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Greetings, 

 Bernie Sanders came within 0.5% of taking the Iowa Caucus on Monday after vowing to make life 

miserable for banks. Bankers are certainly culpable for the excess that created the Financial Crisis, but 

life for banks these days is already pretty miserable. The six largest US banks generated no growth in 

combined revenues last year, largely because of energy. Citigroup (C) recorded a +32% increase in non-

performing corporate loans in 4Q 2015. Wells Fargo (WFC), America’s largest bank, reported a $100m 

sequential quarterly increase in net charges. And JPMorgan Chase (JPM) said it will have to increase 

reserves by $750m this year if oil stays at current prices. 

 Since 2009, US banks have paid out more than $200 billion in fines, and we’re only now starting to 

see penalties for dark pool violations. Iowa Caucus winners Hillary Clinton and Ted Cruz have both taken 

heat for their connection to Goldman Sachs (GS), but even Lloyd Blankfein & Co. settled a $5 billion claim 

for misleading mortgage investors this month. The US yield curve continues to flatten relentlessly, which 

should keep a lid on bank profitability. And now, with roughly ¼ of global GDP dealing with negative 

nominal interest rates, many banks are officially losing money on deposits. 

 

http://www.reuters.com/article/us-sec-new-york-darkpools-idUSKCN0V90UE
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2


 

 Since the implementation of Abenomics in late 2012 shares in Japanese banks have responded 

well to increases in QE. However, since the Bank of Japan’s surprise decision to cut rates below zero on 

Thursday night, the TOPIX Bank Index has declined nearly -9%. This largely fits with what we’re seeing in 

other countries with negative policy rates. In Sweden, banks are being charged 35bps to park money with 

the central bank, but they aren’t passing that cost onto retail customers for fear of losing them. While 

Swedish deposit accounts pay virtually nothing, these days that’s still better than the stock market. 

Therefore, deposits at Swedish banks have been rising every month to new all-time highs. So essentially 

they’re burning cash, and hoping to squeeze customers with higher fees on other transactions. 

 Negative rates create other oddities that punish banks. Japanese asset management firms have 

stopped accepting new capital in money market funds because it’s too hard to achieve positive returns. 

This makes bank deposits that much more attractive, and banks will have to swallow the loss. Even 

governments seem a little perturbed by these developments. Swiss Cantons, where rates are -75bps, have 

requested that taxpayers wait as long as possible to square up with the government because they don’t 

want to get charged for having cash in their account. 

 As if these economic headwinds weren’t enough, public sentiment is still extremely negative 

towards banks. These companies were bailed out in 2008, no executives went to jail and people are still 

mad about it. There’s a perception that systemic risk has decreased since the crisis because US banks are 

better capitalized. That may be true, but banks are connected globally, and the European banking sector 

still looks like a disaster area – check out Deutsche Bank’s stock (DB). If Japanese banks stumble the 

global financial system could be looking for another bailout, and that will do little to improve sentiment. 

 

 The Cup & Handle Fund is up around +2.5% YTD, and +11.0% Y/Y. We made a few changes to the 

portfolio this week, nothing crazy. Realized profits on some call options that worked out very nicely, 

rebalanced some positions. Now we’re sitting on a good bit of cash and waiting to see how some technical 

patterns develop. The latest monthly letter went out on Monday, and I’d like to thank those of you who 

left feedback. It was a slightly different format than usual, one that we might stick with going forward. 

Too early to tell. 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.reuters.com/article/japan-money-funds-idUSL3N15G2UQ
http://www.businessinsider.com/negative-interest-rates-switzerland-2016-1?r=UK&IR=T
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


 

Economic War in Asia 

 The PBoC cannot be happy about the BoJ’s decision to drop interest rates below zero last week. 

The Chinese are desperately trying to prevent capital outflows and keep CNY stable without destroying 

the stock market, yet the Japanese decided to make things that much more difficult. You could argue that 

China’s economic woes started back in 2012 when Abenomics kicked off, and Chinese factories started 

losing competitiveness.  

Japan is perhaps the best example of why QE doesn’t work. It’s a stimulus measure designed to 

stoke inflation, encourage risk-taking, and boost economic activity, except there’s no evidence it helps 

accomplish any of these goals. Instead, it really only seems to devalue the local currency, and boost asset 

prices, in most instances. That can be a very stimulative combination when USD, the world’s reserve 

currency, is being devalued, but for other countries it simply siphons away demand from competitors in 

the export market. And that’s especially important in Asia – the world’s manufacturing depot. 

  

 It’s not surprising that Japan’s lack of results from QE pushed the BoJ towards negative rates, plus 

there are constraints to how much larger Japan’s QE could get given the lack of assets to purchase. What 

is surprising is that BoJ Governor Kuroda said on January 21 that they had no plan to implement negative 

rates. Within the next week they had come up with a plan and implemented it. Negative rates will be 

useless unless they’re deployed in conjunction with clear forward guidance. Kuroda is thought to be fond 

of “surprising” markets, but China and other export competitors in Asia will not take kindly to it. 

  

http://www.reuters.com/article/us-japan-economy-boj-idUSKCN0UZ0AN


 

 Like QE, negative rates are an unproven form of stimulus, but a limited sample size shows that 

they seem to be effective at weakening the local currency. Switzerland, home to the world’s lowest 

interest rates at -0.75%, has seen its currency bleed lower over the past 12 months.  

JPY is also the third most liquid currency in the world. If negative rate are unpalatable to big 

investors, they aren’t likely to opt for a less liquid currency. The ECB already has deposit rates at -25bps, 

which leaves USD – where the Fed is telling markets rates will rise this year. This puts more upward 

pressure on USD, which tightens financial conditions in China, which hammers emerging markets, which 

pushes more capital into USD. Round and round we go. 

It’s a vicious cycle that won’t stop until the Fed gives investors a reason not to scramble into USD. 

In the meantime, Japan is exacerbating this cycle and making this worse because they’re not 

communicating their intentions clearly. Exports from China, Korea, Taiwan, etc. have collapsed over the 

past year with no sign that things will get better soon. If Japan keeps firing shots across China’s bow, we 

shouldn’t be surprised if and when they start fighting back. Remember, in 2014 a survey showed that 

53% of Chinese respondents expected a war between China and Japan to break out before 2020. 

 

EURCHF: The Cross of Extremes 

 Since July of last year, EURCHF has been a strong contender for the title of world’s most boring 

currency pair. Other than two intervention-driven spikes that set new benchmarks for volatility, the pair 

has been boring since 2010. Things have changed over the last couple of weeks, with EURCHF quietly 

moving above 1.11 on little news or data. 

 

 So what’s driving this? Most suspect the SNB is intervening again. The SNB’s sight deposits, which 

usually indicate the scale of intervention taking place, have jumped recently, but that can’t fully explain 

this move. In addition, there is also the possibility of the SNB being active in forward markets which 

would make liquidity injections invisible in sight deposits. 

http://time.com/3318650/china-war-japan-2020-poll/


 

 It is noteworthy that CHF is weakening despite an environment of heightened economic risk. 

Switzerland, mainly due to its bank secrecy laws, has long been thought of as a safe haven, but the US DoJ 

cracked the secrecy code. That combined with negative nominal interest rates seems to be a potent mix in 

making sure the local currency doesn’t appreciate. 

 

Let’s Get Real 

 All the talk about negative rates refers to nominal rates, but it’s the real interest rate that matters. 

The developed world is up to its gills in debt and the only way to avoid choking is keeping real interest 

rates close to zero. These charts show that real 10Y rates in the US are a full 100bps above Germany, 

which is probably the main reason USD continues to outperform. 

  

 It’s interesting that sovereign bonds are thought to be the benchmark return for various assets 

because they’re theoretically less risky. You could argue these real yields are artificially low, held down 

by QE, pushing investors into riskier assets. US real rates are above zero, but I suspect they’ll dip into 

negative terrority at some point this year. That means a “risk-free” investment, if held for the duration, 

will actually lose principal, which seems like an awfully steep price to pay. 

 

Chart of the Week 

 Some of financial markets’ recent skittishness is likely due to concern about the limited room for 

policy support. It’s not really a new concern, especially if you read this newsletter, but investors 

seemingly came to this realization in December. The BoJ once again showed that the zero-bound isn’t a 

constraint for G7 central banks, but does highlight how difficult it will be to move the needle from here. 

Technically, the BoJ cut rates 20bps, from +10bps to -10bps, which is smaller in size than a traditional 

reduction. For all we know, they chose -10bps because it’s a round number. However, there is a rate at 

which negative rates become counterproductive, and the BoJ isn’t in a race to find that level. 

https://www.rt.com/business/262333-switzerland-eu-tax-agreement/


 

 

 Some analysts believe the ECB could move the deposit rate down to -100 to -150bps without 

creating undue pressure on bank profitability. The problem is, even if all these central banks dive into 

negative rates, the base effect is so low that Y/Y change in policy rates won’t be as effective. This chart 

shows that G7 industrial production is slowing, although not yet to zero. However, if IP slumps to -2% 

Y/Y it will be extremely difficult for central banks to offset that decline with stimulus. More than anything 

the SNB, BoJ, ECB among others are just buying time because policy constraints are real. 

 

 

**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 aren’t 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! ** 

 

Secrets of the MIT Poker Course – Mental Floss 

 

Comment: I’d say that macro is more akin to chess, but people have equated trading to poker forever. 

Many of the best traders are strong poker players and vice versa. This article takes a look into whether 

poker can be easily taught, and whether a little calculus makes a big difference. Either way, I’d say the 

learning curve for investing is steeper. 

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
https://mentalfloss.atavist.com/secrets-of-the-mit-poker-course
http://marketfy.com/item/cup-handle-macro-research/?ref_code=8d921bf55ce2ede537956901061ebcd2
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