
 

INSIDER WEEKLY ROUNDUP (11 MARCH 2017) 

This week, let us circle back to one of the biggest macro trends that not too many are taking 
seriously: rates and specifically LIBOR. 

But first… 

I love sunsets. This is a stunning one of Hong Kong. If, like me, you're a sucker for a good 
sunset send me your best and I'll feature one each week. AGer all, life's bland without 
beauty. 

OK, onto the really good stuff: LIBOR.  



First of all, what is LIBOR? In essence, it is the rate at which banks borrow from and lend 
USDs to each other outside of the US. Generally, when you hear about LIBOR it is the 3-
month rate that is quoted but in actual fact there are also 1, 6, and 12-month LIBOR rates.  

What is the significance? Well, if you are a big corporate and you wish to borrow a bundle 
of USDs in order to fund a new project, what will you pay? Typically, you would be quoted 
"LIBOR plus a "x" basis points" (based on the lender's assessment of your credit risk etc.). In 
essence, if LIBOR is trending higher, your cost of borrowing will also be rising. 

I've wri[en a bunch about LIBOR and the eurodollar market before so I won't rehash that 
work here. Suffice to say not much in the world remains unaffected by what happens with 
LIBOR. It's no exaggera]on to say that most every market in the world is ]ed to LIBOR in 
some fashion. 

Now, take a look at the two charts below. What do you see? I see a definite trend, one that 
has been in place since mid-2014. Yes, the cost of doing business in USDs has been rising 
for the last 30 months  

Long ]me readers will recall how in late 2014 we went long the Dollar Index. At a ]me 
when absolutely nobody believed the USD would do anything but go down. LIBOR was 
THE most important "tell" for us. It indicates a constric]on in capital flows, which is another 
way of saying that supply is being limited. 

Here is a longer view in order to look at the "proverbial forest" as opposed to staring at the 
trees: 
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Now, given that the USD is the reserve currency of the world, with the cost of financing 
rising in USDs, this puts upward pressure on the cost of financing in euros, AUDs, CADs, 
and, in fact, across the world in every currency. 

The point I want to hammer home here is this: given the length of ]me that rates have been 
near zero and how certain the market remains convinced that rates will stay "lower for 
longer", we have a significant anomaly because rates are rising.  

And forget about central banks raising rates as the key fundamental here. We have actually 
had rates rising based on interbank lending (albeit small at first) ever since late 2014 (if we 
are to be looking for microscopic detail).  

The point that remains lost on many market par]cipants is that the more central banks push 
against market forces, shown by interbank lending and in par]cular the eurodollar market, 
the greater the asymmetry. Now we're seeing rates moving based on both lenders taking 
money of the table at the long end of the curve and, of course, in the US the Fed raising 
rates.  

What we do know is that very strange things will start to come out of the woodwork when 
rates start to rise.  

What are those strange things (or should I say the consequences)?  

Well, the market is probably already telling us. The very things that did badly on the back of 
plumme]ng rates are now doing very well - the most obvious one being banks.  
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And as "overbought" and crowded posi]ons became in bond markets "safe haven 
investments" so, too, will those markets that struggled under the ultra low interest rate 
environment. 

And where US banks go so to will European banks.  

As an example, take a look at BAC and UBS (both indexed to 100 10-years ago). They track 
each other rather respectably. Yes, there is a bit of divergence as of late, however, ask 
yourself: if BAC rises another 50% over the next 2-years, what will happen to UBS? I think it 
will close that gap (play catchup) and where UBS goes so, too, will other European banks. 

Here is a thought: you pay more or less the same for an ATM 2-year (January 2019 expiry) 
call on BAC as you do for a 5-year ATM call on UBS (December 2021 expiry).  

Now, let's revisit LIBOR again and take take a look at this: 
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European infla]on is rising like a phoenix and guess what: if any market is posi]oning itself 
for infla]on right now it's the US market (sorta) and yet Europe really should be.  

They will, at some point. When? I've no idea but un]l then the window of opportunity to 
get posi]oned will remain open. 

The objec]ve of the Weekly Insider isn't so much to talk about trades but rather 
observa]ons we have made during the week and other "random" thoughts that have come 
to mind. But some]mes we throw in an idea or two! I thought the op]on trade on BAC and 
UBS (trading in Zurich) intriguing. 

I know I have talked a lot about rates in the past (and it seems like every week I am circling 
back to it) but it is so, so important. I think "80%" of what happens in markets over the next 
5-years will be linked to what is happening on the rates front. 

This week we heard a few big players come out and bluntly talk about the long term 
outlook for rates. For example, David Tepper: 

(h#p://www.cnbc.com/2017/03/08/david-tepper-you-bet-your-heinie-im-short-bonds.html) 

I like David Tepper. He isn't wrong too oGen and though I don't know him personally, he is 
one connec]on away but as far as I can tell he is a straight talker. When he says he is short 
bonds "uncondi]onally" I don't think he's trying to gain media a[en]on (as some do) but 
genuinely is short.  

Then there was Bill Gross talking about a long-term cyclical bear market in bonds if the US 
10-year yield gets above 2.6% 
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(h#p://www.cnbc.com/2017/03/09/bond-yields-just-hit-the-level-that-bill-gross-said-would-
signify-a-bear-market.html) 

 
I do respect Gross but he tends to talk in riddles. In any event, I don't know how anyone can 
come to a conclusion as to what the "trend is in bond yields" by looking at something so 
chao]c as the US 10-year yield. Technically I would have said above 3% would signal a long 
term change in trend, but given how random and noisy the chart is I don't put too great an 
importance on its movements.  
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Now just to add a bit of a "fundamental overlay" to what we are seeing in the charts - late 
last week we had ini]al claims fall to a 44-year low.  

I am 100% convinced that central banks have already overstayed their welcome with their 
seemingly endless ultra easy monetary policy an]cs. 

Check this out: 

And s]ll rates aren't far off 50-year lows (or is it longer than that?). Note this is more 
significant than the headline because it isn't adjusted for popula]on growth - it's an 
absolute figure. 

So eventually when rates start to rise they will do so far quicker than what the average idiot 
central banker could wildly comprehend. And before you know it BAC will be at USD100 
and back in the Dow (dreams some]me come true). 

I remember back in 2010 when the weekly jobs figures was the item on the ]p of 
everyone's tongue each Thursday. Futures would fluctuate wildly on the release of the data. 
Seems these days no one cares and it hardly makes the headlines.  

Today everyone is so neck deep in the defla]on mindset that even while the evidence is 
staring them in the face they don't see it.  

So apart from the interest rate thing, what has caught my eye this week?  

Italian financials are rising. The big capital raise from Unicredit is done and the stock is 
almost at a mul]-month high.  
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And it has all gone silent: 

If you think we are mad entertaining a bullish view on Italian financials, then try going short 
Unicredit and holding that short for 5-years - good luck. 

A forgo[en sector, Italian Insurance saw no mul] week high yet but the insurers do look to 
be hammering out an ultra long-term bo[om (yes, get out your microscope). 

And am I the first person in the world to highlight the shipbuilding sector?  

A number of shipbuilders appear to be in the process of hammering out long-term bo[oms 
(in my eyes).  

Below I present 4 "ideas". We have to research them in a lot more detail but nevertheless, 
the market is suggesNng on no uncertain terms that we should take a closer look. Most of 
these stocks you would probably not have heard of before (and the same goes for most 
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fund managers). And if that is the case, then we are doing our job each week of highlighNng 
opportuniNes globally that you will not find presented anywhere else: 
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As I said above, I need to do a li[le more work on these but they have sure caught my 
a[en]on. 

I was thinking, could the shipbuilding sector be like the US homebuilding sector was in 
2010/11?  

Back then everyone was saying that you can write homebuilders off for the next decade 
because of all the overhang of empty houses caused by the GFC. Well, check out that 
"overhang": 

The other sector where I see huge opportunity (and where no one would dare tread) is the 
offshore oil industry.  

There are are a number of smaller players who have been wri[en off for dead (probably 
worth more dead than alive), but I have probably ra[led your cages enough this week with 
shipbuilding stocks.  
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Rome wasn't built in a day and I don't see "lesser known" offshore oil drillers going 
anywhere in the next month or so which gives me ]me to dig a li[le deeper.  

Lastly, and I know this is running a tad longer than usual. 

Yesterday, the SEC said "nein" to the Winklevoss brothers on their bid to launch a Bitcoin 
ETF. 

Here is what happened next:  

It's a shame but this presents us with a great opportunity. I think we'll bounce as is 
happening now and then we'll trade lower. If we can get back to USD900 I, for one, will be 
buying the snot out of Bitcoin. 

Have an absolutely excellent weekend wherever you may be and by early next week I'll have 
put the finishing touches to a new alert I'll have for you (in the energy space).  

Sincerely, 

Chris MacIntosh 

Founder & Editor In Chief, Capitalist Exploits Independent Investment Research 
Founder & Managing Partner, Asymmetric Opportuni]es Fund 
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