
 

           October 21, 2014 

 
 

Greetings, 

 You’re all wondering the same thing: should I being buying the dip or getting out while I can? I 

don’t claim to know the answer, but we were adding to long positions last Friday in our Marketfy 

portfolio that continues to rip higher. Since launching this fund on August 8, we’re now up more than 

11%, versus a 4% decline in the S&P 500 (see chart below). 

 Anybody can make money when the stock market glides higher, but the ability to generate 

alpha during panic is what makes macro investing so appealing. Periods of high volatility are when 

we expect to outperform. 

 Last week’s plunge was certainly alarming, but was the QE4 talk from regional Fed president’s 

really necessary? The S&P 500 is still up on the year. QE3 is set to expire soon, but the global central 

bank balance sheet is projected to expand into year-end after the ECB kicked off its first asset-

purchase program yesterday. 

Cup & Handle (blue) – S&P 500 (green) 

 

http://marketfy.com/item/cup-handle-macro-research/
http://marketfy.com/item/cup-handle-macro-research/
http://www.reuters.com/article/2014/10/14/us-usa-fed-williams-idUSKCN0I31Y720141014
http://marketfy.com/portal/cup-handle/
http://cupandhandlemacro.com/


 

In my mind, the biggest issue facing the market is the absence of liquidity. That’s what fueled 

the panic last week, especially in bonds. Traders calculate that less than 1% of corporate bonds trade 

more than $5 million a day. The Bank of Japan failed to meet its bond-buying target last week for the 

first time since May 2012, even though it was buying T-bills at negative nominal yields. There simply 

wasn’t enough supply. That’s a real problem. 

Europe is still a disaster area, but German Chancellor Angela Merkel could turn things around 

quickly by changing her tune on EU austerity. China doesn’t look great either, but falling swap rates 

indicate an interest rate cut could be coming soon. 

Don’t mistake this optimism for complacency though. We’re using this rally to rebuild long 

exposure to volatility just in case it’s a head-fake. Speaking of complacency, a Bloomberg poll of 100 

economists showed that 100% predict US interest rates will rise soon. I’m not a statistician or 

economist, but that seems awfully high. Consensus predictions like that make me think bonds still 

have some life left. That’s the contrarian mentality that is driving these alpha-heavy returns. 

 

Our stock pick for September was down slightly last week, but some recent developments have 

increased our conviction. We’ve bought the dip and will patiently wait for more gains after an 18% 

rally over the past three weeks. Compared to the money you’d be making in these picks, a 

subscription for $8.25/month is a steal. If you’d like to get involved please click here for more info. 

 

Today’s letter will cover several topics, including: 

 Alarm in Athens 

 Indonesian Cup & Handle 

 Venezuela on the verge on bankruptcy 

 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 
 

 

 

 

 

http://dealbook.nytimes.com/2014/10/16/pimco-and-other-big-firms-could-face-liquidity-crisis-in-risky-bonds/?_php=true&_type=blogs&_r=0
http://www.ft.com/intl/cms/s/0/48ff878e-55bb-11e4-93b3-00144feab7de.html?ftcamp=published_links%2Frss%2Fmarkets%2Ffeed%2F%2Fproduct&siteedition=intl#axzz3G0yiSLow
http://www.ft.com/intl/cms/s/0/3f3d7418-5485-11e4-bac2-00144feab7de.html#axzz3G7tGY5qO
http://marketfy.com/item/cup-handle-macro-research/
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Alarm in Athens 

 Speaking of risk-appetite, only those of you with strong stomachs should be buying equities in 

Greece. The Athens Stock Exchange dropped like a stone last week over fears the country may 

abandon its bailout program prematurely. The current government is looking to scale back the degree 

of control international authorities can exercise by year end – 18 months earlier than scheduled. 

Beyond that, the radical left wing and anti-reform Syriza party could come to power in early 2015. 

Athens Stock Exchange 

 

 The worry is that Greece won’t be able to raise the estimated 9 billion EUR it needs next year 

from bond markets. Since 2010, Greece has received two bailouts totaling 240 billion EUR. While the 

country’s public finances have improved, many investors fear it won’t be able to stand on its own. The 

yield on 10-year Greek bonds reached 9% last week, a 12-month high. 

 

National Bank of Greece 

 

 However, if you are feeling cavalier, the National Bank of Greece has an ADR that trades on 

US exchanges. The stock is down 97% since the EU sovereign debt crisis reached its peak (for now) 

in 2011. It’s an attractive risk/reward, just don’t make it your largest position. 

 



 

Cup & Handle Formation 

 This is one of the best cup and handle technical formations I’ve ever seen. Unfortunately, it 

does not bode well for Indonesia. The Indonesian Rupiah (IDR) has been weakening for several 

reasons, the most notable of which is political uncertainty. President-elect Joko Widodo has been 

trying to implement much-needed reforms, but his predecessor and leader of the opposition Merah-

Putih coalition, Prabowo Subianto, is standing in the way. Merah-Putih has already passed a bill 

abolishing direct regional elections, a very disconcerting development for investors. 

 

USD / IDR 

 

 The cup and handle pattern indicates that we should expect a sharp weakening of the IDR in 

the near future, and the fundamentals don’t do anything to dissuade us of this notion. Indonesia has 

maintained a structural current account deficit, which was 4.3% of GDP in the second quarter. There 

is a large foreign presence in the country’s equity and bond markets making it extremely vulnerable to 

global shocks. The central bank of Indonesia says it may intervene to stabilize the currency, but 

steadily declining GDP growth since 2010 means cutting interest rates from their current 7.5% level 

would make more sense. Either way, USD/IDR looks poised to move much higher. 

 

Venezuela on the Brink 

 Two weeks ago Venezuela demanded an emergency OPEC meeting to address the rapid fall 

in energy prices. That meeting has yet to take place and holders of Venezuelan debt are starting to 

get nervous. Oil accounts for around 95% of the country’s export revenue. 

 Venezuela has the largest energy reserves in the world, but its deteriorating economy has 

forced President Nicolas Maduro to cut imports in order to cover foreign debt payments amid a 

severe hard currency shortage. There are shortages of everything from medicine to toilet paper. 

http://www.investopedia.com/terms/c/cupandhandle.asp


 

Yields on Venezuelan bonds hit 16% last week, the highest of any sovereign in the world, and the 

cost to insure that debt (CDS) soared to levels not seen since the financial crisis. 

 Harvard University economists Carmen Reinhart and Kenneth Rogoff believe there is a “100% 

probability” the South American country will default on its debt. 

 

5-Year CDS – Venezuela 

 

 Of course, this problem is eminently solvable if Madura would just cut domestic gasoline 

subsidies and stop supplying Cuba with free oil. Unfortunately, problem solving in Socialist countries 

isn’t always as easy as it may seem. 

Venezuelan Oil Reserves (% of world total) 

 

 The implications for the broader market are interesting. Experts believe Venezuela needs oil 

prices above $100/barrel in order to balance its budget. If indeed there is a sovereign default and 

Venezuela spirals into crisis, it would be a big deal. As a share of global oil reserves, Venezuela has 

become extremely important over the past decade (chart above) and taking that production offline 

could send prices back to where the government needs them. Unfortunately, at that point it would be 

too late. 

 

http://www.bloomberg.com/news/2014-10-13/venezuela-default-almost-certain-harvard-economists-say.html


 

Head Scratching Chart of the Week 

 Given all the attention that tech stocks garner, you’d think they were pacing the market. 

However, the boring Utilities sector is leading the stock market this year. Utilities, which typically have 

a negative correlation with interest rates, may have predicted last week’s correction. 

 

Utilities (XLY, white) – Tech (IYW, orange) – Normalized to 100 

 

 

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: Why is macro investing easier when volatility is high? – JM 

 

A: Macro investing relies on big price swings. Done correctly, it’s never going to be a strategy that 

churns out steady returns. Instead, over time it should produce lumpy, but outsized returns. Macro 

traders looks for price action that does not reflect the underlying fundamentals. The past few years 

have been quite difficult because quantitative easing has removed fundamentals from the equation in 

Treasuries, JGBs, GILTS, etc. – some of the most liquid markets in the world. High volatility indicates 

that markets are moving based on sentiment (VIX is called the “fear index”), creating discrepancies 

between price and fundamentals. Good macro investors take advantage, and that’s what we’ve seen 

over the past week.  

 

That’s all, see you next week! 

 

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 

mailto:info@cup-handle.com
http://www.fa-mag.com/news/goldman-backed-hedge-fund-up-9--marks-macro-rebound-19499.html
http://marketfy.com/portal/cup-handle/
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