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December 7th, 2020  
 

Revisiting a well-aged opportunity… 

Risk assets, and global equities in particular, remain undeterred in their unabashed willingness to look 

through any near-term concerns and instead focus myopically on the post-vaccination world that awaits 4 – 6 

months down the line.  Never mind coronavirus case counts, hospitalizations, and deaths hitting record highs.  

Never mind the pandemic reaching such elevated levels that officials in California (the 6th largest economy 

in the world) have reasserted shelter-in-place orders.  Never mind the November payroll report that was 

released on Friday coming in at half the consensus estimate, the household survey showing its first month of 

job losses since the labor market started its recovery from April’s trough, or that the estimate of permanent 

job losses is now approaching 6 million (a number that is not trivial as it is roughly equivalent to two years 

of job creation).  All of this has done little more than trigger a yawn from stimulus and liquidity addicted 

investors who are more than aware that the Fed has their back.   

 

Consider the disappointing economic data we have been on the receiving end of over the past month: 

employment, ISM manufacturing PMI, personal incomes, pending home sales, and retail sales – all missing 

to the downside, and what does the stock market do? It actually rallied, which is completely inconsistent with 

what a fundamental analyst would consider conventional wisdom.  I’ve said it before, and it’s worth 

repeating again – invest in the market that is, not the one you think should exist.   

 

Don’t get me wrong, as I actually share the broad market’s view that all of these disappointments in the data 

over the past month are rearview mirror realities, and the recovery in the fundamental data that awaits in 

2021 is where investors should be focusing.  But one has to consider just how much of this expectation is 

already discounted into today’s prices?  After all, we are talking about a U.S. equity market that is trading at 

a P/E multiple of 23x on forward earnings estimates and a CAPE of 33x.  Yes, I read Bob Shiller’s piece last 

week were he rationally argued that current valuation levels (while elevated relative to historical data) are 

not expensive because real interest rates today are in negative territory.  Theoretically and practically, this 

makes sense, and I’m inclined to side with his thinking, but what he did not hit on is why real rates are 

negative to begin with and why it is likely that they are here to stay for an extended period of time.  I contend 

that they are negative and will remain so because of the mountain of debt we have across all segments of the 

economy, low productivity, aging demographics, and a declining workforce – all are variables that could, in 

time, inflect in a positive direction, but these forces are so large and so slow moving that it takes years and 

decades to turn the tide.   

 

Nevertheless, investors do not seem interested in getting preoccupied with these long-term forces, but instead 

would rather focus on the reflationary upcycle that seems baked into the cake into Q3 2021.  Sure, it could 

extend well beyond that time interval, but with so many potential moving parts, that’s as far out as I am 

willing to hold much confidence in such a view.  In the meantime, we are looking at an equity market today 
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where sentiment indicators are simply off the charts – the latest Investors Intelligence survey has the bulls at 

an extreme 64.7% reading and the bears at a lowly 16.7%.  The CNN fear/greed index hit 93 at one point last 

week, and the AAII survey of retail investors is at 49.1% bulls versus 22.7% bears.  In case you are unaware, 

all of these sentiment measures are at or near some of the most extremely bullish levels they get to.  The 

same goes for the chart below posted in the DailyShot blog plotting Citigroup’s Panic/Euphoria model which 

is flirting with the most euphoric reading in history, and on par with its peak level reached at the height of 

the Tech Bubble in 2000.   

 

 

This does not mean investors should go out and liquidate all of their longs and head for the hills, it just 

indicates that this latest levitation in asset prices over the last six weeks has brought about a lot of optimism 

and investor positioning has come a long way in positioning for it.  Some cooling off and a period of 

consolidation (side-ways price action) or a sell-off that cleanses the excesses would be a constructive 

development.   

 

However, I would argue that it would be foolish at this point to fight the message Mr. Market is clearly 

articulating – after all, he isn’t stupid – and that is that we are on a path to recovery.  A recovery that has legs 

and policy makers (both legislators as well as central banks) who will be there to nurse this recovery along 

when and if they need to.  A la, the $900 billion fiscal stimulus bill that is being negotiated in D.C. at the 

moment.  The vaccine developments over the past month are a game changer and this supersedes any near-

term economic malaise as a mere blip rather than an entrenched trend.  The market knows that the Fed has its 

back, and all one needs to do to confirm such a view is to look back at how the Fed reaction function has 

been quickening over the past decade to downside spasms in the stock market: 2012, 2016, 2018, and 2020.   
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I do not mean to portray a one-sided investment setup that has no risks, even though sometimes that is what 

it feels like.  The one big risk on my radar is inflation and its impact on interest rates.  My work does suggest 

that higher interest rates brought about via various forms (bond vigilantes, investors backing away from 

Treasury auctions at such low yields, and/or inflation) could create the spark to disrupt the prevailing state of 

nirvana.  This isn’t a near-term risk but rather an intermediate-term one, however a 1% increase in interest 

rates across the board is akin to an $800 billion increase in interest servicing costs for debt holders, and that 

would be more than enough to swamp the long-term potential growth rate in U.S. GDP.       

 

That is why I suspect sometime soon, perhaps as early as next year, the Fed will have to rollout some form of 

Yield Curve Control, where they cap interest rates along the curve as they did coming out of WWII from 

1942 – 1951.  Such a development will weigh even heavier on an already weakening U.S. dollar and make 

gold, silver, mining stocks, and most any other real assets a go to place to have capital allocated.  There is a 

risk here that the U.S. government over-stimulates (as was the case in the mid-1930’s), and if the U.S. goes 

too far relative to everyone else, a deep slide in the dollar is a very probable outcome.  I think markets have 

been sniffing out this inevitability for months now, notwithstanding the recent multi-month sell-off in the 

precious metals space, but look what’s happening in the industrial commodities space as well with copper 

ripping, iron ore taking off of late, and has anyone else noticed what has happened with rare earth metals 

over the past two months?  Not to mention the TIPS (Treasury Inflation Protected Securities) taking in $1.8 

billion of inflows last week (the most in five months), someone is buying inflation risk.   

 

This brings me to an investment opportunity I’ve been frustrated by, but patiently waiting on for more than 

two years now, and that’s a renewed acceptance and usage of Nuclear energy in the pursuit of a more 

environmentally friendly energy grid.  In particular, my focus on getting exposure to and expressing this 

view has been through the uranium market, which is the actual resource that goes into fabricating fuel rods 

for use in Nuclear reactors.   Without getting into a detailed analysis of the overall investment case, it can be 

simplified to a basic supply / demand framework.  But before getting into that, here are a couple recent 

quotes from Bill Gates on this area, an area in which he has allocated a lot of time and capital in trying to 

reassert U.S. prominence in this field: 

 

“Nuclear is ideal for dealing with climate change, because it is the only carbon-free scalable energy.  

America is no longer the global leader on nuclear.  To regain this position, we need to commit new 

funding, update regulations and show investors seriousness.” 

 

 

“The world needs to be working on lots of solutions to stop climate change.  Advanced nuclear is 

one, and I hope to persuade U.S. leaders to get into the game.  Nuclear power is available 24 hours a 

day, seven days a week.”   

 

The Nuclear Power industry is a growth market where output is estimated to grow roughly 2 – 3% over the 

coming decade, and such growth will require increased demand for uranium (see the below charts from the 

World Nuclear Association).   
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However, uranium production and development has been in a bear market for nearly a decade, and as a result 

very little capital has flowed into the industry to seed new investments in mine development.  Have a look at 

the following slide from TradeTech (the main consultant to the Nuclear Power Sector) which shows that 

uranium supply has been in deficit for several years now and the deficit is set to increase at a more 

aggressive pace over the next decade.  Keep in mind that we’re talking about a resource (uranium) that is 

also used for advanced weaponry, and as such it’s not as though any Tom, Dick, or Harry can go out to set 

up a uranium mine tomorrow to bring on more supply to meet the expanding deficit.  No, these mines from 

soup to nuts take anywhere from 7-10 years of investment, permitting, procurement, and development before 

they can bring supply to market.   
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In the interest of keeping the investment case brief, there are plenty of available resources any interested 

investor can seek out to get a more thorough analysis on the opportunity.  My interest in commenting on it in 

this missive is directed more at the recent price action in ETF’s tracking the space and individual miners that 

have surged 20, 30, and 50% over the last couple weeks in reaction to a catalyst that just may represent the 

starting gun for what I expect to be a very bullish long-term investment opportunity (3-5 years, not 3-5 

months).  The Global X Uranium ETF (URA) just broke out to the upside from a bearish trend channel that 

has been in place since early 2017, and this is a very constructive technical development to go along with the 

bullish fundamental setup.    
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Last week the bipartisan U.S. Senate Committee on Environment and Public Works approved the American 

Nuclear Infrastructure Act designed to boost the U.S. Nuclear industry, establish a strategic Uranium 

Reserve, support enhancing the U.S. Nuclear fuel cycle and encourage U.S. reactor exports worldwide.  This 

was the finishing touch on what has been a more than two-year process of moving this initiative through the 

legislative process, and when combined with the already constructive existing fundamental setup – set off a 

violent rally in the space. 

 

Larry McDonald of the Bear Traps report put out a very thorough and detailed analysis that was picked up by 

ZeroHedge with parts available for the public to read (link to ‘Uranium Stock Surge Accelerates After 2nd 

Covid Case at World’s Highest-Grade Uranium Mine’). 

 

I pulled out a couple snippets that I thought were worth sharing and copied them below: 

 

“The consensus seems to be that Biden will be far more bullish for uranium than Trump has ever 

been in his 4 years. Biden’s $2T Infrastructure plan embraces the current nuclear reactor industry 

and creates a new ARPA Agency for Climate that has put the development and deployment of 

advanced nuclear reactors as a priority, seeking to build them cheaper and faster through technical 

innovation. Biden’s push for clean energy will also serve to reduce competition from coal powered 

plants that will be phased out sooner, and carbon-emitting gas plants as well given power grids will 

become more carbon sensitive, rewarding carbon-free nuclear and hydro for their climate change 

mitigation. Today the bipartisan US Senate Committee on Environment and Public Works approved 

the American Nuclear Infrastructure Act designed to boost the US nuclear industry, establish a 

strategic Uranium Reserve, support enhancing the US nuclear fuel cycle and encourage US reactor 

exports worldwide. All signs are pointing towards a US nuclear renaissance if Biden Administration 

is to achieve its Net Zero emissions goals, as all evidence shows that intermittent renewables, solar 

and wind, are not able to provide the continuous 24/7 baseload carbon-free electricity needed by 

industry and the transition to electric transportation from cars to buses to truck transport. California 

has been the poster child for the failure of renewables to deliver on their early promise.  The outlook 

for US nuclear has never been better in the past few decades as Democrats now flip to be nuclear 

advocates, and with pro-nuclear Kerry nominated as Biden’s Climate Envoy, that renaissance could 

spread throughout the west as the US rejoins the Paris Climate Accord.” 

 

“On the nuclear demand side, nuclear utilities have seen almost all of the political and trade 

overhangs removed that have been keeping them on the sidelines since the Section 232 Uranium 

Petition was served in January 2018.  They withdrew their RFP’s nearly 3 years ago, preferring to 

delay contracting until a long list of uncertainties were dealt with. The Section 232 morphed into the 

Nuclear Fuel Working Group but many of the recommendations were not actioned. Uncertainty over 

the Iran nuclear waivers became a major issue but that too has been resolved. The most significant 

uranium trade issue this year was negotiating an extension to the Russian Suspension Agreement, 

which Commerce and Rosatom eventually concluded successfully. The RSA was extended to at least 

2040 with limits on Russian uranium imports being reduced from 20% to 15% of US nuclear fuel 

requirements by 2040. The last remaining political overhang is the US election outcome, as nuclear 

utilities do not want to enter into long term contracts until certain that they will get the support they 

need to keep them running under a new administration.” 

“While COVID-19 has had a severe impact on uranium supply, it has had an opposite effect on 

demand.  Continuous baseload power has been in high demand throughout the pandemic, and many 

nations are targeting COVID recovery infrastructure funds to rebuild their power grids with carbon-

free energy to achieve their net zero emissions goals.  In just the past few months there has been a 

https://www.zerohedge.com/markets/uranium-stock-surge-accelerates-after-2nd-covid-case-worlds-highest-grade-uranium-mine
https://www.zerohedge.com/markets/uranium-stock-surge-accelerates-after-2nd-covid-case-worlds-highest-grade-uranium-mine
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strong shift to expand nuclear power generating capacity in China, India, and most recently in 

Britain where PM Boris Johnson is pushing for construction of a new 3200MW Sizewell-C power 

plant, and the 16 x 440MW UKSMR advanced reactors that the Rolls-Royce consortium is planning 

to build across the UK, hoping to expand into the global market.   

Advanced reactor projects have found new legs in Canada and the US.  In all there are now 72 new 

advanced reactor designs under development in 18 countries. Many had thought that COVID-19 

would hurt the nuclear industry by reducing demand, but the outlook now seems to be that it has 

instead fueled a new global nuclear renaissance, just as global uranium supply is in a record deficit. 

Demand this year is in the order of 187M lbs (vs 120M lbs of primary mined supply) and TradeTech 

expects demand to rise to 220M lbs over the next 10 years.  Where the supply will come from to bring 

the market back into balance is the big unknown.  All the major new mines are many years away from 

construction, and those looking to restart, like Paladin’s Langer Heinrich and Cameco’s McArthur 

River, are also 2 years or more away.  Kazatomprom has extended their production flex-down 

through to the end of 2022.  In the 11 years I’ve been following the uranium sector, never have the 

fundamentals been so strong for a major uranium price recovery like what was seen in 2004-2007. 

“If” is no longer the question… only “When” remains open. 

“COVID-19 has been sidelining nuclear fuel buyers as well, given the folks who have been engaged 

in a record number of reactor refuelings in 2020, under the added pressure of operating through a 

pandemic, are the same folks tasked with negotiating for new long term contracts with 

producers.  Term contracting has been very slow as utilities choose to draw down inventories, buying 

small quantities on Spot, deferring contracting into next year.  With Cameco, Kazatomprom and 

some utilities buying pounds in a depleted Spot market, the Spot price has found its floor near 

$30.  Once COVID begins to wane we are expecting to see a strong re-stocking cycle where utilities 

will over-buy to replace their cushions and acquire the new fuel needed in 2-3 years’ time. As the 

waiting game continues we are seeing new interest emerging in the uranium space, with some 

significant gains in quite a few developers and explorers over the past few weeks. I expect that to 

continue in what is usually a strong seasonal period from now until April/May.” 

 

“That’s a synopsis of where things stand today with respect to the Uranium bull case. A major move 

in uranium and related equities seems closer than ever… things move slowly in this sector… until 

they don’t.” 

As for all of our clients reading this and humoring me as I updated them on this part of their portfolio over 

the last several years, I’ll leave you with the quote below from arguably one of the best traders to ever live, 

Jesse Livermore.  May I also add that I expect that we remain early in the “sitting tight” stage with this 

opportunity.   
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