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  There is a fifth dimension beyond that which is known to man. It is a dimension as vast as space and as timeless as infinity. It is the 

middle ground between light and shadow, between science and superstition, and it lies between the pit of man's fears and the summit of 
his knowledge. This is the dimension of imagination. It is an area which we call the Twilight Zone.    

 
- Opening narration (Season 1) 

 
 
 
For those younger readers who may not know of the Twilight Zone, Wikipedia offers the following description: 
 

ñThe Twilight Zone is an American science-fiction/fantasy anthology television series created by Rod Serling, which ran for five 
seasons on CBS from 1959 to 1964. The series consists of unrelated stories depicting paranormal, futuristic, Kafkaesque, or 
otherwise disturbing or unusual events; each story typically features a moral and a surprise ending.ò 

 
Beyond being a show, and later on a movie, it has become part of the modern lexicon.  As presented in the Urban Dictionary: 
 

ñA state of surrealism, where things that should not make sense seem to do so. Term taken from the 1960's TV show 
hosted by writer Rod Serling.ò 

 
What an apropos way to describe the current monetary system!  The financial markets are a fascinating arena.  They are interesting, 
intellectually stimulating, economically lucrative, filled with intelligent, provocative individuals, and are a perfect showcase of behavioral 
psychology. The fact that markets are usually a step or two removed from reality is much of the fun and is ultimately the reason that they 
can be so lucrative over meaningful periods of time.  We are all so lucky to be a part of it. 
 
In 1999, the worldôs stock markets ventured beyond being a little off-kilter and ñcrossed over into the Twilight Zone.ò  While this was 
happening, it was the most painful time of my career.  The subsequent dozen years were the most satisfying and rewarding of my life, as 
our clients benefitted handsomely from the marketôs inevitable return toward the direction of reality. I think 1999 is still fresh enough in 
peopleôs memories that I donôt need to spend much time on it.  Suffice it to say that stocks of tech, media and telecom companies ran to 
inconceivable heights even as ñold-economyò stocks were figuratively given away.  
 
  

http://www.google.com/imgres?imgurl=http://cookiecrumbstoliveby.files.wordpress.com/2014/08/twilight_zone.jpg&imgrefurl=http://cookiecrumbstoliveby.wordpress.com/2014/08/19/the-twilight-zone-or-the-life-of-a-woman-over-50/&h=821&w=1001&tbnid=fJdHFJkpr5AMOM:&zoom=1&docid=nO4teZ2QuJqVnM&ei=0ttIVN6vLYfxgwSFhIDoBg&tbm=isch&ved=0CFcQMygWMBY&iact=rc&uact=3&dur=1649&page=2&start=20&ndsp=26
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From my vantage point, the worldôs stock markets recently, for the second time in a one-third century long career, ñcrossed over into the 
Twilight Zone.ò  To co-opt the opening narrative from the showôs second season, in this Commentary we will ñtravel through another 
dimension, a dimension not only of sight and sound but of mind.  A journey into a wondrous land whose only boundaries are that of 
imagination.ò   
 
It is important to ask questions.  Sometimes it can be fun.  For example: 
 

Á Why are a wise man and a wise guy opposites? 
Á Why do you park in a driveway and drive in a parkway? 
Á Why does a ship carry cargo and a car carry shipments? 
Á Why are there interstate highways in Hawaii? 
Á If you try to fail, and you fail, have you succeeded or failed? 
Á If pro is the opposite of con, is progress the opposite of congress? 
Á How do a fool and his money get together in the first place? 
Á Is a metaphor like a simile? 
Á Did Noah keep his bees in archives? 
Á How come we choose from just two people for president and 50 for Miss America? 
Á Does expecting the unexpected make the unexpected expected? 
Á Is it good if your vacuum really sucks? 
Á Have you ever imagined a world with no hypothetical situations? 
Á Why do you recite at a play but you play at a recital? 
Á Why is quite a few the same as quite a lot? 
Á Why do people who know the least know it the loudest? 

 
Often it is imperative to ponder more serious questions.  Before getting to the important questions du jour, a little background is in order.  
What Kopernik Global Investors (ñKopernikò) do for a living is appraise businesses and opportunely buy these businesses when the market 
offers them at large discounts to our estimate of their risk-adjusted intrinsic value.  History demonstrates that when inexpensive stocks 
have been falling for years, they seldom extend to us the courtesy of immediately reversing course.  Before rewarding our 
patience handsomely, they usually force us to look foolish for a period of time.   Being wrong approximately 30% of the time is the 
expected cost of investing against the crowd.  Being right 70% is our expected reward.  Similarly, subpar years worming their way into the 
mix is a requisite byproduct of looking different from the crowd.  Endeavoring to continue our long-term record of generating significant 
alpha, we willingly endure the occasional unpleasant period.  The fourth quarter of 1999, the July through October period of 2008, and the 
September through December 2014 chapters of my career warrant special attention.  These three periods all demonstrated the bipolar 
nature of the market at its worst, and our propensity to drastically underperform during these environments.   Valuable properties that had 
reached levels that appeared to be too low to be true, dropped significantly further as they were ñpuked-outò (sorry, canôt come up with 
more fitting words) by ñinvestorsò who simply couldnôt bear any more pain.  These periods of capitulation can be very painful.  Compounding 
the discomfort, this often happens in conjunction with expensive stocks catapulting upward.  At these moments, two things are important.  
It is very important not to lose one`s conviction at these pivotal moments in time.   Equally important though, is not to cavalierly 
dismiss the situation.  One must, in good times and bad, question everything.   Does the wholesale dumping of tangible assets, and 
of growing businesses in emerging countries, represent the figurative òcanary keeling over in a coal mine,ó or does it  present 
thoughtful investors with one of the better buying opportunities of the century?   Proceeds from this wholesale dumping of tangible 
value are apparently being used to finance purchases of the polar-opposite, expensive financial claims on miniscule expected future cash 
flow from securities that lack meaningful asset backing.  Does this mean that a new paradigm is underway, or that supreme caution is in 
order? 
 

Canary in a Coal Mine 
 

ñNow if I tell you that you suffer from delusions 
You pay your analyst to reach the same conclusions 

You live your life like a canary in a coalmine 
You get so dizzy even walking in a straight lineò 
                                                           -The Police 
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Letôs begin this investigation by using some artistic license with Stingôs lyrics, ñNow if I tell you that the marketplace suffers from delusions, 
letôs see if analysis reaches the same conclusions.ò This analysis is intended to help readers form their own opinion as to the extent to 
which it is the market, or Kopernik, that has taken a brief detour from the realm of reality.   
 
Letôs frame the questions and then examine the data: 
 
EMH (efficient market hypothesis) assumes that investors tend to be rational.  Is this rational?    
EMH assumes that it is not possible to consistently outperform the market.  Really? 
EMH assumes that capital structure, taxation and trading costs donôt matter.  To whom?  
EMH assumes that investors have equal access to information and that they analyze it diligently.  In what world?   
 
In the nascent 21st century, have we finally discovered the Philosopherôs Stone? 
 
Can wealth be conjured up by bureaucrats or does it need to be earned? 
 
Is it logical that the U.S. Dollar was considered risky in 2011, but now is considered ósafeô at a level that now is meaningfully more expensive 
(risky) relative to other currencies?  
 
Is it logical that U.S. long bonds, viewed as risky at 14% yield, are considered safe at sub-3% yields? 
  
Is it logical that bonds were considered much more risky when the debt was a low percentage of GDP than they are now, when the debt is an 
astounding 100% of GDP and all liabilities exceed 700% of GDP? 
 
If bonds are a claim on dollars, and dollars are backed by those same bonds (on the other side of the Fedôs balance sheet), should we be scared?  
Shouldnôt investors demand more than 3% of annual compensation? 
 
Is it likely that Developed Country governmentsô involvement in the bond markets makes bonds more attractive while Emerging Country 
governmentsô involvement in electricity, phones and resources effectively renders their stocks un-investable? 
  
Can the cost of capital be calculated from a formula that doesnôt incorporate the price of the security? 
  
Is it wise to invest in a sector or country that has recently attracted an outsized proportion of the available capital? 
  
Is economics a science? 
 
Is government a science? 
 
Is investing a science?  
 
Is the world flat? 
 
Does the sun revolve around the earth? 
 
Is nuclear power a dead industry? 
 
Is coal a dirty relic of a bygone era? 
 
Can risk be boiled down to a number? 
 
When did risk to a managerôs career become more important than risk of permanent loss of capital to investment portfolios?  
 
While some of these questions are self-evident ï effectively rhetorical ï letôs look at our answers to most of them. 
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Assessing the Canaryõs Health 

 
 

"In the world of investing, being correct about something isn't at all synonymous with being proved correct right away." 
-Howard Marks 

 
 

ñYou are neither right nor wrong because the crowd disagrees with you.  You are right because your data and reasoning are right.ò 
-Benjamin Graham 

 
 

Letôs take a look at Kopernikôs portfolio holdings and analyze whether recent price movements are indicative of long-term trends or short-
term volatility.  In other words, does it appear weôre mistaken or that weôre merely early and the marketôs mistakes are creating tremendous 
profit-making potential? In the current, extraordinary environment, the answer to this question is virtually all that matters to those assessing 
portfolio decisions.  Weôll start with specific industries and companies and then migrate to a óbig-pictureô perspective.  
  
 

1) Coal  
The market is suggesting that coal is about as relevant as oxen are to meeting the energy needs of the future. It is dirty and in 
some ways mankind might be better off if this perception that it were going away was true.  But it is not going away!   The 
population of the world has more than doubled over the past half-century, and resides predominately in the emerging economies 
of the world.  They are, and will be, doing what the rest of us did when we were in our development stage ï exploiting their 
resources and using energy extensively.  Meeting this objective will require utilizing any and all sources at their disposal.  The 
exhibits illustrate that coal is a predominant source of electricity.  Its use will undoubtedly level off, but is it realistic to expect it to 
drop dramatically?   
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Importantly, coal is also cheaper than almost all other sources.  It represents millions of years of solar energy captured in fossil fuel form.  
It will be used.  Using Peabody Energy as an example, it is clear that the market has always exhibited bipolar tendencies in its attitude 
toward coal stocks.  Buying when the market hates it has always been a winning strategy.  Should this time be different?   
 

 
 

 

                              WTI ï West Texas Intermediate   |    PRB Coal ï Powder River Basin   |    CAPP Coal ï Central Appalachian Coal 

It is interesting how oil has dropped much harder than coal but coal stocks have plunged much more than oil stocks.  This will likely 

prove to be a temporary aberration.   
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2) Uranium 
The market is assuming that Fukushima was the ñcoup de graceò for nuclear power.   They couldnôt be more wrong.  As discussed 
with coal, meeting the needs of 7 to 8 billion people will increasingly be a challenge.  Nuclear, like all energy sources has some 
unfortunate negatives, but it is cheap and clean and CO2 free.  The exhibits show that mine production has consistently been 
below demand.  The Mega-tons to Mega-watts program is over, one of many factors suggesting that mine supplies will need to 
grow. In addition to existing reactors, many more are being built.  Inventories are currently high but falling.  It is believed that 
sufficient mine production will require a more than doubling of price.   
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New Reactors Under Construction 
90 net new reactors by 2023 
 

Region/Country 
Operable 

2014 
New Shut Operable Change 

Under Const. 
2014 

  Americas 126 8 (8) 126 0 6 

  Europe 136 10 (16) 130 (6) 4 

  Asia 77 14 (14) 77 0 9 

  Other* 6 16 - 22 16 5 

  India 21 15 - 36 15 6 

  China 21 57 - 78 57 27 

  Russia & E. Europe** 49 21 (13) 57 8 12 

 Total 436 142 -51 526 90 69 

 
*Other: Bangladesh, Iran, Pakistan, Saudi Arabia, South Africa, Turkey, United Arab Emirates 

**E. Europe: Armenia, Belarus, Ukraine 

  

 

   

Source: Cameco, Q2 2014 
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3) Hydropower  
The stock market prices of mundane U.S. utility companies are up substantially, as people trip over themselves to secure a 3% 
dividend yield. Naturally, one would expect the stocks of utilities generating cheap, clean hydroelectric power, and doing so in 
growing economies, would be leading the pack. After all, hydro is arguably clearly superior to other forms of electricity. Yet, in 
the óôTwilight Zoneóô, these stocks have not only failed to keep pace with U.S. utilities, they have fallen into the bargain basement. 
Are cost leading monopolists really worth only 20% of replacement cost or is the market making a colossal mistake? 
 

 
4) SkyWest, Inc. 

As a result of lower fuel prices and previously distressed prices, the airline stocks have had quite a run.  As one of the few 

industry participants to have fairly consistently added to book value over a long period of time, SkyWest, with its strong market 

niche, surely deserves to sell at a premium to book value and to other airlines. In fact, it has been left out of the rally and sells at 

less than half of book value. We believe that the market should focus less on the volatility of earnings and more on the long term 

growth of book value. 

 

 
  

0.28 
0.37 0.33 

0.41 
0.52 

0.43 0.47 

0.22 0.23 

1.22 

1.51 

1.31 

1.06 1.09 
1.19 

1.27 

1.49 

1.80 

0.00

0.20

0.40

0.60

0.80

1.00

1.20

1.40

1.60

1.80

2.00

2005 2006 2007 2008 2009 2010 2011 2012 2013

Idaho Power vs Eletrobras | P/B

P/B Eletrobras P/B Idaho Power

 -

 0.2

 0.4

 0.6

 0.8

 1.0

 1.2

 1.4

 1.6

 1.8

 2.0

 12

 14

 16

 18

 20

 22

 24

 26

 28

 30

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

P
ri
c
e

 t
o
 B

o
o

k
 R

a
ti
o

B
o
o
k
 V

a
lu

e
 p

e
r 

S
h
a
re

SkyWest

Book Value per Share Price to Book Ratio

Source: Bloomberg

Source: Bloomberg 



 
   

Kopernik Global Investors, LLC | 9 

5) Telecom  
Is there a better poster child for market inefficiency and human irrationality? The whole industry was priced insanely in 1999 and 
yet, despite phenomenal growth, was figuratively being given away three years later.  NTT had the largest market cap on the 
planet during the late ó80s and yet, was offered at only four times free cash flow, two decades subsequent. Investors have, at 
various times, preferred mobile, then wireline, then mobile. They have vacillated between a preference for emerging markets 
and developed markets, big and small, cable and fiber, code division and time division, current cash flow and growth, etc. Within 
emerging markets, investorsô fondness is especially fickle. Opportunities are frequent.  
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6) Russia/AAPL 
Twenty years from now, students wonôt believe that this anomaly ever happened. The table says it all.  No further comments 
should be necessary.  
 
 

Market Capitalization $362 billion $627 billion 

 Price-to-Sales 70% 357% 

 Price-to-Book 0.65 5.62 

 Size of Workforce 77,000,000 83,000 

      

 Resources     

 Land 6.6 million sq. miles (4.2 billion acres) 2.9 sq. miles(1,866 acres)
3
 

 Rivers 100,000
1
 - 

 Lakes 2,000,000
1
 - 

 Freshwater Reserves 1/4 of the World - 

 Crude Oil 80,000 (m b) - 

 Natural Gas 48,676 (billion standard cu m) - 

 Gold 36.8 million ounces (1,150 tons)
2
 31.1 million ounces (970 tons)

4
 

 Gold Reserves 125 million ounces (3,906 tons) - 

      

 Rapidly Obsolescing Products No Yes 

 
 

 

 

 

 

 

 

 

 
"Undervaluations caused by neglect or prejudice may persist for an inconveniently long time, and the same  

applies to inflated prices caused by over-enthusiasm or artificial stimulants."  
Ben Graham 

 
"The best opportunities are usually found among things most others won't do."  

Howard Marks 
 

"To buy when others are despondently selling and to sell when others are euphorically buying  
takes the greatest courage, but provides the greatest profit."  

John Templeton 

Sources: The World Bank, 

Britannica, OPEC, Bloomberg, IMF 

1The largest of Russiaôs bodies of fresh water, Lake Baikal, is the oldest, deepest and purest fresh water lake in the world. Baikal alone 

contains over one-fifth of the world's fresh surface water. Of the country's 100,000 rivers, the Volga at 2,294 miles is the longest river in 

Europe. 
2Over a period of six months, Russia has purchased 54 tons of gold and has now overtaken China as the fifth largest country in total gold 

reserves. 
3Apple Inc., Form 10-K for the FY ended Sept 28, 2013. Approximately 15% is leased property, 85% is owned. 
4Cash and Short Term Investments of $37.8 billion as of June 28, 2014 converted to ounces of gold ($1,215/ounce as of Sep 14, 2014). 
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7) Bonds 
ñShe walks like she don't care 
Walkin' on imported air 
Ooh, it makes you wanna die 
 
(the Market), you've gotta see (it) 
Go insane and out of (its) mind 
Won't come in from the rain 
She's oceans running down the drain 
Blue as ice and desireò ï Blondie 

 

The bond market certainly is ówalking on airô.  Rarefied air!  Lately it seems that a central banker spewing out hot air is all that is 
necessary to levitate the bubble higher still.  It is interesting (to me anyhow) that Blondie, one of the greatest New Wave bands 
ever, was popular during the latter days of the last great bond bear market.  It was an environment that couldnôt have been more 
different from todayôs.  It was a time of extreme negativity and fear.  Bonds were commonly derided as being ñCertificates of 
Confiscationò due to their tendency to drop relentlessly.  In hindsight there were many reasons to be positive, but people were 
blinded by fear.  Nowadays, investors have no fear.  Today they seem blinded by greed or, at the very least, by complacency.  
There are many reasons to be fearful of bonds.  Where is the negativity now that it is in order?  Rates are miniscule; fundamentals 
are scary. 
 
For example, Bonds are claims on cash, while cash is a claim on those very same bonds! (Fedôs balance sheet liabilities 
are cash (currency and demand deposits) while they are backed by the Fedôs assets which are primarily bonds).  Could this 
circularity eventually come to be viewed as fraud?  Or at least viewed as an accident that was waiting to happen?  Further 
relevant bond fundamentals: the U.S. has run annual budget deficits in 46 years of the past half-century; liabilities have now 
reached 692% of GDP; national debt is now 4 times the cash which will ultimately be required to pay the bonds off (bonds do 
settle for cash); 29 times more cash will have to be conjured up by the central óalchemistsô bankers to pay off the estimated $115 
trillion of unfunded obligations of the U.S.!  (Data sources are in the Appendix, Pg. 28.) 
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Bonds ended 2014 at a mind-blowing yield (or lack thereof) of 2.75% (and quickly dropped another ¼ percent, to below 2008 
levels).   The above chart shows the three decades long journey of interest rates from compellingly high to virtually nonexistent.   
The insert shows that a further drop to 2% could lead to gains of 16.5% but that a small increase to 4% could result in relatively 
larger losses of 21%.  A return to rates of the early 1980s, a time when investors were distraught over the financial situation of 
the U.S. (which incidentally looked Herculean in comparison to our current predicament), would result in a plunge of over 75% 
in the price of a 30 year Treasury.  There is a reason that some refer to bonds as offering óreturn-free risk!ô   
 
As a completely random aside, it is merely a coincidence that the lyrics used in this Commentary from music groups (Blondie, 
The Police, and Oingo Boingo) are all from circa the end of the last major inflection point for financial assets relative to real 
assets.  Maybe subconsciously I miss the high yields as well as the music of the era. (Weôll end the Commentary with some 
lyrics from this century.)      
 
 

8) U.S. Stock Market  
Stocks in the United States are reasonably valued If one believes that: 1) margins will permanently hover significantly above 
historic norms; 2) interest rates will always be close to zero; 3) taxes, in aggregate, wonôt rise much from current levels; 4) the 
rule of law wonôt weaken; 5) labor will be content to accept an historically low ópiece of the pieô even as they watch capital earn 
a historically outsized slice; 6) the U.S. is an oasis, immune from the challenges afflicting the rest of the world; 7) cycles are a 
thing of the past; 8) there will be no óblack swans1ô; 9) one single country can deserve to be valued at more than the cumulative 
value of every other country ( as represented in the MSCI -ACWI (all country world index)).   

 
Kopernik is very thankful to have the latitude to invest elsewhere!  
 
1The black swan theory is a metaphor that describes an event that comes as a surprise, has a major effect, and is often inappropriately rationalized after the 
fact with the benefit of hindsight. 
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Tobinôs Q: A ratio devised by James Tobin of Yale University, Nobel laureate in economics, who hypothesized that the combined market value of all the 
companies on the stock market should be about equal to their replacement costs. The Q ratio is calculated as the market value of a company divided by 
the replacement value of the firm's assets. 
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