
 

INSIDER WEEKLY ROUNDUP (29 MAY 2017) 

Another week passes by bringing us just shy from the 6-month mark of the launch of 
Insider. It seems like just yesterday that the fat guy came down the chimney to steal my milk 
and eat my cookies.  

This week, I have a lengthy lineup of observa@ons and musings. Up for discussion this week: 

• Rela@ve trends to surprise you in Japan 
• Russian stocks and ways to trade them 
• Have offshore drillers reached the point of maximum pessimism?  
• An obscure warrant on an offshore oiler 

But first, as per tradi@on subscriber Chris in SeaNle has a preNy darn fantas@c view from his 
deck. Check it out: 



Before we rush headlong into this week’s discussion, I thought we’d remind ourselves what 
The Weekly Insider is all about.  

First of all, the Insider is all about iden@fying big payoff trades, ones that lurk out there in 
obscure places where -- more oQen than not -- no one would dare to look. The distor@ons 
caused by years of failed and destruc@ve policies require a hedge against the formidable 
risks. The consequences, which we’re only just beginning to feel, would have Lucifer 
laughing. 

These “asymmetric” trades oQen take many months, if not years, to build. I always like to 
give the example of the payoffs that occurred to shorters of “subprime”.  

Nobody talks about how these actually played out, and the movie “The Big Short” didn’t 
really help to provide viewers with the “ugly” side of this trade. While the payoff was huge, 
in most cases those who shorted subprime were wrong anywhere from 3-5-years prior to 
the ul@mate payout occurring, and certainly there were those who got the call right but 
posi@on sized incorrectly and ran out of steam before the finish line, losing money rather 
than making any. 

I’m not talking about managing pension funds here but rather where to allocate “risk 
capital” to achieve big (albeit lumpy) returns. When dealing with a lot of investors/traders I 
find it a challenge to s@ck to my kni^ng and not be pulled in a hundred direc@ons.  

While I do manage most of my own money, the majority of it sits in “boring” investments. I 
do move the por_olio around from @me to @me, according to major trends but if I trade on 
this por_olio a couple of @mes a year, it would be a lot. My interest is in big payoff trades 
and that is what the focus of The Insider is all about.  

On paper these are “glam trades” but in reality they have a tendency to be soul destroying. I 
say this because it’s possible to go for extended periods of @me (oQen a good few years) of 
being wrong (or at least not right) and the buN end of all your fellow investor’s jokes.  

From experience I know this is very hard and it takes a special type of person to hang in 
there. If you haven’t read the book “The Big Short”, then do yourselves a favour and read it. 
It gives a wonderful insight into the emo@onal harrowing that traders like Michael Burry 
went through. Once again, not something adequately covered in the film. 

On @ming: I would like to hit the nail on the head and pick the boNom or top of a market, 
and on rare occasions I do, I guess if you try for long enough you occasionally get lucky. 
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O9en, I will be wrong for at least a couple of years. But this doesn’t worry me because I 
know when the payout comes, it will be well worth the wait!  

What does concern/worry me (and some@mes keep me awake at night) is when, and I know 
this is going to happen, clients become disillusioned on trades and throw in the towel. I 
don’t quite know what the answer is here as I have debated it over and over with myself 
and close associates. The best I can come up with is for me to walk the talk and keep going 
over my reasoning for the trades.  

On iden@fying a big payoff trade and placing my bets I have found the best way to deal 
with them is to forget about them, to move on and find the next big payoff trade and let 
“des@ny take its course” in trades that I have already placed.  

This isn’t to say that you actually forget about them in the way Grandma with demen@a 
forgets you but rather to say that you don’t allow your emo@ons to get the beNer of you 
and permeate your thinking on a daily basis. 

Even aQer all these years, it s@ll does my head in to look at a trade I placed a couple of years 
ago to see it s@ll down. This is why I don’t oQen refer to trades I have done (they take care 
of themselves). It is the wai@ng that is the hardest part. Placing the trade is easy, but 
walking away from it and le^ng it play out - that is what separates the winners from the 
losers in this game.  

One ques@on recently asked by a subscriber was that of @me frame. I think about the mad 
desire/necessity to outperform on a quarterly basis that most hedge funds and many 
investors are locked into. It is absolutely unheard of these days for a hedge fund manager to 
say, “I don’t really care too much if I am s5ll wrong on this trade a couple of quarters from now, 
just so long as I am right on a five-year view”.  

The fact is that “posi@oning to be right on a five-year view” is a field as void of compe@@on 
as figh@ng for a piece of bacon at a bar mitzvah, and as such it is where I see an advantage 
and one where you can achieve a compe@@ve advantage as well.  

As an individual investor you don’t have to answer to anyone, and in fact, this is why many 
well known hedge fund managers are giving money back to clients and changing their 
structures to family offices. In so doing they afford themselves far longer @me frames and 
gain a compe@@ve advantage. 
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The View vs. the Applica1on of the View 

Finally, The Insider is more about the applica@on of the view than just the view itself. 
Inves@ng is oQen like cooking. You may have all the right ingredients but it’s the prepara@on 
that maNers. While ge^ng the trends and views correct is important, even cri@cal, I think 
this is a key difference between Insider and other publica@ons.  

It seems everyone obsesses about the view, be it the direc@on of the market, currencies, or 
whether or not a sector has reached its ul@mate boNom. Publishers go to great lengths to 
argue their case and then leave readers hanging in mid air with liNle or no discussion as to 
how best to apply their view. In my experience, it is the way in which a view is applied that 
separates average from great investors. So instead of spending considerable @me on 
discussing the view and liNle on how to apply it, I oQen like to concentrate on the 
applica@on. 

I generally present a number of ways to apply a view. No one way is “right”. Some of the 
applica@ons are straigh_orward, others require considerable experience. 

I think it was important to bring this up just to remind folks of the field in which I play and a 
liNle bit about my inves@ng philosophy. 

The Week That Was 

In last week’s insider I talked about valua@ons of Japanese equi@es (being less than half of 
their US counterparts) and rumblings in the indices par@cularly of the small cap variety - in 
short we have a bull market but no one is talking about it.  

Japanesea!  

This week I’m going to do is look at the Japanese equity market from a rela@ve perspec@ve - 
what is it doing rela@ve to US, Europe and Emerging Markets. 

Now, here is a rela@onship that will surprise most. The performance of Japanese small caps 
rela@ve to the Russell 2000. In essence, this chart is telling you that if you had bought 
Japanese small caps over the last 20 years (as opposed to buying the Russell 2000), then 
“on average” you would not have been any worse of for doing so. The average Japanese 
equity has performed in line with the average US equity over the last 20 years (in USD 
terms). 
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Topix Small Caps rela/ve to Russell 2000 in USDs 

But I also see something else in this chart - an ultra long-term trading range. 

Actually it gets even more bizarre. Let’s look at the behavior of microcaps in Japan vs. the 
Russell 2000. 

Now for all you technical traders out there, you’ll know that typically the longer a market 
remains in a trading range (and the @ghter that trading range) the more intense the 
subsequent breakout tends to be. 

As each month passes I become more convinced that something powerful is building in the 
Japanese equity markets that will leave even the bulls wishing they had more exposure. 
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Tokyo Second Sec0on vs. Russell 2000 Index in USDs 

Here we get the same story: 

I’m focusing on small caps because trends in small caps are a lot less noisy than large caps, 
and furthermore, by looking at small caps you get the behavior of the “average listed stock” 
rather than the behavior of a rela@ve few large cap stocks (which can heavily influence the 
major market indices). 

The fundamental news flow con@nues to surprise: 

I know that not many are aware of these fundamental improvements: 

“Wait, Japan? A growth market? Isn’t this the same Japan where unrelen/ng demographic 
trends and s/fling economic stagna/on have conspired to create the infamous Land of the 
Lost Decades? Where the failure to achieve a 2 percent infla/on target is as predictable as 
spring cherry blossoms? 
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Indeed, it is—and indicators that infla/on-obsessed investors might have overlooked seem 
to support Varney’s op/mism. The country’s nominal gross domes/c product, the 
calcula/on that reflects actual yen generated at today’s prices, last year saw its first record 
high since the 1990s. And corporate profits have hit an all-/me high. Lending growth is 
trending at its strongest since before Japan’s property bubble burst. The unemployment 
rate is just 2.8 percent, the lowest since 1994. Wages may not be soaring, but they’ve 
risen more than 1 percent for four straight years—the best streak since the early ’90s—and 
they jumped 2.2 percent last year. The Interna/onal Monetary Fund’s medium-term 
infla/on outlook is now 1.6 percent, vs. less than 1 percent in 2012.” 

I think investors should give serious thought to opportuni@es in Japan. 

Outside stock picking there are a number of ways of trading Japanese stocks. Here are 
some ideas (depending on your risk profile and por_olio size): 

• 5-year call opDons (December 2021) on the Nikkei. Believe it or not, you can get 
them (below on the IB pla_orm). They aren’t par@cularly liquid and the contract sizes 
are big (more or less $20k for an ATM call December 2021 expiry) but they do offer 
some extraordinary @me value and for pa@ent investors willing to place some bids 
out and the ability to hold them to expiry these offer an extraordinarily leveraged 
means of trading these markets. Unfortunately, these op@ons aren’t available to US 
Ci@zens. 

• January 2019 calls on US listed ETF EWJ. How about going ITM so you have liNle 
@me decay? By going ITM by about 30% you essen@ally achieve 4:1 gearing with no 
@me value decay. These are available to US ci@zens. 

• Buy the WisdomTree Japan SmallCap Dividend Fund (it is fundamentally weighted 
using dividends) 
Buy any one of a number of sector ETFs listed in Japan. I quite like banks so look at 
the Nomura Topix Bank ETF (@cker 1615). 
A long-short trade. Long the WisdomTree Japan SmallCap Dividend Fund and short 
The iShares Russell 2000 ETF against it. Or even long general market ETF “EWJ” and 
short “SPY” against it. Here you’re playing rela@ve performance with what is 
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essen@ally a market neutral view. 

What about op@ons on the TSE itself? There aren’t any stock op@ons on the Tokyo Stock 
Exchange.  

To Russia With Love?  

Last week’s Insider Weekly, I briefly discussed Russia and how cheap it was. Russia can be 
said to be cheap for a reason. There must be a reason I keep ge^ng Russian bride banners 
on various websites. In fact, I’m preNy sure there is an inverse rela@onship between ladies 
trying to buy their way out of a country and the living standards of that country. Having 
spoken with many of my friends, some of whom run funds in Russia, it’s clear that the rule 
of law is oQen debatable. Addi@onally, it’s largely a commodity producer with liNle 
innova@on or entrepreneurship allowed to germinate. 

What does make it interes@ng, other than from a pure valua@on perspec@ve, is the 
geopoli@cal environment we have.  

Consider the following as reported in mul@ple news outlets, including this one from the 
Guardian: 

The ques@on is: Who benefits when Frau Merkel and Chairman Trump can’t agree on 
things, or when Brussels and London have to figure out divorce proceedings? 

I discussed this topic in the trade alert on Gazprom, and I think that increasingly Russia will 
see sanc@ons liQed and various trade barriers lowered, re-nego@ated, or withdrawn 
altogether.  

Just this morning we see the newly crowned Macron saying: 

“Many interna/onal problems cannot be resolved without Russia.” 

Translated this means that Russia will have more influence, which also means that those 
sanc@ons will be part of the discussions. Right now, the market isn’t pricing any of this.  
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I also think that OBOR (One Belt, One Road) will benefit though that’s a topic for another 
day. 

If you’re interested here are a few ways in which you can gain exposure to Russia (outside of 
obvious ETFs like RSX and RSXJ).  

In the US between ADRs and Pink Sheets there are about 25 Russian stocks you can invest 
in: 

There are about 60 Russian companies trading on the LSE: 

And in Germany (Frankfurt and Xetra) there are about 16: 

Offshore Oil Drillers  

This isn’t a Trade Alert but rather a short note to show you a process of looking for extreme 
situa@ons, then looking at how to price and structure a trade around this. To be clear we, 
think it’s too early for this sector but knowing what we’re looking at and having the ability 
to keep a steady eye on it will afford us far greater odds of success than if we were oblivious 
to its existence.  

Take a look at this sector. How much more priced for bankruptcy can the offshore oilers 
become? Can they all go belly up? To an extent that depends on how low the oil price goes 
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(and for how long), how much oil remains in storage, and for how long and the compe@@ve 
sources of oil such as shale. 

Offshore oilers got have been more smashed than all of the members of the Rolling Stones 
combined and last week, they took another hit.  

Seadrill looks increasingly likely to hit the “wall of doom” but when looking at the financials 
of the others they all seem a long way from entering Chapter 11. They are all reasonably 
well financed, no issues with debt coming up for renewal for the next few years and 
surprising, to date at least, Atwood, Ensco, Rowan Companies, and Transocean con@nue to 
turn a profit.  

Take a look at the fundamental valua@ons (namely P/Book ra@os). If this isn’t a whole sector 
priced as if debt holders will become the new equity holders in a few years, then I don’t 
know what is.  

It’s going to be an interes@ng exercise if they all do go bust (as the market is implying) 
because who is going to want to buy a whole lot of rigs if there are no buyers? Will offshore 
oil rigs be a thing of the past in a few years? Has shale technology and alterna@ve energy 
wiped out the need or economics for offshore oil, because that is certainly what is being 
implied by the pricing of these stocks. 

As discussed at the beginning of this week’s Insider, the applica@on of any view is equally 
important. There’s no point in having a cupboard full of ingredients with no recipe and the 
cooking skills of a Saudi prince (I’m preNy sure they never do their own cooking). 

�10

Capitalist Exploits Insider Weekly Roundup 29 May 2017



With that in mind, take a look at this. I have been watching the quite aptly named Stone 
Energy. Apt - it’s been dropping like a stone and looks stone dead. 

Now to be clear, I’m no expert on Stone Energy but there are a few things I want to 
highlight.  

First of all, it operates in the Gulf of Mexico (deep water). It went into bankruptcy late last 
year and came out in March. Equity holders took a bath, as they do in such situa@ons, and 
debt holders “swapped” debt for equity. The end result is a company that is now well 
capitalized and probably able to hold out (survive) with oil at around $50 for a good few 
years. 

Since the end of February, it has gone sideways in a very narrow trading range. 
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Now, here is something interes@ng, and this is really what caught my aNen@on. There is a 
warrant aNached to Stone Energy. It is a February 2021 expiry, $42 strike, 1:1 (so 1 warrant 
gives you the right to buy 1 share at 42.04 at expiry). Here are the specs from IB: 

And yes, it trades. Here is the price and volume history for the warrant: 
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So yesterday $100,000 worth traded. It wouldn’t actually be all that hard to build a 
reasonable posi@on in if you started quietly accumula@ng today.  

What does the payoff look like? Stone Energy’s stock needs to double in price for you to get 
to strike on the op@on (but you have just short of 4 years for it to do that).  

Now, let’s play the game of understanding payoffs and what we’d be paying for them. If 
Stone Energy doubled in price, a @ny blip on the chart at this point, then all it has to do is to 
move another 5% to get to breakeven on the warrant and then for every 5% it advances 
therea9er (more or less), you achieve a 100% return on your iniDal investment.  

So, in the event that Stone Energy was to close at $50 come February 2021 and you’d 
bought the warrant for $2.0, you would achieve 3:1 payoff, and at $60 for SGY a 8:1 payoff. 

I have put the strike (green), 300% return (red) and 800% return (orange) lines on the chart 
below. Achievable? Well, let me put it this way... I’d rather eat grass than be caught being 
“short” this warrant. Think about it. The warrant seller receives a @ny $2 for taking on this 
posi@on and if oil moves higher and the stock just bounces a bit, he gets carried out on a 
stretcher. In reality, the warrant sellers are the company themselves as warrants are 
typically sold as “kickers” to equity in private placements. 

Now, here is my line of thinking: Considering that Stone Energy is involved in the Gulf of 
Mexico, its fortunes will likely rise and fall with those of offshore drillers. And given that 
offshore drillers are very sensi@ve to the price of oil, then I think this warrant will be an 
excellent way to express a long term bullish view on oil moving materially higher.  
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Of course oil may go up just a liNle in the next 4 years and Stone Energy could go up much 
more in that @me.  

As discussed above, this isn’t a Trade Alert but rather a look into how one can begin 
construc@ng a posi@on which has merits if you wanted to express a bullish view on oil being 
materially higher some 4 years from now!  

Our view right now, and I know you’re going to ask it, is that even though the offshore oilers 
are priced for bankruptcy things can (and probably will) get worse over the next 12 months, 
not beNer. Oil inventories are at all @me highs, commercial traders are net short (hedged), 
and speculators are waaaay long. Probabili@es favour being short oil, not long. All that said, 
at some point this en@re sector may well provide one super spectacular trade. Keep your 
eye on it. 

I show you offshore drillers in the hope that you gain valuable insight into how to look for 
asymmetry, how to posi@on once you’ve found it, how to be pa@ent (some@mes not taking 
a posi@on as you see addi@onal headwinds) but also knowing that when this sector finally 
turns it’s not going to move like a sluggish 1800’s steam train rolling out of the sta@on but 
rather like a greyhound with chili sauce up its arse. You’ll blink and it’s up 4x. 

By the way, this is how the trade looks like on the Op@onsXpress pla_orm: 
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And on Interac@ve Brokers, to name just two: 

Anything else I have uncovered? Yes, a 5-year (December 2021) OTC warrant on Genco 
shipping. I’ll talk about that in next week’s Weekly. I think the warrant on Stone Energy is 
enough for folks to digest over the coming week. However, for those of you who are extra 
energe@c here is a sneak peek: 
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Por9olio Review 

A number of subscribers have asked ques@ons along the lines of: 

• I have just joined over the last month, I no@ce many of your trades went on at the 
end of last year. Are they s@ll appropriate to trade now? 

• Do you have stop losses for each trade? 
• When will you take profits? 
• What sort of exposure should I take for each posi@on 
• If you had to pick just one trade which would be the one to go for? 

I’m out of @me to do the por_olio review this write up and, in any event, I don’t want to 
make these reports too lengthy. So what I will do over this week is put the por_olio review 
together and post it out as a separate report. I’ll do my best to address all your ques@ons in 
the report. 

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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