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FINELY POISED

** / Data for charts are sourced from FRED, OECD, Eurostat, 
IMF, BIS, Market Watch, Yahoo/Google Finance, COT, Bloom-
berg, Investing.com or Quandl, unless otherwise stated.

* / See additional charts on final page. 

Let’s spare a few moments of sym-
pathy for the equity bears. The Q4 

rout was supposed to have been an ap-
petizer for a more sustained bear mar-
ket, and by most accounts, the major 
narratives are still on their side. Excess 
liquidity indicators—chiefly real M1—and 
other leading macro-indicators look 
dire, and the hard data have predictably 
rolled over. They gave up the ghost in 
Europe a long time ago, and are now 
softening in the U.S. Even better for the 
bears, earnings growth is now slipping 
and sliding, a logical consequence of 
the sharp drop in the rate of growth in 
almost all main hard macroeconomic 
indicators and surveys. 

Despite such a perfect set-up from 
the macro data, the equity market has 
rallied strongly at the start of the year, 
and is showing few signs of rolling over 
mid-way through February. There is 
still hope for the bears. If you are just 
looking at the headline data, it is rela-
tively easy to dismiss the rebound at the 
start of the year as a reflexive rebound 
from the horror show in the latter part 
of 2018, a bear market rally to suck in 
the naive bulls before the next deluge. 
The idea of a bear market rally is 
still alive, but equity bears also 
now have to contend with a revival 
of their greatest foe to date; the 
global central bank put.  
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https://www.bloomberg.com/news/articles/2019-02-16/stocks-staring-down-earnings-recession-fuel-wall-street-clash
https://www.bloomberg.com/news/articles/2019-02-16/stocks-staring-down-earnings-recession-fuel-wall-street-clash


-6 

-4 

-2 

0 

2 

4 

6 

8 

00 01 02 03 04 05 06 07 08 10 11 12 13 14 15 16 17 18 

 U.S. hourly earnings, y/y% 
 U.K. hourly earnings, y/y% 
 Eurozone, hourly earnings, y/y% 
 Japan, hourly earnings, y/y% Support for the hawks? 

* OECD data for the private sector, 
hourly earnings, 2015=100. Latest 
data are Q3 2018 for the U.K., the 
EZ and Japan, and Q4 for the U.S. 
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 China, PPI in manufacturing, y/y% (Left) 
 U.S. EZ and Japan PPI in manufacturing, y/y% (Right)* 

* GDP weigthed index of national core 
indices. January for the EZ is AS forecast. 

DOVES EVERYWHERE YOU LOOK
As I said a few weeks ago, the doves 

are out in force, and they were still 
parading last week. ECB board member 
Benoit Coeure poured cold water on the 
idea of “raising rates now, so that they 
can be lowered later” and gave further 
hints that new TLTROs are on the menu. 
Mr. Coeure’s term expires later this year, 
but he remains one of the ECB’s most 
influential thought leaders, and he is, al-
legedly, in the running to take over from 
Mr. Draghi as president. Mr. Coeure’s 
comments were accompanied by more 
dovish statements from Fed officials and 
further evidence that Chinese authori-
ties are now throwing the kitchen sink 
at its slowing economy. 

If the debacle in Q4 revealed the 
strike price of the central bank put, 
investors will now be wondering at 
what point monetary policymak-
ers will start to pull back the safety 
net. Considering where the major econ-
omies are in their respective cycles, the 
risk is high that a more hawkish story 
will emerge sooner rather than later. 
Unemployment has declined drastically 

across the board in the past few years, 
and wages are starting to stir. The first 
chart below shows that hourly earn-
ings growth is now accelerating in most 
of the main OECD economies with the 
exception of Japan. Note though that 
other Japanese data are more upbeat.  

That said, the threat from wage 
growth to central banks’ dovish policy 
stance is easy to challenge. Core infla-
tion remains subdued in Europe and in 
Japan. Even in the U.S., where the risk 
of overheating is most acute, the recent 
combination of robust gains in headline 
employment, higher unemployment and 
a rising LPFR rate is easily amenable to 
a goldilocks interpretation.      

Meanwhile, the slowdown in China 
continues to weigh on global trade 
and manufacturing, but it also drives a 
strong disinflationary impulse in non-
services inflation. This in turn feeds into 
major central banks’ reaction func-
tions, at least in theory. The Chinese 
PPI is now in freefall, adding support to 
the idea of a dovish tilt among central 
banks. The Narrative™, it would seem, 
is finely poised. 

fig. 01 / A threat to the dovish policy narrative? — fig. 02 / A disinflationary impulse from China
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https://asia.nikkei.com/Economy/Doubts-persist-over-Japan-s-claim-of-wage-growth-for-2018
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 Alpha Sources, Global LEI diffusion, (Left) 
 Global industrial production*, y/y% (Right) 

* CBP index 

fig. 03 / Global industrial production growth is now slipping and sliding

-30 

-20 

-10 

0 

10 

20 

30 

-1.0 

-0.8 

-0.6 

-0.4 

-0.2 

0.0 

0.2 

0.4 

0.6 

0.8 

1.0 

07 09 11 13 15 18 

 Alpha Sources LEI diffusion, (Left) 
 MSCI World, earnings-per-share, y/y (Right) 

fig. 04 / The “earnings recession” is now a story in markets

fig. 05 / Apparently, everyone is overweight cash…
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 COT positioning, Z-score U.S. two-year notes, no. of contracts 

* In standard deviations above/below median 
based on data going back to 1999 

Markets still believe in Fed hikes? 

fig. 06 / …But speculators are still very short U.S. two-year futures
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 Germany stock-to-bond returns, six-month, % 

fig. 07 / Buy the DAX 30, sell bunds ... what could go wrong?
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 Valuation Score, advanced 24 weeks (Left) 
 MSCI EU ex-U.K. index 6m/6m% four-week average (Right) 

fig. 08 / The EZ as a whole also looks good for a continued rally

Source: BofA and COT

Source: https://www.cpb.nl/en/worldtrademonitor

4

ALPHA SOURCES

CREATIVE COMMONS LICENSE, 2019, 
CLAUSVISTESEN.COM, CLAUSVISTESEN@GMAIL.COM


