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Beyond the dots
In this section we build upon this week’s core themes from  
Join the Dots.

We examine different ways to express the macro trends  
presented in Join the Dots through accessible, liquid asset classes 
and trading strategies.

They say the market has no memory, but that can’t be right. Is the market not a 
reflection of all of us, both human and algo, government and private?

How could the market know that 4% is the magic threshold for bear market rally 
days? The S&P rallied over 4% eight times in 2008–2009. That’s why people like 
Paul Tudor Jones learned the market through studying short-term market action. 
You don’t do that merely to be a short-term trader; you do it to be in close touch 
with the rhythm of the market, to develop that sixth sense in your core. The price 
action tells you all you need to know – the rest is a story.

This year the S&P closed down 6%. In six of the last ten trading days the market 
moved over 2%. This is why we say it’s a trader’s tape: You can effectively  
swing-trade the opportunity to make 100s of BPS weekly. This is how the “market  
wizards” come by those fabled high-double-digit returns with a Sharpe ratio above 
3. They take advantage of ALL the moves. They use those moves to reduce risk, to 
try some small longs, to re-short at the close on the face-rip squeeze days. Activity 
in these market conditions isn’t a luxury, it’s a prerequisite. If you’re not equipped 
or inclined to execute that sort of active strategy, take a step back and raise cash. 
This has become truly a “Don’t try this at home, kids” market and looks to remain 
that way in 2019.

As Daniel Lacalle said on Real Vision, “We mentioned before that cycles are 
becoming shorter and more abrupt. So we need to take advantage of those short 
cycles by being a lot more active.”

Financial punditry is full of excessive explanations of every move. The violent  
rallies from short-term oversold conditions caused bubble TV hosts to gush  
and the ultra-bears to flinch – why were they all surprised? That’s what happens  
in bearish markets; that is where the memory lies. It’s a subconscious  
understanding of what the normal range should be. It’s in our bones – we’ve seen 
this movie before!
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TRANSPORTS ETF / CRUDE OIL

 

 

Given the aforementioned significance of the Transportation stocks in identifying 
a potential looming recession, it makes sense to see what’s been driving the index 
internally. Included in the index are of course stocks that typically benefit from 
cheap oil, such as the airlines. But once again, we love when stocks are supposed 
to react in a textbook way to news or macro trends and they just don’t – therein 
lies the magic.

Source: Real Vision/Bloomberg
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Source: Real Vision/Bloomberg

DOW TRANSPORTS BEST/WORST PERFORMERS 2018

 

 
Two bull-market airline growth darlings got whacked in ’18: JetBlue and  
Southwest. But what is very interesting is the severe underperformance of FedEx, 
a company many consider an economic bellwether and, perhaps as important, the 
largest component of the IYT ETF.
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Source: Real Vision/Bloomberg

FEDEX 1 YEAR FIBONACCI RETRACEMENT

 

 
With FedEx down 40% from its highs, one would be smart to watch this bellwether 
but perhaps not take a position. If the bounce in broader indexes continues, we 
could see FedEx move back above 180 and perhaps test 200...
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Source: Real Vision/Bloomberg

BOEING 5 YEAR FIBONACCI RETRACEMENT

 

 
But why be short the bombed-out stock of FedEx when you can implement a 
bearish transport view through being short Boeing, which accounts for 28.2% 
($497M) of FedEx’s capex spending. 

A world where fewer planes are required to deliver fewer more expensive Chinese 
goods to American customers can’t be good for BA, and yet the stock is still up 
over 300% from its 2016 level.

A recent series of lower lows on the chart bodes ominous...
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Contributors’ corner
In this section we look at what Real Vision contributors are  
seeing and doing in the markets.

As we’ve covered in this publication and Join the Dots, the credit market is giving 
unwavering information regarding the health of the economy and corporations 
worldwide. And we’re concerned that this theme is recurring amongst our expert 
contributors as well.

Daniel Lacalle had this to say on an episode of Real Vision’s Skin in the Game:

  The biggest risk in credit markets is in the extremes. The biggest risk in credit 
markets is in sovereign bonds and in high yield, no? Now, central banks are 
going to defend sovereign bonds. Don’t even doubt about it. They’re not going 
to defend high yield. 

  More importantly, they cannot. So spreads continue to widen and continue to  
widen. They creep up. They creep up. They creep up. And they creep up as  
solvency and liquidity ratios weaken. 

  Therefore, the so-called high yields that I call high yield with no yield – because 
obviously a 35- year low yields, that is you’re basically getting bonds at 4% of  
companies that are virtually bankrupt, or 5% in some cases.
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As the crude price sits right at breakeven for shale and below for the rest of 
non-Permian output, Julian Brigden sees WTI oil prices as a determining factor  
in the high-yield market.

Source: Macro Insiders



TM

PAGE: 12 // 22 

Source: Real Vision/Bloomberg

HIGH GRADE CREDIT SPREAD

 

 
We can see that the high-grade spread has blown out after super-tight conditions 
for many years. Though we are at multiyear highs, with high-grade corporates 
fetching a whopping 1.53% more than Treasuries, this chart lets you know exactly 
where this spread could blow out to.
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Source: Real Vision/Bloomberg

NEW AGE BEVERAGES 1 YEAR

 

 
Michele Schneider is bullish on New Age Beverages. Her trade in 3D systems 
(DDD) in 2018 earned her Real Vision’s trade of the year, so it pays to pay attention 
to Michele! 

Schneider views New Age as a cheaper way to enter the cannabis space, and she 
also likes the upside in the health drink space.

She suggests buying ticker symbol NBEV between $5 and $6. Her target price is 
above $8 with a stop loss of $4.50. If the stock is currently trading above $8, it 
may be wise to wait for new all-time highs to enter the trade. 
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True North
In this section we keep our eye on the path, shake off market  
noise, and quell B.S. narratives, helping you get direction on  
actionable ideas.

One thing that becomes fairly obvious at this time of year is the need for people to 
make lists and bold predictions. We resist both vehemently; instead let’s focus on 
how the markets finished the year and what we should focus on in Q1. 

You could say that 2018 was the year that macro made a comeback; and of 
course that’s true, but it could also be looked back on as the year the world went 
to economic war. And as is the case in times of war, one needs to pay close 
attention to political transgressions.

While President Trump has no shortage of international frictions to deal with, 
it was his domestic budget conflict that provided a few tape-bomb events 
throughout December. The US is of course is no virgin when it comes to budget 
drama, but this one smells different. The disfunction of the executive branch and 
Congress could steal the show in 2019, and we can only expect that the dawn of 
the 2020 election cycle will bring it all to a head.

S&P BEST/WORST PERFORMERS DECEMBER 2018

Source: Real Vision/Bloomberg
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December 2018 was the worst closing month for the S&P in a decade. We’ve 
already touched on FedEx as one of the worst performers, but perhaps it’s more 
interesting to focus on the stocks that caught a bid in the midst of a shitstorm.
Let’s start at the top. Newmont Mining, the world’s second largest gold-producing 
company, had a banner month. Obviously, gold rallied 4%, so to see NEM move 7% 
to the upside is not unreasonable. 

On the spread chart below we can that NEM is still lagging on a six-month basis 
by 11%.

NEWMONT/GOLD SPREAD

Source: Real Vision/Bloomberg
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Source: Real Vision/Bloomberg

NEWMONT MINING/GOLD COMP CHART

 

If gold can sustain a move back above 1350 it’s not unreasonable to expect to  
see NEM back in the mid 40s – a move that would represent a 25% return from 
current levels.
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Source: Real Vision/Bloomberg

MICROSOFT/FANG INDEX

 

 

What was once a virtue has become a death sentence. To be part of the cool kids 
club called FANG meant hedge fund hotel status – with peak insanity being the 
NYFANG future! Which we show on the chart above. But one tech giant has been 
less scrutinized in the Nasdaq swoon: Microsoft. 

With MSFT’s PE of 26 on a $750 billion market cap, even the most tried and true 
Nadella disciples will have a hard time looking you square in the eye and saying 
the stock is cheap. There was a time when IBM outperformed in the tech bear of 
the early 2000’s because it was a “real,” ”safe” technology company! 

In an era of anti-mega-corporation, international antitrust activism, and flat-out 
global contraction, there is no reason that Microsoft should outperform the other 
US mega-tech companies.
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Source: Real Vision/Bloomberg

MICROSOFT 3-YEAR FIBONACCI RETRACEMENT

 

 

MSFT is breaking down technically and there’s no reason why the stock can’t see 
a retracement back to the 61.8 % Fib level of $74 a share.
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Source: Real Vision/Bloomberg

ECB BALANCE SHEET, % OF GDP

 

 

In the mother of all New Year’s resolutions , the ECB pledged that its purchases 
of bonds, which have topped 2.6 trillion euros to date, will stop in 2019! With all of 
the chaos that ensnared markets in Q4 2018, European sovereign debt was placed 
firmly on the back burner. 

Yet here we are staring at a ECB balance sheet that has ballooned to 40% of GDP.
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Source: Real Vision/Bloomberg

ITALIAN 2-YEAR YIELD

 

 
We cannot forget a story that dominated earlier in the year: the Italian debt. 
Though it seems a deal with the European Commission has been struck, further 
kicking the can down the road, it’s good to remember what has and could again 
happen in the sovereign space by way of rapid repricing of risk.
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