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NOT LONG NOW

** / 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. 

Too many themes have caught 
my attention recently, so I’ll stick 

with some points on markets this week, 
leaving my more discursive thoughts 
for later. I think two things currently 
are serving to make sure that markets 
resemble deer caught in the headlights. 
For starters, Mr. Trump’s Twitter feed 
is keeping everyone on edge, whether 
they like it not. Markets clearly are 
moving as he tweets—no matter how 
crazy the statements—and to the extent 
that the president is using his executive 
powers to affect policy, he is liable to 
announce it on Twitter, even if he does 
decide not to go ahead. This makes 
Trump’s twitter feed a bit like nonfarm 

payrolls. Everyone knows that it is a lag-
ging indicator, that it is heavily revised, 
and notoriously volatile due to seasonal 
adjustment and sampling issues. Still, 
knowing the headline in advance can 
make you a lot of money. In short; 
traders have to stay alert to Mr. Trump’s 
volatile ramblings. Secondly, markets 
are waiting for the decisions by the Fed 
and the ECB later this month. Further 
easing is all but guaranteed from both 
central banks, but expectations are 
elevated, increasing the risk of a dis-
appointment. In any case, it is fair to 
say that whatever they actually do this 
month, the guidance from messieurs 
Powell and Draghi will be just as impor-
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fig. 01 / Don’t touch the long bond  fig. 02 / Will value roar if the Fed moves? 

tant as the actual actions taken by the 
FOMC and ECB.

Looking across all my charts and 
models, two conclusions currently stand 
out. Everything is expensive, but dura-
tion and growth equities, in particular, 
look as if they could be in for some cold 
steel. This is not a statement about a 
fundamental shift in the bull market of 
these two strategies, but it should be 
tradable. The first chart below shows 
that my model is telling investors to 
run from the hills with respect to the 
long bond, which isn’t odd given that 
the curve is now firmly inverted, in both 
2s5s and 2s10s guise. 

For fixed income investors, this is a 
textbook case of migrating to the front-
end in anticipation of aggressive rate 
cuts by the Fed. At the very least, unless  
we’re dealing with the Ghost of Volcker 
as Fed chairman—which we aren’t—it 
doesn’t really make sense to chase 
duration here. After all, the US 10y has 
gone from 3.2% to 1.5% in the space of 
nine months. That’s a good trade! 

Of course, compared to the black hole 
that is negative interest rates in Europe 

and Japan, a U.S. 10y at 1.5% looks 
juicy, but that ignores the by now infa-
mous hedging costs after which JGBs 
actually are cheap compared to USTs. 
In addition, it’s possible for both bunds 
and JGBs to suffer a taper tantrum and 
still remain very low. In case you hadn’t 
noticed; I don’t like duration here! 

The lesson for equity investors is less 
clear cut. If the Fed is about to crush 
short-term rates in an economy that 
strictly doesn’t need it, the curve should 
bull steepen, and value—effectively en-
ergy and financials—should outperform. 

The second chart below suggests that 
a bull-steepener ought to be good for 
value relative to growth, but we need 
to consider absolute returns too. After 
all, an inverted yield curve often is also 
a sign that the Fed has made a mistake 
and that a recession is more or less in-
evitable. If that’s true, equity exposure, 
of any kind, isn’t the best way to posi-
tion your portfolio, though I still think 
that a U.S./global recession would be 
accompanied by a rotation away from 
growth sectors. After all, that’s usually 
what happens, when the cycle turns. 
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A quick look across global macro 
indicators suggest that global growth 
remains soggy. The first chart below 
shows that my composite index of glob-
al LEIs is still rolling over, pointing to 
further weakness for headline coincident 
indicators in Q3. It’s fair to say, though, 
that this picture—focused on the global 
industrial cycle—underestimates what is 
still solid decent growth in many do-
mestic economic sectors. We see clear 
evidence of this in both U.S. and Euro-
pean economic data, and I’d even add 
EMs here too, where the sharp reversal 
in U.S. interest rates now provide cover 
for central banks to loosen monetary 
policy. Indeed, I think there is a more 
subtle point to be made here. 

Global political and economic uncer-
tainty have been dialled to the max, 
prompting policymakers to drastically 
shift their policy stance, either outright, 
or via a shift in language. As long as 
the worst-case scenarios are kept 
at bay, policy easing aimed at 
countering uncertainty is a boost to 
households and non-tradable sec-
tors. Brexit is probably the best exam-

ple—UK consumers are doing absolutely 
fine still—but the trade wars apply too 
I think. After all, they haven’t morphed 
into a full-blown, currency/capital flows 
war, at least not yet. 

This positive story, quickly runs into 
obstacles. One is technical, and mainly 
concerns equities. The crash at the end 
of last year has created a high bar for 
absolute returns into year end, for the 
simple mathematical reason that trailing 
returns will soar even if markets move 
sideways. In effect, the normal seasonal 
boost into year-end—the vaunted Santa 
Rally—might not work out this year. 

Another more fundamental problem 
is that bonds and stocks have rallied in 
tandem this year, which isn’t normally a 
good sign. Bloomberg’s Cameron Crise 
lay’s it out nicely in his not of August 
27. “Where should you put your money? 
It’s an important question for investors 
as the ex-ante return of most financial 
assets dwindles toward something ap-
proaching zero.” I couldn’t agree more. 
Investors seem certain the Fed and the 
ECB will help; it won’t be long before 
we know whether they’re right.

fig. 01 / Unchanged, and poor  fig. 02 / But tentative signs of a bottom in real M1 growth?
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https://www.bloomberg.com/news/articles/2019-09-01/huge-returns-raise-risk-alarm-at-230-billion-funds-in-denmark
https://www.bloomberg.com/news/articles/2019-09-01/huge-returns-raise-risk-alarm-at-230-billion-funds-in-denmark

