
 

                  November 5, 2015 

 
 

Greetings, 

 Bitcoin is up +55% month-to-date and it’s November 5. The markets were closed on the 1st and 

2nd, meaning the move has taken place over three trading sessions. Yet, on Wednesday, the Wall Street 

Journal had no mention of Bitcoin in the newspaper. The growth of Bitcoin, and cryptocurrencies more 

generally, is a major macro-theme that the mainstream still doesn’t take seriously. Even though these 

currencies are rallying, the wild fluctuations are likely to scare investors even more. 

 It’s scary because, over the short-term, there isn’t one explanation for these moves. When Mario 

Draghi cuts deposit rates below zero, there’s no mystery why EUR declines. Bitcoin isn’t manipulated by 

policymakers and it’s still a relatively thin market, so these moves can be explosive without a major 

catalyst. At the same time, digital currencies are appealing to many because they aren’t driven by 

politicians or economists. In a sense, Bitcoin is tapping into the “pro-independence” sentiment fueling the 

presidential campaigns of Donald Trump and Bernie Sanders. The fact that neither candidate is beholden 

to Super PAC’s or lobbyists is a big selling point for both campaigns. Like Bitcoin dethroning USD, Trump 

and Sanders might not achieve their ultimate goal, but their popularity can soar in the meantime. 

 

http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2


 

 In a similar vein, two weeks ago Europe’s highest court ruled that Bitcoin should be exempted 

from VAT and treated like any other currency. Avoiding taxation on an exchange makes it that much more 

appealing. In September, the CFTC classified Bitcoin as a commodity, making it eligible for derivative 

trading. Increased liquidity is a very positive development, although that doesn’t guarantee higher 

volumes, especially in the short-term. 

However, it’s clear that volumes are rising rapidly. In early September, trading on BTCC, the 

biggest bitcoin exchange, was averaging around 20,000 bitcoins a day. Tuesday set a new record at 

90,000, and it’s been averaging close to 80,000. There are a few theories to explain the uptick in volume. 

Many think it’s related to China, home to 80% of Bitcoin transactions, according to Goldman Sachs. In late 

September, China capped the amount of money holders of bank and credit cards could withdraw outside 

the country. This may be spurring nationals to use Bitcoin to evade controls. The Winklevii launched a 

new Bitcoin exchange in October, that’s supposedly friendlier to institutional investors. US Marshals are 

auctioning off Bitcoins confiscated during the Silk Road raid, and cryptocurrencies tend to see increased 

volumes around such auctions. Others say the uptick in activity is related to a Ponzi scheme. 

 It’s likely the price of Bitcoin is being influenced in part by all these theories, but there’s one thing 

everyone can agree on: Bitcoin, unlike fiat currency that can be printed at whim, is a finite commodity 

that suffers from the basic economic theory of scarcity at times of increased demand. The growth of 

supply is declining and demand is rising. We may not know why Bitcoin is surging, but its fundamental 

simplicity is bullish. 

 

 The Cup & Handle Fund is up around +4.5% YTD, and +11% Y/Y. We’ve cut risk and increased 

cash holdings. Obviously, tomorrow’s non-farm payroll number is hugely important and I don’t want 

much exposure going into that. The bond market is very choppy, and I’m not sure what to make of it yet. I 

have my longer-term views, but need to trade tactically. The November investor letter went out last 

Friday. If you’d like to start receiving these letters click here. 

 
 

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://qz.com/359679/80-of-bitcoin-is-exchanged-into-and-out-of-chinese-yuan/
http://www.cnbc.com/2015/11/02/winklevoss-twins-bitcoin-exchange-gemini-sees-trading-surge.html
http://www.cnbc.com/2015/11/02/winklevoss-twins-bitcoin-exchange-gemini-sees-trading-surge.html
https://bitcoinmagazine.com/articles/as-the-bitcoin-price-rises-to-new-highs-investors-seek-to-explain-recent-gains-1446586942
http://marketfy.com/portal/cup-handle/portfolios/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
mailto:mike@cup-handle.com


 

The Magic Number is 50 

 You wouldn’t know it from looking at stocks, but the US manufacturing sector came darn close to 

contracting in October. Readings above 50 indicate expansion in the ISM gauge of manufacturing activity, 

and the October reading of 50.1 was the lowest in 29 months. Overall manufacturing activity has 

expanded for 34 straight months, but the pace of growth in the main ISM gauge has deteriorated for four 

consecutive months. 

 There is reason for optimism. Factories saw new orders come in at a faster pace and production 

was strong. But, other than that, the ISM details were far from impressive. Not surprisingly, the prices 

paid index came in below 40 for the third consecutive month, reflecting the deflationary headwinds 

flowing through the economy. More importantly, the employment details showed a sharp contraction, 

down to 47.6 versus 50.5 in September. The market is more concerned about non-farm payroll figures, 

but this sure seems to be a leading indicator, especially when you consider the weakness from 

September’s NFP report. 

   

 It’s the same story in Germany, where mechanical engineering orders slumped 13% Y/Y in 

September, hit by an 18% drop in foreign demand. In a sign that the weakness in September wasn't just a 

blip, foreign orders from outside the eurozone were down 7% in the nine months through September 

from the same period a year earlier, hit by a slowdown in developing economies that account for around 

42% of Germany’s plant and machinery exports. 

 It’s clear that most of this industrial weakness is being driven by China. Domestic orders for 

Germany’s mechanical engineering industry were up 2% in the nine months through September from the 

same period a year ago, while eurozone demand rose 13% over this period. European demand looks ok, 

it’s just not strong enough to offset the weakness driven by China. German car maker Audi said Monday 

that falling Chinese demand is forcing it to slash production of Audi models at a plant in Changchun 

nearly 11%. 



 

 General Motors Chief Executive Mary Barra 

last month said the slowdown in China, the world’s 

second-largest economy, “is not only affecting our 

business in China but also in the other international 

operation markets outside of China because these 

economies are so dependent on China.” Now, the 

market has had plenty of time to price in this 

weakness, which is one reason why stocks have 

rallied so much since September 29. But the Fed hiking into a manufacturing slowdown seems like an odd 

move, one that could backfire if the ISM breaks below 50 in the coming months. 

 

A New Way to Think About China 

 Following up on the last section, I get a lot of questions asking why I spend so much time focusing 

on China. It’s easy to get complacent when you’re constantly hearing huge numbers thrown around, and I 

think most people fail to understand the scale of the local economy. Everyone knows China is home to the 

world’s largest population, it accounts for 25% of global growth, yet it seems difficult to put that into 

context in many cases. 

 

 In that respect, I think this map does a good job of showing the scale involved. China’s provinces 

are massive economies in themselves. We think of Mexico as a leading emerging market, but, on a PPP 

basis, it has the same nominal GDP as the province that includes Shanghai. Henan province is landlocked 

and its economy is roughly the size of Australia’s – a G10 country. The US is still the world’s most 

important market, but fail to appreciate the size of China at your own risk. 

 

 

 



 

NFP Preview 

 The world will be watching tomorrow at 8:30am when October non-farm payroll data is released. 

It’s regrettable that a single data point, prone to huge revisions, could have such an influence on decision 

making at the Fed, but this is the corner they’ve painted themselves into. Economists are anticipating a 

gain of +182k jobs, but close attention will also be paid to revisions from September, which came in at a 

mere +142k. The market is currently pricing in a 60% chance of a hike in December. 

   

 I would guess anything above +180k without a downward revision boosts those odds. The more 

important question is: how will the market react? Strong employment data would probably bolster USD 

even higher. Bonds might drop further. Stocks are easily the hardest to read; they might not do anything. 

Of course, I still think wage data is the most important metric because it reflects labor market slack and 

has a big impact on inflation. However, average hourly earnings haven’t done much of anything for half a 

decade, and expectations of 2.3% Y/Y in October indicated they’ll stay flat. 

 

Chart of the Week 

 On November 22, Argentina will hold the first runoff election in the country’s history, after 

opposition candidate Mauricio Macri’s strong showing in the presidential election. He’ll be going head-to-

head against Daniel Scioli, the candidate backed by incumbent president Cristina Kirchner. Investors are 

hopeful that Macri will unwind the interventionist policies implemented by Kirchner and bring the 

country back to international bond markets. 

Argentina is confronting inflation at about 

26%, falling prices for its biggest exports, 

widening fiscal and trade deficits, and an 

overvalued official exchange rate. But you 

wouldn’t know it from looking at the 

country’s stock market.  

 



 

 Since May 2012, Argentinian stock have rallied more than 500%. That’s a little misleading because 

the local currency has lost more than half its value against USD over the same time period. But even 

denominated in USD, Argentinian stocks look pretty good. The country has a lot going for it including 

strong demographics and natural resources. It’s just a matter of politicians getting out of the way and 

letting the free market works its magic. Hedge funds have thrived in the country, but it’s available to US 

investors through several ADRs. MercadoLibre (MELI) and Banco Macro (BMA), in particular, seem 

poised to benefit in a big way. 

 

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:  Too late to buy Bitcoin? - CF 

 

A: If you’re looking to trade it, I’d probably stay away. If you plan to hold for several years, it’s not too late 

and I’d encourage you to buy any pullback. It’s a real macro theme that isn’t going away anytime soon. 

And blockchain technology will ultimately transform several industries, starting with banking. And I can’t 

think of an industry that needs to be upended more than banking. 

 

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 
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