
 

                      February 24, 2016 

 
 

Greetings, 

 While Standard Chartered has never been considered a top-tier bank, it’s still a significant lender 

on the global scene. Shares in the bank took another tumble this week after its bottom line was hit by 

restructuring charges and rising bad loans. In total, Standard Chartered made its first annual net loss 

since 1989 with a deficit of $2.2 billion, versus a profit of $2.7 billion the previous year. After making it 

through the Financial Crisis relatively unscathed, the bank has finally been undone by its massive 

exposure to commodities and emerging markets more generally. 

 The company’s stock is now down -30% YTD, -50% Y/Y and -75% from its 2013 high. At £415 a 

share Standard Chartered is trading at just 32% of book value. It’s hard to short a company at such 

distressed levels, but what if you were given the option to sell these same shares today at £1,000? 

Obviously you’d take that all day, right? That’s essentially what’s being offered in emerging markets right 

now, via EEM currently $30 a share. The chart below shows Standard Chartered against the MSCI EM 

index, not EEM, but that’s only because EEM launched in 2003 and wouldn’t show strong correlation 

dating back to 1990. If the correlation holds this time, EEM will be trading at $15; possibly soon. 

 

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


 

 A lot of investors are now aware of the risks facing emerging markets. However, few appreciate 

that EEM seems destined to go well below its 2008 low, and what the implications of that are. The chart 

of EEM versus the CRB Commodity index tells a very similar tale. The earnings announcement from 

Standard Chartered could be the flare that draws everyone’s attention to this possibility, but it might not. 

Even though the vast majority of its exposure comes from Asia, Standard Chartered is based in London, 

and investors could lump it in with Deutsche Bank, Credit Suisse, etc. 

 The other question is: what does this mean for Chinese banks? In terms of total assets, Standard 

Chartered is the 44th largest bank in the world. China is home to the world’s four largest banks and HSBC, 

domiciled in London but headquartered in Hong Kong, is fifth. These banks have lent money almost 

exclusively in Asia, and aren’t more conservative than Standard Chartered. In all likelihood we’ll never 

know the real non-performing loan numbers coming out of China, because the government will just paper 

it over. But that doesn’t mean the stress in the system isn’t real. Asian economies are slowing, loans 

(particularly those funded in USD) will go bad, and the local stock markets will suffer.  

 We know that this is all derived from USD, and the dirty secret is that USD isn’t down as much as 

stock market bulls would like. There was a big positioning washout earlier this month, but the 

fundamentals don’t justify significant depreciation. FX is a relative value market and all these countries 

are trying to devalue simultaneously. Which leaves global currencies like gold and Bitcoin as the 

beneficiaries, and it’s no surprise they’re both rallying this week. 

 

 The Cup & Handle Fund is up around +3.5% YTD, and +12.0% Y/Y. The portfolio has been very 

quiet recently; up days and down days but no real movement in either direction. Added some OTM 

options yesterday that should finish the year much higher and it’s always nice to buy volatility with VIX 

below 20 these days. Being a short month I’ll start working on our March letter soon, but no ETA as of yet. 

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://www.relbanks.com/worlds-top-banks/assets
http://marketfy.com/portal/cup-handle/portfolios/?ref_code=8d921bf55ce2ede537956901061ebcd2
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Janet Yellen’s Fleeting Cover 

 In December, the Fed was able to pull the trigger on a rate hike because the labor market 

suggested it was time. There were no signs of inflation anywhere, but they expected oil would bottom out 

(supporting CPI growth) and the unemployment rate was brushing up against its theoretical limit. We 

now know that oil wasn’t done falling and the rate hike is seriously threatening market stability. Yet, the 

Fed seemingly won’t start walking back its tightening bias until there are signs the labor market is 

threatened. In their minds a tight labor market will eventually lead to higher wages, which feeds through 

to CPI, and the tightening bias will be justified. Unfortunately, data from last week shows just how flawed 

and untimely that theory is. 

   

 Last Thursday, a sub-index of the Philly Fed Business Outlook showed alarming weakness in labor 

demand. Not a disastrous reading, but certainly enough to make you wonder if hiring has peaked. It 

shows strong correlation with non-farm payrolls and even seems to lead initial jobless claims. Both are 

imperfect ways of measuring labor market strength, wage growth is probably best, and more 

importantly, they’re backward looking. Surveys like the Philly Business Outlook are infinitely timelier, 

and they’re showing signs of weakness. 

  

 We’ve also become accustomed to taking the housing market for granted – again. It was the 

epicenter of the 2008 meltdown, but falling interest rates, stronger labor markets, and tighter lending 

standards have led many to believe that the housing market is stable. Unfortunately, an NAHB survey last 



 

week shows that traffic from potential home buyers looks to have peaked. Supporting that idea, the 

Homebuilders ETF (XHB) has been declining in tandem with mortgage rates – a counterintuitive and 

alarming development. Homes are a huge component of American wealth, so needless to say this is a 

bearish trend. 

 Everybody knows that we’re overdue to a correction. What many don’t realize is that the Fed’s 

two strongest arguments for higher rates are losing steam rapidly. Yellen & Co. must be aware of these 

trends, but it’s unclear whether or not they see the bigger picture - that a material decline in employment 

and housing will be tremendously disruptive to financial markets. So far they haven’t given any indication 

that they’re on top of the situation; let’s hope they get the message soon. 

 

No Straight Lines to Bear Markets 

 The most bullish aspect of the stock market at present is how universally bearish investors have 

become. Of course, this is largely a function of the financial media, which typically operates at a 

significant lag regarding important drivers of the economy. China is now on everyone’s radar, Fed 

speeches are parsed to death, and a strong USD isn’t sneaking up on anyone. Contrarian indicators like 

this aren’t necessarily worth changing the structure of your portfolio, but should at least buy time to be 

patient and sell at better levels. 

   

 On top of the overly negative sentiment, the relative outperformance of Treasuries over financial 

stocks is now at a level where policymakers have intervened. Maybe it’s the ECB meeting on March 10, or 

even the G-20 summit in Shanghai next week, but the soundbites from these meetings won’t sound 

optimistic and there will be talk about what actions to take. Even a dose of optimism regarding stimulus 

from these events could force sell-off chasers to change their tune quickly. 

 

Magazine Cover Indicator 

 The cover of this week’s Economist is a cartoon that implies central bankers are running out of 

tricks to resuscitate the global economy. That’s the vibe coming out of Japan, and even though in 2012 

Mario Draghi said he would do “whatever it takes,” it’s unclear whether he’ll make good on that promise. 



 

However, central bankers will not run out of theories on how to spur depend via monetary policy. Ray 

Dalio came out last week and said “helicopter money” is right around the corner, they’re talking about 

banning cash… Where there’s a will there’s a way. 

                   

 Of course, the sensible thing to do would be coordinating some kind of fiscal stimulus, even if it’s a 

tax cut. Except that western governments are gridlocked and likely won’t spend until threatened by a 

crisis. That leaves central banks to step up their game and come to the rescue once again. In 2012, The 

Atlantic anointed Ben Bernanke “The Hero” for saving the global economy. Four years later he’s not 

remembered nearly as fondly, and similarly I think we’ll look back at the cover of this week’s Economist 

and laugh – Keynesians still have plenty of ammo. 

 

Chart of the Week 

 In theory, movement between foreign currencies is really just a function of interest rate spreads 

and trade flows. However, in practice, it’s a lot more complicated than that, especially if you’re a short-

term trader. Over the past month speculators have been ganging up on last year’s best FX trade, long USD, 

and with good reason. Positioning got a little extreme and the recent correction was healthy. But that 

doesn’t mean that trade is over, not by a long shot. 

 



 

 The fundamentals still suggest that USD should will do fine. The Fed will back off its tightening 

language, which is more-or-less priced in now, but there’s not a better alternative in the FX space – unless 

you count gold as a currency. This chart shows that interest rate spreads and the oil trade suggest the 

USD bull market is just getting started. The long USD trade has been choppy recently, but you can still 

make good money here with a longer-term perspective. 

 

**Editor’s note: We’re going to try something new this year. I love interacting with readers and responding to 

questions, but the vast majority are not fit for public consumption – i.e. often regarding positions or strategies within 

somebody’s portfolio. Instead, I’m going to link a timely, macro-related, long-form article every week. To be clear, 

keep the questions coming, send me an email at info@cup-handle.com and I’ll get back to you in short order! ** 

 

The Golden Generation – New Yorker 

 

Comment: The Chinese cat is out of the bag. China’s elite continue flocking towards the West and they’ve 

got a lot of money. We see this in urban real estate, tourism, luxury goods and it won’t be going away 

anytime soon. 1/3 of China’s wealth belongs to 1% of the population and 60% of the rich are looking to 

go abroad. It’s a trend that we see today but it will only get more pronounced over time.  

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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