
 

 

                                 April 21, 2016 

 
 

Greetings, 

 This edition of Cup & Handle is a little different than the notes you’re familiar with because it’s the 

last… for now. My business partner and I have decided to return to active money management, which will 

preclude me from writing Cup & Handle for the time being. I want to emphasize that this newsletter is 

likely just on hiatus, not disappearing forever. And there is information at the end of this section that will 

ensure you’re at the forefront of Cup & Handle 2.0 should you be interested. 

 In five years, I think we’ll look back on the period between August 2014 and April 2016 as the 

most difficult macro environment in recent memory. Over that period the Cup & Handle portfolio 

consistently turned out positive returns, so in that regard it was a success. On the other hand, macro is 

about home run returns. We were able to catch a big chunk of the decline in oil starting in late 2014, the 

slowdown in emerging markets, and even the gold miners more recently. However, they weren’t huge, 

concentrated positions because agility seems to be more valuable than conviction these days. 

 

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


 

  I’ll refrain from making forecasts in this farewell edition. There are simply too many variables to 

accurately predict where assets are headed in the next year or even six months. Astute readers know 

which direction I believe they are headed, but these themes take a long time to play out – and then 

happen very quickly. The US election has been perhaps the most unpredictable in history, which is the 

wildcard for this year that nobody knows how to read. I will say that my “Five Bold Predictions for 2016” 

are holding up well after four months, and I have strong conviction that 3 or 4 will come to fruition. 

Brazilian President (for now) Dilma Rousseff has described the country’s impeachment proceedings as a 

coup, so we’ve got one in the bag already. 

 To conclude I want to thank all the readers for making this such an enjoyable experience. This was 

really the first forum where I made my investment views public. Writing in other public venues, like 

Forbes, you learn quickly via the comments section that the internet doesn’t understand nuance. To 

invest, if your views are correct 51% of the time, you’re a world beater. Strong returns are more about 

effective bobbing-and-weaving than having the correct view. I always felt that Cup & Handle readers 

understood that concept and it was much appreciated. 

 

NOTE TO ALL SUBSCRIBERS: 

If you currently receive Cup & Handle through Marketfy and want to get it in the future, you need to enter 

your email address: HERE. Otherwise I won’t have a way to contact you during a reboot. You won’t 

start receiving spam, email addresses are the lifeblood of a newsletter and they’ll sit in a spreadsheet 

until Cup & Handle returns to life. If you have any questions or concerns about your subscription, please 

contact Marketfy by calling 1-877-440-9464 or emailing support@marketfy.com.  

  

At the end of every intro section there has been this sentence: 

 

“As always, if you have any questions or comments or just want to vent, please send me an email 

at mike@cup-handle.com.” 

 

 That email address will still be active, and I’d like to keep interacting with readers during this 

hiatus. Comments or questions on the market will always be welcome and encouraged. Responses might 

not be as quick as they have been previously, but I will respond thoughtfully to all. 

 

Until next time, tread lightly out there, 

 

Michael Lingenheld 
Managing Editor – Cup & Handle Macro 
 

https://s3.amazonaws.com/C-HWeekly/Top+5+-+2016.pdf
http://cupandhandlemacro.com/weekly-subscription/
mailto:support@marketfy.com
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A Tale of Two Central Banks 

 There’s a narrative going around that central banks are losing their influence. The market might 

be rejecting some of their policies, like NIRP in Japan, but central banks are as powerful as they ever were 

and that’s unlikely to change anytime soon. There’s one alpha-central bank, the Fed, whose influence is 

far greater than all the others. There may come a day when that’s not the case, but for now “Rest of 

World” central banks are left managing monetary policy in the Fed’s wake. All of these central banks want 

to avoid deflation because it increases their real debt burden, but their strategies for avoiding a decline in 

prices varies widely. Two in particular are worth highlighting: 

 

Sweden: 

 Between June 2010 and July 2011, as global asset prices rebounded, the Swedish Riksbank hiked 

interest rates 175bps to 2%. In retrospect, it was wildly premature to tighten policy so quickly. Higher 

rates stunted prices and CPI quickly fell below 1%. The reaction was to cut rates well below zero, swell 

the Riksbank’s balance sheet and push CPI closer to the target of 2.0%. Officials were also very vocal 

threatening to intervene in Swedish Krona (SEK) if they deemed the currency to be overvalued. By almost 

any measure it’s the loosest monetary policy in the world. 

   

 Sweden also appears to be one of the world’s healthiest economies using any measure. GDP grew 

4.5% in the final quarter of last year. The unemployment rate is very close to the Riksbank 5-7.5% 

estimate of full employment, and the housing market is on fire – largely because borrowers are getting 

paid to do so.  The European Commission estimates that Sweden’s housing market is 25-40% overvalued. 

Like every other central bank, Sweden has one eye on Japan’s experience of deflation over the past 30 

years, and is willing to take unprecedented measures to avoid it. 

 On one hand, Swedish CPI has turned higher behind the rebound in oil prices and stabilization of 

Chinese growth. That should give Riksbank officials the greenlight to move rates back into positive 

territory, cool the housing market (which is already supported by tax policy that encourages mortgage 

lending), and prevent an asset bubble; like the one that ultimately pinned Japan during the early 1990s. 



 

On the other hand, the Riksbank looked awfully foolish completing a policy U-turn in 2011. They might be 

inclined to let inflation run a little hotter than the target, decreasing the real debt burden, and wait to see 

what the global landscape looks like in a few quarters. It’s the oldest central bank in the world (founded 

in 1668) and one of the most progressive. They’ve got an economy on solid footing, let’s hope they don’t 

squander it. 

 

Switzerland: 

 If you were to ask Janet Yellen how the Fed would respond to a downturn in the US economy she 

wouldn’t say QE4 or negative rates, but rather forward guidance. The FOMC’s first step would be to 

articulate why their stance has changed and then explain how that will impact policy going forward. It 

seems like a cop-out, but forward guidance can be effective and even extreme. Mario Draghi saying in 

2011 that he’d “do whatever it takes” was forward guidance, and Yellen clarifying that NIRP was on the 

table in her February testimony put in a low for the S&P 500. 

 There’s also a downside to forward guidance and transparency if it’s ubiquitous. Seemingly every 

trading day there’s a Fed president or ECB member giving a speech to offer his or her two cents. That 

creates a lot of noise and mixed signals, but the abundance of commentary from policymakers is a trend 

that keeps growing. Everywhere except Switzerland. 

   

 The Swiss are old school. The SNB’s first post-meeting news conference isn’t until June, and they 

don’t release minutes from the meetings. There have been only a handful of speeches from the three 

members of the SNB’s board posted on the bank’s website this year. In contrast, on April 7 alone the ECB 

released the minutes of its March meeting while at least four council members gave testimony or 

speeches, with the bank’s chief economist signaling that the ECB could ease policy further. 

 You could argue that the SNB’s secrecy leaves them at a disadvantage. Switzerland is surrounded 

by countries combatting deflation, and their ability to talk respective currencies lower has left the Franc 

severely overvalued. But the strategy also keeps Swiss officials from appearing to make promises they 

can’t keep. And it limits the danger of having the economy become too dependent on monetary policy. 



 

The SNB breaking the EUR/CHF floor at 1.20 in January 2015 was probably the most jarring policy move 

of last year, proving they’re not afraid to mix it up… just quiet. 

 It’s also a fool’s errand to expect the SNB to talk down the Franc while the ECB is max-dovish. The 

EU economy is 20x the size of Switzerland, which small and very exposed to trade. SNB President Jordan 

seems content to walk softly and carry a big stick, a strategy that could pay off handsomely in the future. 

SNB officials have been asked about their strategy numerous times, but have always replied, “No 

comment.” 

 

Growing Pains 

 Macro, more than any other strategy, is prone to fatalism. Macro is inherently forward looking and 

it’s hard to imagine a financial system funded with fiat currency sailing smoothly in perpetuity. That’s 

why there are so many Peter Schiff’s in the world screaming about debt crises, and every once in a while 

their calls look prescient. But a more realistic way to look at sovereign debt is GDP minus 10Y Treasury 

yields. As long as the economy is growing faster than the rate at which it can borrow, it’s hard to imagine 

the apocalypse is coming. The charts below show that GDP is still comfortably outpacing borrow rates, 

even though more recent growth data suggests the slowdown continues. 

  

 If anything these charts show how low 10Y Treasury yields could fall. Economists still sound 

confident that the US will avoid recession even if their growth forecasts are overly optimistic, which is 

not a new or surprising phenomenon. German GDP was a mere 1.3% Y/Y in 4Q15, but can borrow for 10 

years at 17bps, so in a way it’s slightly less solvent than the US. Having said that, GDP is backward looking 

and US capacity utilization suggests a live GDP reading would come in around 1.8% - exactly where the 

10Y is trading. That doesn’t mean the US is insolvent, it just means buying 10Y Treasury’s seems like a 

reasonable bet here.  

 

Chart of the Week 

 Throughout the history of this newsletter we’ve checked in on Japan dozens of times, mainly 

looking at the relationship between the BoJ’s balance sheet and USD/JPY or Nikkei. It’s easy to think that 



 

Abenomics was a foolish and ultimately failed effort to resuscitate the Japanese economy from deflation 

and horrible demographics, but it was largely an attempt to bounce back from the massive earthquake/ 

tsunami of 2011. Nuclear plants were shut down across the country, forcing the Japanese to import the 

vast majority of its energy – mainly crude oil. That wiped away the country’s current account surplus, 

which briefly turned into a deficit in 2014. 

 

 And then oil prices collapsed. A few of the nuclear reactors are back running, but Japanese oil 

imports are still substantial; they just don’t cost as much as they did prior to 2014. Lower prices have 

pushed the current account back into a significant surplus, which is inherently bullish JPY. Now, JPY 

positioning is extremely long at the moment. It’s one of the most crowded trades in a year when crowded 

trades have done very poorly. Bears argue the BoJ will intervene or MoF will come up with some 

extraordinary stimulus program, and that could happen. But this time the stimulus will be fighting a 

fierce headwind (CA surplus) that Abenomics never confronted. 

 

 

**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! ** 

 

Millennial Employees Confound Big Banks – WSJ 

 

Comment: Millenials are now the largest age demographic in the country, an influential voting block to 

politicians and the most sought after consumers. And yet some of the biggest, smartest banks don’t 

understand them. The banking sector is incredibly vulnerable to disruption, especially with regards to 

the millennial-friendly Blockchain. Most importantly these banks are losing tech savvy employees that 

have numerous options from start-ups to boutique investment companies with better work-life balance. 

mailto:info@cup-handle.com
http://www.wsj.com/articles/millennial-employees-confound-big-banks-1460126369


 

Wall St. is slashing expenditures across the board, senior employees cost much more, but there’s no way 

to fill the void unless they can better understand Millenials. 

 

Farewell Quote: 

"I have said that in my whole life, I have known no wise person, over a broad subject matter who didn't 

read all the time - none, zero. Now I know all kinds of shrewd people who by staying within a narrow 

area do very well without reading. But investment is a broad area. So if you think you're going to be good 

at it and not read all the time you have a different idea than I do." 

-Charlie Munger: Vice Chairman, Berkshire Hathaway 

 

That’s all! 

 

For any questions or comments, please email us at: info@cup-handle.com 
 
Please visit our website. 
 
Follow us on Twitter: @cuphandlemacro 
 
Disclaimer: None of the information contained in this publication constitutes a recommendation that any particular investment, security, portfolio, 

transaction or investment strategy is suitable for any specific person. This publication may contain news, information, speculation, rumors, opinions and/or 
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 
PUBLICATION. INVESTING IN SECURITIES, PRECIOUS METALS, AND OTHER INVESTMENTS, SUCH AS OPTIONS AND FUTURES, IS SPECULATIVE AND 
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. 
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