
 

INSIDER WEEKLY ROUNDUP (31 MARCH 2017) 

Good morning (at least for me) and welcome to this week's issue of the Insider Weekly. 

One of the big ques?ons that value investors face is how long we should be prepared to be 
wrong before a thesis plays out. It is a ques?on that can only be answered by understanding 
not only our own “magnitude” for pa?ence but also now (at least for me) I find myself in the 
situa?on where not only is it my own pa?ence but the pa?ence of you, fine folk, that will be 
tested.  

Yes big payoff trades are out there but what one needs to be prepared for is those big 
payoffs, more oHen than not, take far longer to play out than you ever imagined. 

A few weeks ago, I came across an ar?cle from Rick Rule where he talks about uranium and 
gives a hint of the reality of being early: 

There are two important messages in Rick’s discussion. First, about the uranium market and 
second, what one needs to prepare for in order to capture the big fish.  

First, let’s chat about the “one big thing” on Rick’s mind: the very thing that led to an 
extremely depressed market for uranium - taking Japan’s nuclear reactors offline: 

"People always seek a narra/ve to jus/fy condi/ons, but the most obvious one to me is 
that the second biggest consumer of uranium in the world, the Japanese, shut off uranium 
produc/on following Fukushima. So, a country that had supplied about 16% or 17% of 
global demand all of a sudden had a hundred million pounds of inventory that they weren’t 
going to use. In other words, what had become demand suddenly became supply. 



The most important single thing for you to watch as uranium investors and speculators 
more important than anything else is the pace of Japanese restarts. If Japanese reactors 
begin to restart, two things happen: systemic demand returns to the market and about 
75% of what currently cons/tutes supply disappears from the market. The market fell 
simply because there was a plurality of supply over demand. The market will rise when the 
demand begins again to exceed supply. This is a ques/on that begins with when not if. But 
when is an important ques/on." 

Well, over the last few weeks “murmurings” of Japan bringing its nuclear reactors online 
have begun to surface: 

OK, let’s get down to it… will the Japanese follow through? When it is all said and done it 
comes down to economics. It’s all very well shuVng down all your nuclear reactors but 
nuclear energy cons?tuted some 30% of Japan’s electricity requirements. The shorZall was 
made up from cranking up virtually every non nuclear electricity genera?ng facility in the 
country and this has come at a big cost: 

"Genera/on cost was up 56% from ¥8.6/kWh to 13.5/kWh in FY 2012. Losses across the 
u/li/es are about ¥1 trillion per year. The Ministry of Economy Trade and Industry (MITI) 
said in April 2013 that Japanese power companies had spent an addi/onal ¥9.2 trillion 
($93 billion) to then on imported fossil fuels since the Fukushima accident. In FY 2012 the 
addi/onal fuel costs to compensate for idled nuclear reactors was ¥3.6 trillion ($35.2 
billion), mostly for oil and LNG. In 2013 Japan imported a record 109 million tonnes of 
coal, and plans to build almost 15 GWe of coal-fired genera/ng capacity were reported." 

Economics will eventually assert itself, and - as ?me goes by (as has already been the case) - 
folks will forget about the Fukushima disaster. Whether you’re pro or an?-nuclear is beside 
the point. This will happen. Human nature works like that. 

So, here is an interes?ng scenario… If coal, LNG, and crude prices were to increase in USD 
terms and the JPY was to weaken, let’s say it got to 130 a couple of years from now (not 
unrealis?c in my mind), what do you think would happen to the cost of those commodi?es 
in JPY terms? Yup, you guessed it: they would be materially higher, which would lead to 
huge pressure on Japanese u?li?es to pass on higher costs to electricity users.  
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I think you get the point. I am confident it is not a case of if Japan brings its nuclear 
capacity back on stream but rather when.There are mul?ple pressures moun?ng which will 
force this economic reality on Japan. I think they may well happen sooner rather than later 
but that isn’t so important. GeVng the core thesis right and hanging on is. In that realm it’s 
rather important what happens to the price of uranium (and how quickly will excess supply 
be eroded) when the Japanese fire up their nukes. When that happens the stock prices of 
those uranium producers who are s?ll in business will likely prove truly extraordinary for 
those who’ve had the for?tude to hold through the inevitable vola?lity in between. 

So it is just a wai?ng game before uranium stock prices take off, and as long as the eventual 
payoff is “5 fold plus”, then a value investor seeking asymmetry shouldn’t care if it takes 2 
months or 5 years. Remember, at a 5-year ?me horizon you’re s?ll making 100% per year. 
The only difference is that you will tend to make the majority of the gains in a short sharp 
period. Now, I’m not saying it’s going to take 5 years. I have two balls and neither are 
crystal. What I do know is the setup is asymmetric as of today. 

While a 5-fold return sounds very ahrac?ve, let’s quit the “roman?c” connota?ons. Let’s go 
“back to the future” (I say back to the future because if we look at what has happened in the 
past it can help us prepare ourselves for the future). 

It was very possible to have bought Paladin at $0.10 in 1998 and sell somewhere north of 
$4 some?me aHer 2004 (let’s not try and be a hero and call the top or anywhere near it). Or 
maybe you bought at 0.04 in 2000 or 2002. 

But here is the cold hard reality. If you did buy at 0.10 in 1998 you would have seen the 
stock go down to 0.01 five years later and only get back to 0.10 aHer 6 years. Think about 
that. 
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And here is another angle: aHer going through a harrowing 6 years of seeing your 
“investment” lose 90% before geVng back to breakeven, how long would you have held 
onto the posi?on as it raced skywards? I suspect that during those 6 years many investors 
would be saying, “if I just get back to breakeven on this piece of junk I will be happy”. 

Ok, Paladin may well be an “extreme” example, so let us look at a more “normal” situa?on. 
Again we stay with uranium and look at Denison Mines. The chart below is any grown 
trader’s wet dream (assuming you bought in early 2000s and sold some?me in 2007). 

But here is the reality. Let’s say you did buy at 0.25 in 1998 or 2000. Granted it didn’t go 
down “too much” in this ?me but you would you have needed the “convic?on” to stay with 
this trade for 5 years before it ul?mately took off. And then at what level would you have 
pulled the plug? 

Now, these were huge trades, but the reality is these were just something that you would 
get out of a romance novel. I suspect few would have bought into the idea of a huge bull 
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market in uranium being just around the corner in 1999 and held over the next 4 years only 
to see stock prices go nowhere and at least halving within that ?me.  

But let’s say you did hold on to see stock prices rocket in 2003 onwards. Would you have 
got out anywhere near half way up (let’s forget the delusional idea of geVng out near the 
top)?  

So what was the point of the discussion? These are very important ques?ons to ask yourself 
going in. We are at a stage in the uranium market that we believe to be not unlike that of 
the late 90’s to early 2000’s. 

Big payoff trades (10-fold plus returns) aren’t easy and absolutely unroman?c, they are hard 
work. Perhaps this chat was in order because the objec?ve of the Weekly Insider and the 
Trade Alert publica?on is to highlight to you big “subprime” type payoff trades. The rewards 
are there but oHen the payoff can take longer to play out than we “an?cipate” and 
some?mes never.  

If you keep your posi?ons sizing in mind so as to not have any emo?onal ahachment to 
posi?ons and to manage your own pa?ence levels. In doing so it is highly likely that you 
won't let a winner get away on you and be deba?ng “should I pull the plug and lock in a 5-
fold return or hang out for a 10 bagger” on more than a few occasions. 

In saying all that, maybe we hit it on the nose with Star Bulk Carriers and our general 
“bullish” call on shipping stocks late last year. I guess the more calls one makes the more 
chances that one gets close to the bohom. Shippers, namely of the dry bulk variety, 
con?nue to rise and have been outperforming the general market for the last 12 months - 
something which even now few seem to be aware of.  

Star Bulk Carriers vs. Russell 2000 
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This week many of the dry bulk shippers hit 52-week highs again - yet it goes unno?ced: 

What also barely gets a men?on is Bal?c freight rates. This week the Bal?c Dry index 
registered a 30-month high. Could I go so far as to say it looks like it wants to breakout of a 
5-year old trading range? 

I do get the feeling that the worst is behind shippers now and the market will be surprised 
by “less worse than expected” news announcements from shippers over the coming weeks/
months. 

We are already up over 60% since our December 2016 Trade Alert on Star Bulk Carriers. 
Well, this isn’t anything to get excited about, rather it is just lucky ?ming (we weren’t 
expec?ng to be so right so soon). From here the hard part will be to let Star Bulk's stock 
price get away on us.  
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When will we look at taking profit? Not un?l there is a loud chorus of how great the 
prospects for shippers are. I suspect that won’t be un?l SBLK has registered a 10x return for 
us (i.e. $50 seems a nice round target).  

The narra?ves will slowly start to appear. Rarely do you find an analyst at a big brokerage 
firm geVng anywhere near the bohom in their “big call”. It prehy much goes against their 
en?re business models.  

The bohom in the dry bulk market was about 12 months ago. We didn’t quite call it but at 
least we have about 6-month lead on these guys which means we could buy double the 
stock that anyone coming into the market can now do. 

I shouldn’t rubbish brokers, they have their place. I just pride myself on being in on these 
deep value trades before they catch the eyes of brokers or should I say before they have the 
balls to make a call! 

Heads up, I’m working on my next trade alert. As an appe?ser: it is Japanese banks. Now, 
you may think I am crazy and that is likely a good thing. I don’t like to be involved in 
crowded or popular trades.  

Take a look at Sumitomo Mitsui Trust, Japan’s 2nd biggest bank by market cap - P/Book 
0.62x, dividend yield of 3.6%, and ROE 7.2% and it has managed to do this against a 
backdrop of zero yields in Japan.  

One wonders what will happen if rates were to rise in Japan. I’ll tell you what will happen. 
Japanese banks ROEs will explode to the upside?  

What’s the downside? They stay where they are. The market sure as hell isn’t pricing 
anything bullish into them right now and rates rising? PffHh, few believe it. 

From a long-term char?ng perspec?ve Japanese banks seem to have hit rock bohom and 
are just biding their ?me un?l they move to the upside (which is likely to surprise most in 
the magnitude of the move). 
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But I don’t want to give away too much, and in any event, I s?ll have a bit of work to do to 
pull the next Trade Alert together. 

And before I forget, reader Alex sent this through: 

"Hi Chris, 

Have been trying to get a fill on Mongolia Mining and Op/on Express has changed the 
symbol for it. I thought I’d let you know. 

The symbol is now MOGLQ and no longer MOGLF." 

Un?l next week. 

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 akempt 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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