
 

        September 16, 2014 

 
 

Greetings, 

 If I told you that China and Japan were headed for war, would you be surprised? According to 

an under-the-rader article in the Financial Times, the Chinese are expecting it. A survey found that 

53% of Chinese respondents – and 29% of the Japanese polled – expect their nations to go to war. A 

record 93% of Japanese have an unfavorable view of China, while 87% of Chinese view Japan 

unfavorably. According to the poll, the biggest reason for Japan’s hostile view of China was the belief 

that Beijing’s frequent naval incursions into disputed waters is “incompatible with international rules.” 

 Can you imagine if they went to war? China and Japan are the second and third largest 

economies in the world, representing nearly 20% of global GDP. If a conflict does arise, China will 

certainly be ready. From 2011-2015, the Chinese project military expenditures to increase by 18%... 

annually. 
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 Personally, I have felt for a while that the next major war would be between China and India. 

Both countries have mammoth populations that will require increasing quantities of fresh water over 

the coming decades. In particular, the fresh water runoff coming from the Himalaya Mountain range 

that divides the two countries. Himalayan glaciers cross eight countries and are the source of drinking 

water, irrigation and hydroelectric power for roughly 1.5 billion people. Needless to say, both China 

and India have a vested interest and neither will cede control lightly. 

 We’re getting a little bit ahead of ourselves here, forecasting major wars, but the possibility 

exists and these tensions won’t be going away anytime soon. The US military is officially active again 

in the Middle East, attempting to slow the advance of ISIS. I won’t say whether or not this effort is 

misguided, but it almost certainly delays President Obama’s “Pivot to the Pacific,” a strategic shift 

designed to restrain China’s growing influence in the region. Last week, the US reached out to China 

asking if it would join an international coalition to stop the spread of Islamic Extremism. So far, the 

Chinese have only offered “quiet support.” Perhaps they’re too busy strategizing for Intra-Asian 

conflict. 

 

 In case you missed it Cup & Handle is producing video now! Last week we posted our first 

“Macro Rundown” looking at 20 charts that have a big impact on the broader markets. In other news, 

we’re a disappointing 9-15 in our NFL picks through Week 2. And finally, we’re in the process of 

writing our monthly investment letter. We’re excited about this one. If you’d like to receive our monthly 

notes going forward, and stop missing these profitable trades please click here to subscribe: 

 

 

 
Today’s letter will cover several topics, including: 

 MANU breaking records 

 India on Fire 

 Sovereign Power Players 

 Head scratching chart of the week 
 

As always, if you have any questions or comments or just want to vent, please send me an 

email at mike@cup-handle.com. 

 

Until next time, tread lightly out there, 

 

Michael Lingenheld 
Managing Editor – Cup & Handle Macro 
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Profitable Red Devils 

Manchester United (ticker: MANU) has had little luck on the pitch this season, having gone 

winless in its first three Premier League games, but that doesn’t mean the coffers aren’t full. The 

world’s most recognizable public company announced record annual revenue of $699 million in their 

2013-2014 financial results. The 2012-2013 Premier League champions saw income rise 19% Y/Y 

due to increases in broadcasting revenue and their record, $1.2 billion sponsorship deal with Adidas. 

However, Man U did not qualify for the Champions League this year, costing them a projected 

$40 million, and the stock has suffered as a result. On top of that, the club’s costs are going up. In 

order to turn around its fortunes on the field, United spent over $100 million last month to acquire six 

players including Angel Di Maria and Radamel Falcao. The latest financial results also revealed that 

they spent $8.4 million in compensation to former manager David Moyes, who was fired in April, and 

his coaching staff. 

Manchester United (ticker: MANU) 

 

Despite the escalating costs, European soccer clubs remain extremely valuable properties to 

wealthy US investors. An investment group backed by Guggenheim Capital has expressed interest in 

buying the London club Tottenham Hotspur. Overseas investors control many of the Premier 

League’s top teams, but US investors seem to have an unlimited appetite these days. The Florida-

based Glazer family owns Manchester United; Boston Red Sox owner John Henry controls Liverpool; 

Aston Villa is owned by Randy Lerner; fund manager Ellis Short owns Sunderland; and Stan Kroenke, 

who also owns the St. Louis Rams and Denver Nuggets, is Arsenal’s controlling shareholder. 

 

India’s on Fire 

It’s too soon to say that India’s economy is on a stable path to high growth and moderate 

inflation, but what a difference a “rock-star economist” makes. Since taking over as head of the 

Reserve Bank of India (RBI) in September 2013, Raghuram Rajan has managed to stabilize inflation, 

http://www.ft.com/intl/cms/s/0/c3ff0d4a-3a6a-11e4-bd08-00144feabdc0.html#axzz3D6uA6GzF


 

reduce the current account deficit, strengthen the Rupee, and boost the domestic stock market by 

53%. Quite a year. Of course, he’s had help. The country’s new market-friendly Prime Minister 

Narendra Modi was elected in May. 

That shouldn’t take anything away from Rajan’s accomplishments. First, since taking over as 

head of the RBI, Rajan has raised interest rates by 1.75% in order to curtail inflation, which he has 

repeatedly said is his top priority. Even with the higher interest rates growth has rebounded sharply, 

as the economy expanded 5.7% in the second quarter – the fastest pace in more than two years. 

 

RBI Policy Rate (white) – India Wholesale Price Inflation Y/Y (orange) 

 

Not only is India’s current account deficit of -1.87% (of GDP) a 5-year low, but the RBI has 

intervened in foreign currency markets to keep the country’s currency at a level that won’t choke 

exports. The resulting FX reserves could prove to be very valuable in a market sell-off. 

 

                  Sensex Index          India ETF (INDA) vs. Japan ETF (EWJ) 

   

However, the stock market is where the jaw-dropping moves are taking place. In Rajan’s 12 

months on the job, the SENSEX, India’s largest stock market, has rallied more than 50%. Over the 

same time period, the S&P 500 is only up 20%. You’ll recall that in May we recommended buying the 

Indian ETF (ticker: INDA) vs. the Japanese ETF (ticker: EWJ), which has yielded us a tidy 12% profit. 

Risk-adjusted that number is even more impressive. Surely Rajan will face turmoil at some point in 



 

his tenure, but it’s amazing what a competent central banker can do. We believe India’s 

demographics will drive the stock market over the long-term, and we’re not satisfied with a 10% profit; 

this investment has much more upside in the coming years. 

 

Sovereign Power Players 

 Sovereign investors, including 157 central banks, 156 public pension funds and 87 sovereign 

wealth funds (SWF), manage assets worth $29.1 trillion – equivalent to 40% of the global economy. 

With interest rates on government bonds still offering minimal yields, many of sovereign funds are 

throwing money into stocks, real estate and other high-yield products at an alarming rate - creating 

worry that these allocations could start to destabilize the global economy. 

 Yngve Slyngstad, CEO of Norway’s colossal SWF concedes the potential for distortions 

created by state-backed investments in public markets but notes his fund has addressed the issue 

with strict internal controls. Norway’s $890 

billion fund owns 1.3% of all global equity 

shares, and still wants to diversify out of 

bonds – the world’s most liquid market. 

 Seemingly, the size and 

transparency of these funds will be an 

ongoing threat. Let’s say, for example, 

that Norway wanted to increase its 

allocation to stocks by 10%; something 

that’s entirely plausible. That would send 

$89 billion into global stocks, which is the 

equivalent of 0.5% of the S&P 500 and 

0.2% of the MSCI World Index.  

That may not seem like such a big deal. However, if sovereign investors as a whole decide to 

increase their stock allocation by 10%, it would push $2.9 trillion into the global stock market – equal 

to 16.6% of the S&P 500 and 7.7% of global stocks. Conversely, you can imagine what would happen 

if they decreased their equity allocation by 10%. Such a large amount of assets controlled a small 

number of investors is certain to concentrate risk, and it’s something we’ll pay attention to going 

forward. 

 

 

 



 

Head-Scratching Chart of the Week 

 For those of you scoring at home, at $191 billion, Facebook is now larger than Amazon ($157 

billion) and looks poised to overtake Toyota Motor Company ($195 billion) in terms of market 

capitalization. This comes despite the fact that Facebook’s annual sales amount to just $7.9 billion, 

compared to $74.5 billion for Amazon and $255 billion for Toyota.  

Zero-bound interest rates have pushed investors into riskier assets like Facebook, but at some 

point we have to look around and ask: Does this make any sense? 

 

Current Market Cap 

Facebook (white) – Toyota (orange) – Amazon (green) 

 

 

Reader Question: 

**Editor’s note: Every week we’ll try to answer at least one reader question. If you would like to submit a 

question, please send us an email at info@cup-handle.com. We’d love to hear from you! ** 

 

Q: What is the first symbol/ticker you look at in the morning? – California 

 

A: In our first ever “Macro Rundown” last week, I mentioned that Alan Greenspan once said the first 

price he looked at every morning was 10-year Treasury bonds. Treasury yields are more-or-less 

artificial today and haven’t made any sizable moves in years. Today policymakers are probably much 

more interested in equity prices. They designed QE around the wealth-effect and stock markets are 

the easiest way to monitor its progress. Personally, I look at the US dollar first these days. The ECB 

entering QE seems to be opening up the FX market to some volatility, and it’s important to monitor 

that situation on a daily basis. 

 

That’s all, see you next week! 

mailto:info@cup-handle.com
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For any questions or comments, please email us at: info@cup-handle.com 
 

Please visit us at: http://marketfy.com/portal/cup-handle/ 
 

Follow us on Twitter: @cuphandlemacro 
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