

Earnings growth has been posi0ve, the best in developed markets actually and valua0ons 
are stupid cheap. 

It isn't hard to find "blue chip" stocks and household names that have been absolutely 
crushed over the last few years but are quietly making a comeback. 

Take Sharp, for example. To say that it has been crushed is an understatement but look at 
the quiet comeback it has been staging of late.  

Of course Japanese equi0es are a massive play on the JPY. We have a view that the USDJPY 
is going materially higher over the coming months (we think it will be way above 130 a 
couple of years from now), and won't be surprised at how high Japanese equi0es, le_ for 
dead, will climb. 

Below is the USDJPY and the Nikkei overlaid to make the point: 
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We want to highlight Japanese equi0es because we have this feeling in our bones.  

Think of it like this: Which market in the world is least equipped to deal with inflaLon 
(where deflaLon is expected unLl the end of Lme)?  

Japan! 

Let's say infla0on begins to creep up in Japan (any infla0on would be a LOT more than is 
currently expected and priced). Folks start to come to their senses that JGBs aren't such a 
good deal and begin selling.  

It doesn't take much selling because the Japanese are up to their eyeballs in JBGs and 
selling begets selling. I say this because who would be a willing buyer of JGBs if everyone 
already owns them? 

The Japanese government?  

Sure, they can buy JGBs but by what means? Prin0ng more money to buy? It's prefy tough 
to imagine this as anything but infla0onary, and should the USDJPY rocket to 150 and 
within a couple of years to 200, we'll have on our hands a situa0on where all of a sudden 
Japanese consumers find things that previously never moved start moving higher and 
drama0cally so. This self-fulfilling cycle perpetuates. 

Now here is an interes0ng twist. The Japanese government has been quietly buying up 
Japanese equi0es over the last couple of years. I think they now account for about 10% of 
the ownership of Japanese equity ETFs and are the single largest owner of equi0es in the 
market. 

What is the significance of this? Common thought would have it that this is very bad. What 
if the Japanese government had to sell? All of a sudden there would be a huge deluge of 
selling pressure on the Japanese stock market.  

I think this isn't fully thought through.  

Firstly, the Japanese government will sell when they are good and ready and won't risk a 
crash in Japanese equi0es. Remember they can always print. To us they are a strong hand.  

Secondly, the bond market is where central banks affect pricing, not the equity markets. 
This is because bonds form a far more significant pool of collateral than the equity markets 
ever have, and likely ever will, due simply to the underlying nature of a bond vs. an equity. 
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The cri0cal issue is that the Japanese government has dramaLcally reduced the liquidity of 
Japanese shares over the last couple of years.  

Now what happens if Japanese investors decide that one of the only places to offer safe 
harbor from infla0on is Japanese equi0es? There will be a huge amount of capital (demand) 
trying to find a home in a market where there are a lot less equi0es in issue (supply). We can 
see a possible scenario where Japanese equi0es will likely go through the roof if infla0on 
shows up and the JGB bond market sells off with the USDJPY apprecia0ng significantly.  

Now gekng back to Sharp (as an example), imagine how much more compe00ve Sharp will 
be with the USDJPY at 200 a few years from now? Use your imagina0on! 

Later this week we will follow up this thought with a trade alert on Japanese equi0es. 

Sincerely, 

Chris MacIntosh 

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

The informa4on provided in this publica4on is private, privileged, and confiden4al informa4on, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publica4on and related 
materials. Forwarding, copying, dissemina4ng, or distribu4ng this report in whole or in part, including substan4al 
quota4on of any por4on of the publica4on or any release of specific investment recommenda4ons, is strictly 
prohibited. 

Par4cipa4on in such ac4vity is grounds for immediate termina4on of all subscrip4ons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publica4on without 
disclosure by any electronic means it deems necessary and may change those means without no4ce at any 4me. If you 
have received this publica4on 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 informa4on contained in such 
publica4ons is not intended to cons4tute individual investment advice and is not designed to meet your personal 
financial situa4on. The opinions expressed in such publica4ons are those of the publisher and are subject to change 
without no4ce. The informa4on in such publica4ons may become outdated and there is no obliga4on to update any 
such informa4on. You are advised to discuss with your financial advisers your investment op4ons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other en44es in which it has an interest, employees, officers, family, and associates may from 
4me to 4me have posi4ons in the securi4es or commodi4es covered in publica4ons or the website. Corporate policies 
are in effect that aQempt to avoid poten4al conflicts of interest and resolve conflicts of interest should they arise, in a 
4mely fashion. 

Capitalist Exploits reserves the right to cancel any subscrip4on at any 4me, and if it does so it will promptly refund to 
the subscriber the amount of the subscrip4on payment previously received rela4ng to the remaining subscrip4on 
period. Cancella4on of a subscrip4on may result from any unauthorized use or reproduc4on or rebroadcast of any 
Capitalist Exploits paid publica4on/s, any infringement or misappropria4on of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discre4on 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 4me to 4me 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 
recommenda4ons, 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 transac4ng any business with any firm, for any product or 
service. 
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