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Selling at the top . . . or not. 
  

To Outlook Clients and Friends, 
  
After absorbing a good deal of pain in 2015, we’ve had pretty remarkable years in 2016 and 2017.  This 
Bull Market, born almost 9 years ago during one of the most frightening periods in financial market history 
(Outlook will always call it the “Calamity of 2008 – 2009”), has absolutely confounded the vast majority of 
“expert opinion.”  Outlook, however, has been steadfastly bullish for all 9 years—and fully invested 
throughout.  
  
That is the past.  It matters a lot, helping us understand how we arrived at today . . . but in investing the Big 
Question is always, “From today, looking forward, do our stocks’ valuations and their companies’ 
operating strengths and future prospects justify owning them?” 
  
So when an Outlook client recently asked a closely-related question triggered by Micron’s tremendous 
2017 gains, and by the certainty that Micron, like other Outlook companies, will always be driven 
by the powerful ebbs and flows of cycles which it can’t control, it called for a fairly “deep” answer.  Here 
it is.  Pardon its length!  
  
  

Looking for cycle tops, and thinking about what to do 
  
The short answer is "Yes!", to your question “Should we think about taking money off the table 
at the cycle top, and reinvesting lower?”  We’re intensely interested in identifying the top of every 
particular cycle driving our individual companies:  from commodities like oil and copper to cyclical 
products like memory chips, and most importantly the stock and stock market cycles which are the point 
of it all for investors.  
  
The trouble is, identifying those tops is "intensely" hard to do.  We think there is no better proof of this 
than remarks from the people who actually manage cyclical businesses.  Some of the very best of them 
have said, "We almost never see the tops and bottoms coming, despite all our inside knowledge and 
experience."  We always think of such comments when we read or hear about some expert 
commentator making a confident assertion about where we are in a cycle.  In the investment business, 
of course, we can choose from a great many such confident assertions practically every day of the 
week.  They're mostly wrong, and instantly forgotten . . . until we actually experience a top or bottom, in 
which case the portion of the predicting crowd which happened to make its predictions recently gets to 
claim bragging rights. 
  
Despite the difficulty, we don't think an investment manager's appropriate response is to throw her 
hands up and say, "The heck with it."  Here is how we think about calling tops and bottoms, and taking 
actions accordingly: 
  

• Some tops and bottoms are absolutely clear, and demand emphatic action.  Those happen when 
valuations are simply silly, either high or low; or when high valuations are at or near historic 
highs, and have been there for a good while.  The oil market in 2014 was a pretty good 
example of the latter.  Of course the Nineties Tech Bubble and the 2007 housing market were 



good examples of “silly” extremes.  So was the early-2009 stock market, on the low end, with 
its end-of-the-world valuations for sound companies.  And today, there can be no better 
example of a silly extreme on the high end than Bitcoin, not to mention Tesla, Netflix and a 
few others.  And of course the 2016 lows in many commodities including copper and oil were 
close enough to “silly” to call for emphatic investment action from Outlook Capital 
Management. 

  
• Many tops are much less clear, only announcing themselves in hindsight, after a lot of time and 

damage has already happened.  Micron’s terrible stock price plunge from early 2015 to early 
2016 was an example of this category.   It was driven by collapsing DRAM memory prices, as 
usual for the industry . . . but the reason for the DRAM plunge was not typical at all.  The Big 
Three producers (Samsung, Hynix and Micron) were not flooding the world with chips, as had 
been typical of producers for decades of up-cycles.  They were the survivors of those decades 
of carnage, and they were restraining production like sensible oligopolists 
(emphatically unlike OPEC and Saudi Arabia in 2014.)  But all three were surprised by how 
sharply the PC market’s demand for memory chips shrank, from late 2014 through 
2015.  Hence there was relative over-supply for a year, because today’s strong demand from 
non-PC sources (cloud server farms, automotive, and many other IoT uses in general) had not 
quite gotten its legs and started running.  

  
If an investment manager’s judgment tells her there will be a strong cyclical upswing in such 
circumstances, we believe her best action is to buy more, at lower and lower prices.  Since we’ve 
seldom had the brains or luck to have a pile of idle cash sitting around, the question usually is, 
“How?”  And that leads to the 3rd principle in this set: 
  

• It is nice to sell at or near the top, and we must always try.  But the market fairly often creates 
tremendous money-making opportunities on the low end.  Its deepest nature is impatience 
and unreasonable pessimism in response to bad news.  It is nothing but a crowd of ordinary 
people—regardless of how smart many of them consider themselves—and people always 
hate and fear losing money even more than they lust after making money (to get poetic about 
it.)  

  
For us investors, that belief about the nature of the market requires us to look constantly 
for the deepest values in the market—that is, for fundamentally sound companies and 
industries which are dealing with serious problems at the moment, hence are in the midst of 
one of the market’s cycles of hate and fear.  We must look for such deep values and compare 
them to what we already own, and ask ourselves whether it’s time to make a change—often 
from “good” values to “outstanding” values.  That means selling good values to raise money for 
better values, as we did last August/September to emphasize our bet on the oil industry.  (And 
we’re not finished with that exercise.) 
  
Finally, we think one of the most misunderstood aspects of all, in the investment business, 
is the behavior of “outstanding values” after they finally escape the market’s dungeon.  In a 
nutshell, they can run a very long way:  much farther and longer than anyone thought possible 
back when they were in chains, down below.  The 2009 bear market bottom was a perfect 
example of this.  We would bet a lot—and we mean a lot—that nobody on the planet predicted 
in March of 2009 what the market would proceed to do for the next 9 years.  And during those 9 



years there were countless confident assertions from eminent people that the bull market run 
was over, and sensible investors had better be selling.  
  

The summary of our strategy, regarding selling at the tops and buying at the bottoms, is this:  
  

We always want to buy at the frightened bottoms, or on the way down to them, or 
on the way up afterwards:  buy more of any strong companies or industries hammered down 
to silly valuations.   We think a good investment manager is capable of doing so, by exercising 
both judgment and nerve.  We always want to identify “silly tops” and take money 
off the table.  We think those don’t happen very often.  Finally, we try to identify cyclical tops 
which haven’t reached “silly valuation” stage—which is many or most of them—and trim 
accordingly . . . but a career has taught us how difficult this is, and it has taught us that if we 
miss that kind of cyclical top but hang on to good companies, and buy more shares on the way 
down, we will quite often earn much more over the long run than we would have earned by 
trying to do something we can’t do well.  (We don’t think anyone else can either, even though 
that sounds like sour grapes.)  Hence the recent Micron Outlook, in which we noted its 500% 
10-year return, achieved by riding the roller coaster. 
  

Let us close with a specific look at a couple of cycles which are definitely driving two of our core 
stocks:  memory prices for Micron; and copper prices for Freeport-McMoRan. 
  

 
  

Here’s one look at this “driver.”  The red line is one version of a DRAM memory chip price index.  If that 
isn’t screaming “Watch out below!”, nothing is, we might think.  But before we think, “It’s near a silly top, 
what could be more obvious?”, let’s glance at this table of Micron’s averaged realized selling prices 
over the past 5 years (from the company’s latest 10Q): 



  
  

    DRAM   Trade NAND 

          

    
(percentage change in average selling 

prices) 

2017 from 2016   19  %   (9 )% 

2016 from 2015   (35 )%   (20 )% 

2015 from 2014   (11 )%   (17 )% 

2014 from 2013   6  %   (23 )% 

2013 from 2012   (11 )%   (18 )% 

  
  

Here we see Micron’s chip prices hammered for 3 of the past 5 years.  Yes, last year was up 19% . . . 
leaving average selling prices still 35% below their 2012 peak for the company.  
  
That doesn’t quite look like emphatic confirmation of the message in the top chart.  The answer to this 
puzzle is in the details, as usual.  First, the DXI index at the top has plenty of recognized flaws, 
perhaps the main one being a heavy weighting for spot prices of the simplest chips, which can and do 
often depart from any consistent linkage to contract chip prices (meaning orders under contract at a 
specified future price, which naturally makes up the lion’s share of the global market.)  And the more 
details we scrutinize, the less confidence we ought to have in either the chart, or the table.  Inside 
Micron’s table of changes in DRAM average selling prices lies the fact that the composition of DRAM 
chips made and sold by Micron has changed considerably over 5 years.  An ever-larger share of Micron’s 
chips are more sophisticated and/or more customized to particular users than ever before, hence 
command higher prices (relative to the commodity chips in the DXI index) and margins for Micron.  And 
looking beyond selling price, Micron’s production costs have fallen quite sharply, especially this past 
year to 18 months, as the company migrated to next-generation wafer sizes and fundamental chip 
designs.  The net result of all these facts (and many more) is . . . considerably cloudier than that 
rocketing red line up top would suggest.  
  
While part of our minds puzzle over this kind of analysis, wondering whether that next cyclical top is 
around the corner or not, another part ought to ponder what Micron’s CEO, Sanjay Mehrotra, says 
about the next decade or so: 
  

The number of connected devices in the IoT is poised to quintuple from the 2015 level through 
2025, which means that dozens of billions of new devices will require components such as memory 
chips. Micron plans to be at the forefront of this development.  But for the IoT (Internet of Things) 
to deliver on its full potential, billions of devices will have to be able to capture, process, analyze, 
and store massive amounts of data. And that's where Micron's value really comes into play. Our 
memory and storage technologies are critical to the flow of that data in the connected world. 
  

Connected Devices Forecast 



 
  

  
  
If this general prediction about the future of the Internet of Things is even close to correct, the memory 
oligopoly today sits in a position somewhat like OPEC’s position in 1974.  We doubt it will have such 
spectacular success . . . but we’re also as nearly certain as we can be that Micron has placed itself in a very 
good position for quite a long time.  Its tailwind will ebb and flow (creating short-term cyclical bottoms 
and tops) but it will not go away.  Micron’s actions of the past few years have greatly 
strengthened the company.  Like such staid old factory companies as Caterpillar, Deere and Cummins, it 
will make more and more money at the bottoms than ever before, and much more at the tops.  The roller 
coaster is going from the bottom of a mountain to the top, not from the beginning of the ride to the same 
place at the end. 
  
At the risk of making you regret asking a question, let’s close with a quick look at copper and 
Freeport.  Here’s the driver: 
  

Copper, 20 Years 



 
  
The recent bottom, toward the right, is from early 2016.  We’re up considerably since then . . . but still a 
pretty long way from the mid-2011 historical top.  Copper has somewhat of a reputation as a “widow 
maker” for commodities speculators, because it has confounded expert opinions and the group consensus 
so often.  We can see that when we look at those jagged “cyclical” tops and bottoms from 2005 through 
2012.  But far more important—in Outlook’s opinion—is the general direction these 20 
years:  up.  The “why” is easy:  because copper is a foundation of industrialization and urbanization, and 
several billion people in the world are going that way.  China led the way.  India is following, rather 
slowly—but it is following.  And next to that certain growth in demand is another certain fact:  supply is 
very tough to grow.  
  

 
  
 



  

 
  

  
  
  

Here’s Freeport’s CEO, Richard Adkerson, on these 3 charts: 
  

We are benefiting from the positive copper market that has resulted in higher prices 
than many expected. The analysts who were predicting the so-called wall of copper have 



capitulated. We were always skeptical about these looming supplies but there are just 
underlying factors in the industry that continue to constrain supplies. 

There's continued absence of major new projects, declining production from existing 
mines, exchange stocks remain historically low. And as we look forward into the future, there are 
looming significant deficits that will require significant investments to meet, to fulfill the global 
demand for copper and the prices required to meet that demand are significantly over $3 a 
pound. What's been a feature of the recent copper market has been positive copper demand 
globally. Around the world, manufacturing sectors are performing well. Chinese growth is 
exceeding expectations. And with the recent Congress of the Communist Party in 
China, the outlook for Chinese growth continues to be positive. Growth is continuing in Europe. 
And U.S. demand is solid with the prospects for future higher growth as the country addresses its 
tax situation and other regulatory issues that could unleash continued demand within the United 
States. 

Wood Mackenzie, one of the industry's analysts, estimates 5 million tons of new copper 
projects are required over the next decade. The top 10 mines in the world today produce less 
than 5 million tons a year. So that shows the extent of the amount of copper projects that will be 
required to be developed. 

As I mentioned, new mines require sustained copper prices of well over $3 a 
pound. The lead time for developing new projects which we know all too well is in the range of 7 
to 10 years, and there are very few really world-class opportunities available. An emerging factor 
for demand in our industry is the electrification of automobiles. EVs are copper intensive. They 
consumer three or more times more copper than traditional petroleum-powered automobiles, 
and there's very strong potential for this marketplace. The world is now looking for really 
expanded growth over the next decade. 

This will translate into significant incremental copper demand, and the prospects are 
there because of the economic and environmental benefits of electric vehicles of this evolving 
much quicker than people are currently estimating. This is clearly on an upward trend and not 
only automobiles themselves, but the support infrastructure for charging and electrical 
generation will require copper in significant amounts. 

We are presenting a slide that we historically presented. I don't think we've used it quite 
as often recently. But on slide 6, we show the world's largest mines terms of reserves and in 
terms of 2017 estimated production. Our company has 2 of the top 10 in terms of reserves, 3 
of the top 10 in terms of current production. 

But we always point out the – to note the dates in which these mines were discovered. 
There simply has not been recent discoveries of world-class mines. And when we look at the 
opportunities today, they're in the nature of brownfield expansions of existing resources as 
opposed to looming major new world-class mines being available to the industry. All of this is 
very positive for market conditions and supports the industry from a supply standpoint in a way 
that's not typical for commodity producers. 

  
18 months ago, the market was pricing Freeport for bankruptcy—or at least the deep suspicion of 
bankruptcy.  That was the market at its fearful silliest.  Copper was going to turn around, and Freeport 
had already taken decisive actions to cut debt and restore liquidity.  Copper might be at one of those 
jagged cyclical tops so typical of the 2005 – 2011 period.  We doubt it, but we certainly don’t know.  But 
we do know, and believe, those facts about the difficulty of long-term supply, and the certainty of long-
term global growth in demand.  So we hold, and are apt to buy more. 
  



Thanks for asking the question, and enduring the answer!  It’s the kind of question which needed a 
thoughtful answer, which always helps us as much as our clients.  Hope you found it helpful! 
  
Dave 
  
  

© Dave Raub 

Outlook Capital Management, LLC 

125 S. Wilke Road, Suite 200E 

Arlington Heights, IL 60005 

847-797-0600 
  

The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions 
should only be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk 
of loss.  
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