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TOUGH YEAR TO MAKE MONEY #1 



THE STREAK COMES TO AN END… 



…BUT NOT AS POWERFUL AS THE 90’S 



Cryptocurrency 2018 Return Cryptocurrency 2018 Return 

ICON -95.9% IOTA -90.4% 

Qtum -95.9% NEO -89.6% 

Bitcoin Gold -94.2% zCash -88.5% 

Cardano -94.0% Litecoin -85.7% 

Lisk -93.8% Ethereum Classic -81.6% 

NEM -93.5% Ethereum -81.1% 

Bitcoin Cash -92.9% Stellar -76.1% 

OmiseGO -92.3% VeChain -75.0% 

Dash -91.9% Bitcoin -71.1% 

Source: Bloomberg 

WHEN DOVES CRY AND BUBBLES POP 



THREE TYPES OF 

BEAR MARKETS 



THREE TYPES OF BEAR MARKETS 

 

 

1. Cyclical Bear Markets 

 

 

2. Structural Bear Markets 

 

 

3. Event Driven Bear Markets 
 

 



 

 - Economy overheats 

  

 - Fed is raising rates to tackle inflation 

  

 - Ultimately we experience a recession 

  

 - Profits typically decline  
 

 

 

CYCLICAL BEAR MARKET 



Length (m) Decline Time to Recover  
(m) 

Change in 
Profits 

May 46 – Feb 48 21 -25% 27 --- 

Nov 68 – May 70 18 -36% 21 -13% 

Sep 76 – Mar 78 17 -19% 17 +14% 

Nov 80 – Aug 82 20 -27% 3 -19% 

July 90 – Oct 90 3 -20% 4 -37% 

Average 16 -25% 14 -14% 

Source: Bloomberg 
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CYCLICAL BEAR MARKET 



STRUCTURAL BEAR MARKET 

 

 - Triggered by structural imbalances, or 

  

 - Financial bubbles 

  

 - Deep recession and deflation follows 

 

 - Deep profits recession as well 
 

 



Length (m) Decline Time to Recover  
(m) 

Change in  
Profits 

Sep 29 – Jun 32 33 -85% 266 --- 

Feb 37 – Apr 42 62 -57% 48 --- 

Jan 73 – Oct 74 21 -48% 69 -15% 

Mar 00 – Oct 02 30 -49% 56 -54% 

Oct 07 – Mar 08 17 -57% 49 -92% 

Average 33 -59% 98 -54% 

Source: Bloomberg 
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STRUCTURAL BEAR MARKET 



EVENT DRIVEN BEAR MARKET 

 

 - Triggered by one-off ‘shock’ 

  

 - Typically don’t see a recession 

 

 - Profits are typically stable 

  

 - Oil price shock, EM crisis, War 
 



Length (m) Decline Time to Recover 
 (m) 

Change in 
profits 

Aug 56 – Oct 57 15 -22% 11 --- 

Dec 61 – Jun 62 15 -22% 11 0% 

Feb 66 – Oct 66 8 -22% 7 -5% 

Oct 87 – Dec 87 2 -32% 19 0% 

Jul 98 – Aug 98 1 -19% 3 -7% 

Apr 11 – Oct 11 5 -19% 5 -2% 

Average 8 -23% 9 -3% 

Source: Bloomberg 
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EVENT DRIVEN BEAR MARKET 
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WHICH ONE WILL IT BE???? 



THE ECONOMIC 

BACKDROP 



NOT A NORMAL RECOVERY 



A BIG DEAL FOR FINANCIAL ASSETS 



CURRENT GROWTH ESTIMATES 



NO SIGN OF A SLOWDOWN HERE 



WOULD BE UNUSUAL FOR THE 

CONSUMER TO CAUSE A RECESSION 



BUT MANUFACTURING IS FEELING ILL 
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CHINA HAS TIGHTENED AS TRADE 

TENSIONS HAVE GROWN… 



…AND THE MARKETS ARE CAUSING A 

DRAG 



HOW DO YOU FACTOR IN POLITICAL 

DYSFUNCTION? (U.S. VERSION) 



HOW DO YOU FACTOR IN POLITICAL 

DYSFUNCTION? (EUROPEAN VERSION) 



HOW DO YOU FACTOR IN POLITICAL 

DYSFUNCTION? (U.K. VERSION) 



THE ONLY GUY LOVING IT 



BUT WHERE ARE THE WARNING 

SIGNALS (LAYOFFS)? 



BUT WHERE ARE THE WARNING 

SIGNALS (YIELD CURVE)? 



BUT WHERE ARE THE WARNING 

SIGNALS (LEADING INDICATORS)? 



TWO PATHS 

FORWARD 



“There are two kinds of forecasters: those who don’t know, and those who 
don’t know they don’t know.” 
 
― John Kenneth Galbraith 

1956: IBM HARD DRIVE, 5 MEGABYTES 

2018: IPHONE XS MAX, 512 GIGABYTES 

http://www.goodreads.com/author/show/23458.John_Kenneth_Galbraith


AND THIS IS WHAT WE DO WITH IT? 



TWO SCENARIOS FROM HERE 

#1 – EVENT DRIVEN BEAR MARKET 

Bear market but no recession 

 

 - Growth settles at potential (high 1%/low2%) 

 

 - Inflation pressures moderate, but no deflation 

 

 - Fed pause + Chinese stimulus prove to be keys for sentiment  

 

 - Earnings estimates stabilize (Apple is just about $1000 phones) 

 

 - Everyone who loved 10-years at 2.6% hates them at 3%    

 

 - Credit wins over duration 

 



TWO SCENARIOS FROM HERE 

#2 – CYCLICAL RECESSION 
We are in (or soon headed towards) a recession and just don’t know it 

 

 - Layoffs will start to pick up 

 

 - 4Q18 or 1Q19 GDP misses by a large amount 

 

 - Psychology weighs on markets which kills the fundamentals 

 

 - The Fed is constantly playing catch-up 

 

 - Earnings estimates will plunge (more Apples) 

 

 - Every rally in risk assets should be sold 

 

 - Bond yields are headed to <2% as deflation fears resurface 

 

 



HOUSING SHOULD GET A BREAK 



THE BANKS DON’T NEED TO SHUT 

OFF CREDIT GROWTH 



THIS SHOULD STILL HELP 

CONSUMERS IF NOTHING ELSE 



INFLATION EXPECTATIONS… 
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…GIVES THE FED ROOM TO PAUSE 



HAS SOME VALUE COME BACK INTO 

THE MARKET? 



THIS ARGUES FOR POSITIVE 

FORWARD RETURNS 



WORST QUARTERS SINCE WWII 
ALL QUARTERS >-10% (292 QTRS IN TOTAL) 

Quarter % Change Next Qtr % Next 2 Qtrs % Next Year %

9/30/1974 -26.1 7.9 31.2 32.0

12/31/1987 -23.2 4.8 10.7 12.4

12/31/2008 -22.6 -11.7 1.8 23.5

6/30/1962 -21.3 2.8 15.3 26.7

6/30/1970 -18.9 15.8 26.7 37.1

9/30/1946 -18.8 2.3 1.4 1.0

9/30/2002 -17.6 7.9 4.0 22.2

9/28/2001 -15.0 10.3 10.2 -21.7

9/28/1990 -14.5 7.9 22.6 26.7

9/30/2011 -14.3 11.2 24.5 27.3

6/28/2002 -13.7 -17.6 -11.1 -1.6

12/31/2018 -13.6 ? ? ?

3/30/2001 -12.1 5.5 -10.3 -1.1

9/30/1975 -11.9 7.5 22.5 25.5

6/30/2010 -11.9 10.7 22.0 28.1

3/31/2009 -11.7 15.2 32.5 46.6

9/30/1981 -11.5 5.5 -3.6 3.7

9/30/1957 -10.5 -5.7 -0.8 18.0

9/30/1998 -10.3 20.9 26.5 26.1

12/31/1973 -10.0 -3.7 -11.8 -29.7

Source: Bloomberg



THIS IS A WILD CARD    

HOW DEPENDENT ARE WE? 



EACH CYCLE IS DIFFERENT    

HOW DEPENDENT ARE WE? 



SUMMARY 

1. Slowdown in global growth does not turn into a U.S. recession 
 - In the U.S. the fiscal tailwind will fade.  Housing will also drag 
 - Trade disputes will continue to weigh on the Chinese outlook 
 - But U.S. job growth should persist and lower rates & oil act as stabilizing factors 
 - Europe more at risk if only because they are starting from a lower level 
 

2. No recession prediction hinges on a couple policy changes 
 - First, Fed takes a pragmatic approach - No rate hikes until outlook improves and flexibility with quantitative tightening 
 - They also avoid any hikes that would invert the curve 
 - Second, China moves slowly towards stimulus (rate hikes and fiscal spending) 

 
3. Recession risk doesn’t disappear though.   
 - Credit markets are becoming more discerning 
 - Continued credit growth is unlikely and this won’t provide a tailwind anymore 
 - Fiscal policy is unlikely to help going forward 
 - Looking into 2020 government policy could change dramatically in as yet unknowable ways 
 

3. Outlook for equities also hinges on policy 
 - If the Fed makes a mistake and over-shoots, can’t rule out a tough year 
 - A more dovish Fed could extend economic cycle and lead to decent rebound.   
 - Dovish Fed could favor EM over developed as well 
 

4. Government bonds are unexciting, but remain a key hedge against recession 
 - Keep bond quality high – nearing end of the credit cycle 
 - Even with wider spreads not being paid to take credit risk 
 - It pays to sell credit early – opportunity cost isn’t high  
 - Cash is an asset class with yields >2% 



DISCLOSURES 



DISCLOSURES 
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AS ALWAYS THE MONEY FOLLOWS 

RETURNS 



WHY ARE WE DOING THIS? 



THE INFLATION BACKDROP…. 
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CHINA IS STARTING TO LEAN INTO 

THE WIND 


