
 

                     January 20, 2015 

 
 

Greetings, 

 Make no mistake about it, we’re now five years into a global currency war that saw its bloodiest 

battle to date last Thursday, after the Swiss National Bank (SNB) removed the EUR/CHF floor at 

1.20. On countless occasions since 2011, SNB President Thomas Jordon vowed to defend the floor 

“with utmost determination,” saying it was essential for the Swiss economy’s future.  

The timing of this reversal seemed like it was designed to inflict maximum punishment on 

market participants. According to CFTC data, speculators held the largest short Swiss Franc (CHF) 

position since June 2013 – a total of 24,171 contracts. At one point on Thursday morning, each of 

those contracts had lost $30,000 in value, which was 9x the margin requirement. FX brokers like 

FXCM, Alpari and Excel Markets were insolvent within hours. 

The million dollar question instantly became: why now? Presumably, the SNB got a sneak-

peak at the ECB’s much anticipated QE program to be unveiled on Thursday, and decided the floor 

wasn’t worth the risk. It was certainly a puzzling move that dealt a major blow to the credibility of all 

central banks. Although, maybe choosing deflation over asset-price inflation was the honorable move. 

 

http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
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When currency pairs move more than 1% intraday, it’s noteworthy. EUR/CHF fell 30% in a 

matter of minutes. History shows that large currency swings cause breakdowns, usually in other asset 

classes. This decision highlights how central banks are struggling to suppress volatility, which is 

central to their efforts to generate economic growth. 

My attention is shifting to Eastern Europe, where countries like Hungary and Poland have been 

accumulating CHF debt for several years. In Poland, 14.6% of outstanding loans and 37% of 

household debt is denominated in CHF. The principle due on those loans increased by roughly 25% 

last week. I expect the economies of Eastern European will continue to struggle, especially because it 

looks like Russia-Ukraine is heating up again. 

Furthermore, there’s speculation that Germany will interpret the SNB’s decision as further 

proof of why unorthodox monetary policy is no substitute for economic reform. The market has now 

priced in a mammoth QE-package from the ECB, and if it fails to meet expectations, things could get 

really ugly. 

 

 The SNB’s move didn’t have much impact on the Cup & Handle Fund. We were stopped out 

of one position, and the portfolio is back to flat on the year, but we live to fight another day – that’s the 

important thing.  The January Investment Letter was sent out yesterday to subscribers, focusing on a 

sector with an asymmetric risk profile – if you’d like to start receiving these letters click here. It’s 

$8.25/month or 7.06 CHF, but a week ago it would have been 8.42 CHF. 

 

Today’s letter will cover several topics, including: 

 The World’s New Growth Engine 

 Mikhail Brokhorov 

 The BitCrash 

 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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The World’s New Growth Engine 

 Possibly my highest conviction bet of 2014 was buying India (INDA) / selling Japan (EWJ). It’s 

worked out nicely so far, up 19% since May, and India is quickly becoming the world’s growth engine. 

In fact, the World Bank predicts India will overtake China to become the world’s fastest-growing major 

economy within the next two years. It might even happen sooner. 

 It wasn’t long ago that India was considered the weakest link among BRIC countries. Now, led 

by competent leadership in the central bank and government for the first time in decades, the 

economy is turning the corner. Prime Minister Narendra Modi has introduced badly-needed structural 

reform, and RBI chief Raghuram Rajan is 

taming inflation. 

 It was a weaker-than-expected CPI 

figure from December (+5% Y/Y) that 

prompted Rajan to cut interest rates by 

25bps to 7.75% last week, the first reduction 

in 20 months. This is in stark contrast to 

Brazil and Russia, which have hiked rates to 

protect their deteriorating currencies. Even 

though the RBI cut surprised economists, the Rupee finished the day higher, signaling the market has 

full confidence in Rajan. 

 Falling oil prices have been a boon for India, which imports more than 80% of its supply. Rajan 

saying he now has “headroom for a shift in the monetary policy stance” was likely a reference to 

cheaper energy. The RBI’s target of 6% inflation by January 2016 is seemingly in the bag, so it 

makes sense to try and boost industrial production. 

India has strong leadership and 

unbelievable demographics, but it’s lacking 

infrastructure. Hopefully lower borrowing 

costs will allow Indian companies to revive 

some of the large projects that have been 

abandoned. Conveniently enough, there’s a 

US-traded ETF to capture that very theme. 

The EGShares India Infrastructure ETF 

(INXX) has rallied along with the broader 

index, up 43% since February. This is an investment, not a trade, but India’s infrastructure needs are 

immense and this stock will be a beneficiary if they come to fruition. 

https://s3.amazonaws.com/C-HMonthly/2014-05-The+Falling+Sun.v3.pdf
http://www.ibtimes.com/india-will-overtake-china-worlds-fastest-growing-major-economy-2017-world-bank-says-1783446


 

Mikhail Brokhorov 

 The Russian economy must be in dire straits if the Oligarchs are selling their foreign assets. It 

was announced last week that Mikhail Prokhorov is exploring a sale of his 80% stake in the Brooklyn 

Nets. Prokhorov, who built a massive fortune in the precious metal industry, had an estimated net 

worth of $10.9 billion as of March 2014 – although that has likely declined materially.  

Perhaps he should stick to the industrial sector, because the Nets are hemorrhaging money. 

The team is projected to lose over $50 million this season, after losing close to $150 million during the 

2013-14 campaign. Only nine team in the NBA lost money last season. The next biggest loser after 

Brooklyn? The Washington Wizards with losses around $13 million. 

 

However, don’t cry for Prokhorov just yet. Five years ago he purchased his stake in the Nets 

for $220 million when they were still playing home games in Newark. Today, their games take place 

in Brooklyn at the brand new Barclays Center (of which Prokorov owns 45%), boosting future 

expected revenues. Also, the NBA just signed a new deal that will triple TV revenues, which are split 

equally among teams. Finally, Steve Ballmer’s $2 billion purchase of the LA Clippers raised franchise 

values across the sport. 

In short, it’s entirely possible that the Nets will sell for more than $2 billion. Brooklyn is the 

“hippest” market in the country, and trophy assets like NBA franchises don’t come along very often. 

Considering that several other oligarchs are in jail, Prokhorov should count his blessings after this 

windfall. Besides, without the Nets he’ll be able to spend more time on his jet skis.  

 

The BitCrash 

 While Bitcoin could ultimately reshape the banking industry, it has collapsed to start 2015 – 

down 42% YTD at one point. Cryptocurrencies are still in their infancy and the bulk of transactions are 

speculative, so this type of volatility should be expected. As far as I can tell, there are three reasons 

Bitcoin is off to such an ugly start. 

http://en.wikipedia.org/wiki/Mikhail_Prokhorov
https://www.youtube.com/watch?v=d7OYLWHtCDk


 

 First, hackers stole more than $5 million in bitcoins last week from Bitstamp, one of the largest 

exchanges. Bitstamp immediately shut down operations before re-opening with significant security 

upgrades. All of the investors were made whole, but the hack surely spooked the market. 

 Second, Russia is threatening to 

make Bitcoin illegal, although no action has 

been taken yet. Bitcoin transactions against 

the Ruble jumped 250% in December, as 

savers frantically searched for a store of 

value. This would be a first in the history of 

capital controls, but losing such a strong 

source of demand is bound to weigh on 

prices. 

 Finally, the slump in prices has made several “mining operations” unprofitable. Ultimately, the 

drop in supply will be a bullish force on the market, but, in the meantime, miners have likely liquidated 

their holdings into fiat currency. I’d never advise investors to “catch a falling knife” like this Bitcoin 

chart, but sentiment could be bottoming.  

Ross Ulbricht, founder of Silk Road, is currently on 

trial for trafficking narcotics, passports and other illicit 

materials online. Silk Road primarily dealt in bitcoin, giving 

the currency a negative connotation. However, once this trial 

is completed, I think Bitcoin’s credibility will be on the rise 

once consumers realize it’s a secure medium of exchange 

with no transaction costs.  

 

Chart of the Week 

 This chart deserves special attention for two reasons. First, the number of rigs drilling for oil in 

the United States has almost certainly peaked for now, as energy companies face shrinking or 

unprofitable margins. The number of horizontal rigs, most often used to extract oil from shale rock, fell 

for the sixth week in a row, down 14 last week - the biggest drop in 21 months. Goldman Sachs 

estimates $1 trillion of spending on future oil projects is at risk after the brutal plunge in crude prices, 

so don’t expect this chart to move higher anytime soon. 

http://www.cnbc.com/id/102275772
http://www.wired.com/2015/01/silk-road-trial-undercover-dhs-fbi-trap-ross-ulbricht/
http://www.wired.com/2015/01/silk-road-trial-undercover-dhs-fbi-trap-ross-ulbricht/


 

 

 Second, this is the best example of a completed Elliot Wave cycle that I’ve seen in a long time. 

The Elliot Wave Theory was developed in the late 1920s by Ralph Nelson Elliott, who believed that 

stock prices move in waves. He found that the upward and downward swings of mass psychology 

always showed up in the same repetitive patterns. I won’t get into all the details here, but a completed 

fifth wave higher almost always marks the “end of the trend.” The combination of weak fundamentals 

and poor technical signals is extremely bearish for oil service companies… I’m looking at you 

Halliburton (HAL) and Schlumberger (SLB). 

  

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’s your view on uranium here? - SC 

 

A: It's tough for any source of energy to rally when crude and natural gas fall by >50% over six 

months, but I think the long-term thesis on uranium/nuclear is still intact. Saudi Arabia is building 

multiple reactors, which is probably the most bullish anecdote imaginable.  

Nuclear is superior to solar/wind (at the moment) because it provides base-load power, and it's 

exponentially cleaner than coal - very important for EM markets. The fundamentals look excellent, as 

supply will not be able to match demand without price incentive over the next decade. It’s tough to 

forecast short-term price movements because it’s not a liquid market, but my long-term outlook is still 

very bullish. 

 

That’s all, see you next week! 

http://www.elliottwave.com/introduction/elliott_wave_principle.aspx
mailto:info@cup-handle.com
https://s3.amazonaws.com/C-HMonthly/Going+Nuclear+-+Fanuary+2014.pdf


 

 

For any questions or comments, please email us at: info@cup-handle.com 
 
Please visit our website. 

 
Follow us on Twitter: @cuphandlemacro 
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