
 

                        January 6, 2015 

 
 

Greetings, 

 Happy New Year! Market activity in December was actually more volatile than I anticipated, but 

ultimately didn’t have much impact on my portfolio. After launching in early August, the “Cup & 

Handle Fund” finished the year up 14%, a slightly disappointing yet acceptable result considering 

stocks only gained 5%. I feel very comfortable with my positions as we enter the New Year, and 

there’s still a sizeable amount of cash waiting to be deployed when attractive opportunities arise. The 

bull market in uncertainty continues to run full steam ahead, and I’m ready for the parabolic move 

higher - it’s just a matter of “when.” 

 Market pundits are still touting the US as the fittest of all industrialized economies, yet there 

are still extreme deflationary pressures. Last Friday, the ISM Prices Paid Index recorded its lowest 

reading since 2012, and the second lowest since the Great Recession. For all the talk of lower oil 

prices helping consumers, I don’t see how they will support the economy. The highly respected hedge 

fund Bridgewater Associates believes oil will actually slow GDP by 0.5% in 2015, and the Wall Street 

Journal seems to agree with my theory that Texas is headed for recession. 

 

http://marketfy.com/portal/cup-handle/portfolios/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/portal/cup-handle/portfolios/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://www.wsj.com/articles/overseas-headwinds-test-u-s-economy-1420153403
http://www.valuewalk.com/2015/01/bridgewater-associates-state-oil-charts/
http://www.valuewalk.com/2015/01/bridgewater-associates-state-oil-charts/
http://www.wsj.com/articles/plunging-oil-prices-test-texas-economic-boom-1420428781?mod=WSJ_hp_LEFTTopStories
http://www.wsj.com/articles/plunging-oil-prices-test-texas-economic-boom-1420428781?mod=WSJ_hp_LEFTTopStories
https://s3.amazonaws.com/C-HWeekly/2014-12-23.pdf
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2


 

It’s redundant to say this every week, but Europe is still a mess (more on this below). Last 

Friday, ECB President Draghi gave his strongest hint yet that he’s about to launch a large-scale QE 

program involving sovereign bonds. On the same day, a senior member of German Chancellor 

Angela Merkel’s party warned the ECB not to buy debt from Greece or other struggling EU countries 

– i.e. the countries that need it the most. 

Meanwhile, there’s speculation that Japan could be the first country to test Bernanke’s 

“Helicopter Money” theory – although Milton Freidman originally came up with the idea in 1969. There 

wouldn’t be a physical helicopter involved in the execution, but rather pre-loaded debit cards passed 

out to all citizens. After 12 months, the remaining balance on the debit cards would disappear, 

incentivizing consumers to hit shopping malls early and often. I’m highly skeptical this will happen in 

2015 – after all the BoJ had 4 dissenters over the last expansion of QE – but that’s the direction 

monetary policy is headed. Interest rates can’t go any lower and QE offers diminishing returns, but 

cash handouts would almost certainly boost spending while changing our perception of free markets. 

 

 January is always a good time to focus on the two R’s: reading and reflection. It typically takes 

a few weeks for institutional portfolio’s to rebalance giving investors much needed time to outline 

important themes in the year ahead. That’s what I’ll be focusing on in this newsletter over the next 

few weeks while formulating my January Investment Letter – if you’d like to start receiving these 

letters click here. It’s $8.25/month, which would buy you more than 2 million BTU’s of natural gas. 

Natural gas will keep you warm, but won’t boost your portfolio. 

 

Today’s letter will cover several topics, including: 

 Setting Up for a Greek Tragedy 

 The Sand Trap 

 Winners and Losers – 2014 Edition 

 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://www.reuters.com/article/2015/01/02/us-ecb-bonds-germany-idUSKBN0KB0HE20150102
http://www.reuters.com/article/2015/01/02/us-ecb-bonds-germany-idUSKBN0KB0HE20150102
http://www.breakingviews.com/japans-cash-helicopter-may-be-first-to-take-off/21179450.article
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
mailto:mike@cup-handle.com


 

Setting Up for a Greek Tragedy 

 Greece will hold national elections on January 25 opening the door for Syriza, a left-wing 

coalition that is extremely “anti-austerity,” to assume control. Should Syriza and its young leader, 

Alexis Tsipras, assume power, Germany is 

reportedly prepared to force Greece out of the 

currency union. Tsipras has staked his political 

rise on negotiating less-restrictive terms. 

 The market is clearly nervous about this 

development. Greek 5-year bond yields are 

back above 10%, the Athens Stock Exchange 

is down more than 20% since December 9 and 

EUR/USD is trading below 1.20. The declines 

come even as the ECB gets set to launch a sovereign QE program for the first time in its history. 

 However, things could get really messy if the “anti-austerity” political movement gains similar 

momentum in other EU countries. In Spain, the left-wing Podemos party – which has drawn 

inspiration from Syriza – is finding huge support as the country heads to national elections later this 

year. The story is similar in Italy and France. Last week, immediately after the Greek elections were 

announced, Italian Premier Matteo Renzi said “We rule out a contagion effect between Italy and 

Greece,” in a feeble attempt to calm the markets.  

 

 Syriza is a bellwether and if they come to power in Greece it could mark a political sea change 

in Europe. Of course, Germany has the most to lose. The German chancellor, Angela Merkel, is still 

pushing austerity in Deutschland even though GDP growth has slumped to a measly 1.2% Y/Y. The 

ECB’s QE program has largely been priced into the market already, and there’s still uncertainty 

around the consequences of a Greek default. Either way, the German ETF, EWG, looks extremely 

vulnerable. 

http://www.telegraph.co.uk/finance/economics/11324916/Euro-crashes-to-nine-year-low-on-Grexit-fears.html


 

The Sand Trap 

 Until the shale revolution, the largest consumers of sand were golf courses and glass 

manufacturers. Sand is an important ingredient in fracking, where it’s mixed with chemicals and water 

before being pumped underground to extract oil. Energy producers now account for 60% of sand 

consumption in the US. Even though 70% of 

US sand sales are under contract, sand 

miners have been under heavy pressure – 

mirroring the fall in oil. 

 The problem for sand producers is that 

the industry was ramping up production and 

financing just as demand peaked. Emerge 

Energy (EMES) launched its IPO at 

$17/share in May 2013, hit $145/share in 

August 2014, but is now trading around $51. Experts were predicting sales to grow 20% in 2015 and 

2016, a forecast that will almost certainly be cut. Meanwhile, new sand mines are scheduled to add 

another 10% to existing supply. Weakening fundamentals combined with capital exodus is always a 

recipe for disaster. Don’t expect this to be any different. 

 

Winners and Losers – 2014 Edition 

 The collapse of oil prices only became mainstream news in the 4th quarter, but it was 

undoubtedly the biggest story of 2014. As evidence, take a look at the big winners and losers over the 

past 12 months. The four worst performing stocks in the S&P 500, and six of the top 10, were oil 

producers. Two of the five best performing stocks, Southwest Airlines (LUV) and Delta Airlines (DAL), 

benefitted heavily from cheaper oil – their main input cost. 

 

S&P 500 2014 YTD Returns
Top Performers Worst Performers

SOUTHWEST AIRLINES CO 124% TRANSOCEAN LTD -62%

ELECTRONIC ARTS INC 107% DENBURY RESOURCES INC -50%

EDWARDS LIFESCIENCES CORP 97% NOBLE CORP PLC -48%

ALLERGAN INC 92% ENSCO PLC-CL A -47%

DELTA AIR LINES INC 79% AVON PRODUCTS INC -45%

MICRON TECHNOLOGY INC 63% GENWORTH FINANCIAL INC-CL A -45%

FOREST LABORATORIES INC 65% FREEPORT-MCMORAN INC -38%

KROGER CO 63% RANGE RESOURCES CORP -36%

MONSTER BEVERAGE CORP 62% MATTEL INC -35%

VERTEX PHARMACEUTICALS INC 60% QEP RESOURCES INC -36%

MARRIOTT INTERNATIONAL -CL A 59% COACH INC -33%



 

 I’ve written about airlines previously, but biotech stocks also had a very strong year. 

Amazingly, some 28 biotech stocks with a market cap greater than $300 million were up 100% or 

more in 2014. None of those companies are in the S&P 500, but Vertex Pharmaceuticals (VRTX), 

Forest Laboratories (FRX) and Edwards Lifesciences (EW) all saw blockbuster gains. 

 With 2015 now underway, don’t be surprised if these lists reverse themselves; at least in 

January. Year-end forces many institutional equity portfolios to rebalance their positions, meaning the 

losers get bought and the winners get sold. It’s usually an effective strategy that smaller investors can 

emulate, but be careful – flow has nothing to do with fundamentals. When rebalancing is over, the 

fundamentals are all that matters. 

 

Chart of the Week 

 Brazil’s President Dilma Rousseff took a huge political gamble last week by cutting $6.7 billion 

a year in pension and unemployment benefits. Rousseff, a former leftwing guerilla, has been forced to 

make a series of market-friendly moves after Brazil’s GDP growth slowed from 7.5% in 2010 to 0.1% 

last year during her first term in office. The country is at risk of its first primary fiscal deficit on record, 

and its all-important investment grade credit rating looks shaky. 

 

 Brazil’s rapidly deteriorating fiscal situation is the direct result of the government’s combination 

of state interventionism and populist tax incentives. The broader economy is also in rough shape. 

Inflation is above the central bank’s target at 6.6% Y/Y, and is being fueled higher by the falling 

Brazilian Real (BRL) – down 15% vs. USD since September. Interest rates are already some of the 

highest in the world at 11.75%, and the local stock market looks poised to collapse. The IBOV, 

Brazil’s largest stock market, is on the verge of breaking below a 12-year trend-line, increasing the 

odds of a major correction. iShares’ MSCI Brazil ETF (ticker: EWZ), the best stock to play this theme 

for US investors, doesn’t look any better. 

  

https://s3.amazonaws.com/C-HWeekly/2014-12-16.pdf


 

 

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:   Will you be getting in on the Shake Shack (ticker: SHAK) IPO? - GK 

 

A: The short answer is no, and I’ve actually never tried their food. Unless you can get an allocation 

from the underwriter, buying an IPO is typically not worth the risk. Especially after a record-setting 

2014, where 293 companies collectively raised $96 billion through public offerings – the highest 

amount since the dotcom bubble. 

 Shake Shack is capitalizing on the trend of using high-quality ingredients in traditional meals, 

but trends can be fickle. The company has been profitable for the past two fiscal years, reporting net 

income of $4.1 million in 2012 and $5.4 million in 2014 on revenues of $57 million and $82 million, 

respectively. By comparison, McDonald’s (MCD) reported 2013 revenues of $18.1 billion. Shake 

Shack is doing very well in a niche market and the IPO may do well based on name-recognition, but 

the risk-reward for high profile offerings like this is not great.  

 

 

 

That’s all, see you next week! 

 

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

 
Follow us on Twitter: @cuphandlemacro 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

mailto:info@cup-handle.com
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
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commentary.  Cup & Handle Macro Research, LLC (“C&H”), is not permitted to offer personalized trading or investment advice to  subscribers. C&H is not a 
broker/dealer, an exchange or a futures commission merchant and is not subject to regulation by the U.S. Securities and Exchange Commission, the U.S. 
Commodity Futures Trading Commission or any similar regulatory authority in connection with its activities.  C&H does not act as an investment adviser or a 
commodity trading advisor and does not provide any investment advice or commodity trading advice. The information, statements, views and opinions 
included in this publication are based on sources (both internal and external) considered to be reliable, but no representation or warranty, express or implied, 
is made as to their accuracy, completeness or correctness, including without limitation, any implied warranties of merchantability, fitness for use for a 
particular purpose, accuracy or non-infringement. Use of any information obtained from or through this publication is entirely at your own risk. C&H does not 
routinely moderate, screen or edit any third party content. Such information, statements, views and opinions are expressed as of the date of publication, are 
subject to change without further notice and do not constitute a solicitation for the purchase or sale of any investment referenced in the publication.  
 
SUBSCRIBERS SHOULD VERIFY ALL CLAIMS AND DO THEIR OWN RESEARCH BEFORE INVESTING IN ANY INVESTMENTS REFERENCED IN THIS 
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CARRIES A HIGH DEGREE OF RISK. SUBSCRIBERS MAY LOSE MONEY TRADING AND/OR INVESTING IN ANY SUCH INVESTMENTS. ALL USERS OF THIS 
PUBLICATION ACKNOWLEDGE AND AGREE THAT NO PERSON OR ENTITY INVOLVED IN THE PUBLICATION OF THIS PUBLICATION SHALL HAVE ANY 
LIABILITY FOR ANY LOSS OR DAMAGES, INCLUDING WITHOUT LIMITATION, CLAIMS FOR LOSS OF MONEY, ERRORS, DEFAMATION OR OTHER EXPENSES, 
RELATING TO ANY PLACEMENT OF CONTENT IN THIS PUBLICATION, OR ANY RELIANCE ON ANY INFORMATION CONTAINED HEREIN, OR THROUGH ANY 
LINKS CONTAINED IN THIS PUBLICATION OR THE SITE.  
Employees and/or affiliates of C&H may give advice and take action with respect to clients and/or investments that differs from the information, statements, 
views and opinions included in this publication. Nothing herein or in the subscription agreement shall limit or restrict the right of employees or affiliates of 
C&H to perform investment management, advisory or other services for any persons or entities. In addition, nothing herein or in the subscription agreement 
shall limit or restrict employees or affiliates of C&H from buying, selling or trading securities or other investments for their personal or other related accounts, 
or for the accounts of their clients. Employees or affiliates of C&H may at any time have, acquire, increase, decrease or dispose of the securities or other 
investments referenced in this publication. C&H shall have no obligation whatsoever to recommend securities or investments in this publication as a result of 
its employees’ or affiliates’ investment activities for their own accounts or for any other accounts.  
This publication is proprietary and intended solely for the use of its subscribers, and is protected by domestic and international copyright laws. No license is 
granted to any subscriber, except for the subscriber’s personal use. No part of this publication or its contents may be copied, downloaded, stored, further 
transmitted, or otherwise reproduced, transferred, or used, in any form or by any means, except as expressly permitted under the subscription agreement or 
with the prior written permission of C&H. Any further disclosure or use, distribution, dissemination or copying of this publication, or any portion hereof, is 
strictly prohibited. 
There is no guarantee that this site will operate in an uninterrupted or error-free manner or is free of viruses or other harmful components. This publication 
assumes no responsibility for any omission, interruption, deletion, defect, delay in operation or transmission, communications line failure, theft or destruction 
or unauthorized access to, or alteration hereof. The publication is not responsible for any technical malfunction or other problems of any computer, telephone 
or other equipment, or software occurring for any reason, including but not limited to, technical problems or traffic congestion on the Internet or at any site or 
with respect to this publication or combination thereof, including injury or damage to any person’s computer, mobile phone, or other hardware or software, 
related to or resulting from using or downloading any content hereof. 


