
 
 
 
 
 
 

 

Value in Energy  

Summary:  
 

● BofAML Global Fund Manager Survey release 
● The setup is sooo ripe for a coming bull run in stocks 

○ Positioning offsides 
○ Strong breadth thrusts 

● FOMC tomorrow - I’m predicting a slightly hawkish cut 
● Draghi throwing down the gauntlet 
● Is the House of Saud on fire?  
● The big trend coming to energy stocks 

 
We’ve got a lot to cover this week but first I’d like to share a few charts with you from the latest 
BofAML Global Fund Manager Survey which I just posted to the Comm Center (​link here​).  
 
Funds have been dumping bonds and energy over the last month while buying US and 
Japanese equities.  
 

 
Relative to history they remain extremely overweight cash and US assets while running in the 
other direction from energy and stocks in general.  
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The most “favored region” is the US where current allocations are 1.1 stdev above the long-term 
average.  
 

 
 
The survey has the highest number of respondents expecting a recession since August of 09’.  
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And a near-record (last month set the record) number of them have taken out protection against 
a sharp fall in equity markets over the next 3-months.  

 
 
The euro’s valuation is at a new 17-year low.  
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While the pound’s valuation ​is​ at a record low.  
 

 
 
Finally, here’s another chart showing just how much fund managers hate stocks. There have 
only been three other times over the past 20-years when their general risk exposure was this 
low (green highlighted areas).  
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Either we’re headed into a recession in the near-term — which I don’t believe — or the global 
economy is going to bottom out and return to positive but slow growth and a hoard of fund 
managers (the survey consists of 230   managing over $650bn and is reflective of the asset 
management community as a whole) are going to scramble to get more exposure back on, 
chasing the market higher.  
 
This is the environment I think we’re heading into. 
 
I’ve been commenting on the strong market breadth over the last few weeks, such as the Zweig 
Breadth Thrust buy signal that was triggered the other week. Well here’s another great 
illustration of the underlying demand-pressure that’s starting to come back into the market. 
 
This chart from @macrocharts shows a major “breakout thrust” just occurred.  
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This indicator was developed by the great technical analyst, Walter Demeer (you can find his 
public StockCharts chart list ​here​). The indicator actually goes by the name “Breakaway 
Momentum or BAM” and is similar to the Zweig one we use. Here’s Demeer’s full breakdown of 
how its constructed (​link here​).  
 
The short summary of it is that it is a ten-day total of NYSE advances minus a 10-day total of 
NYSE declines. A “breadth thrust” occurs when the total advances are greater than 1.97 times 
the total declines, which is what’s just happened.  
 
Here’s a table (it’s a bit dated but gets the point across) of the SPX’s following returns after a 
BAM buy signal is triggered. That’s a pretty good record.  
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So I’m pretty bullish looking out over the next six months. I think Trump is going to do everything 
he can to boost the market and economy going into the election, whether that’s making trade 
deals or easing sanctions on Iran. And considering how off-sides everybody is, and it’s not just 
fund managers, look at how under-positioned retail investors are —  the IMX is near the 16’ low 
that preceded the 17’ bull run — ​I think the coming rally is going to be a real face ripper​. 
 

 
The very short-term picture is mixed, as I noted in this week’s ​Dirty Dozen​. The market is 
short-term overbought, bumping up against significant resistance, and put/call ratios are getting 
close to sell-signal territory.  
 
But things like high-yield debt (JNK) 
look like they may be breaking out 
and NASI is still giving a strong buy 
signal.  
 
The FOMC meeting tomorrow will 
set the tone for the short-term. I’m 
expecting a slightly hawkish cut of 
25bps. Meaning, I expect them to cut 
25bps and not commit to or strongly signal another imminent cut. This gives them flexibility. 
Personally, I think they should cut 50bps and get in front of the market so they actually get some 
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juice from these rate cuts but alas I have yet to be elected to the FOMC for some reason. Here’s 
Tim Duy’s latest on what he’s thinking they’ll do (​link here​) which is basically what I just wrote.  
 
These are just guesses. Like everybody else, I have no clue what they’re going to do. The only 
thing I do know is that the market will overreact and the immediate follow-on moves should be 
largely ignored. I’ll be putting out an update following the meeting and I think Chris and I are 
going to do a short podcast on it as well.  
 
Draghi throwing down the Gauntlet 
 
Speaking of Central Banks, Draghi went and made a splash in his last major policy meeting as 
ECB head. There’s a lot to unpack here, most of it is more wonkish policy debate that’s probably 
not that important to markets, yet. I’ll link to a few things on that for those of you who want to 
nerd out. But first, let’s get to what matters for markets.  
 
So Draghi went announced the tiered rate or dual-interest rate policy which money manager 
Eric Lonergan, writing over at ​Philosophy of Money​ had been pushing for a long time and which 
I’ve shared with you a number of his articles on the topic over the last few months.  
 
The debate on how this will impact Europe’s economy and markets is split and quite heated — 
that’s the wonkish bit. But the equally if not more important takeaway — at least in regards to its 
near-term impact — is that Draghi basically threw down the gauntlet to Europe’s core, telling 
them that if they don’t like negative rates then they should go and DO something about it. 
Meaning, get off your arses and boost your fiscal spending.  
 
The Dutch are already ​working on setting up a fiscal spending package​ and the tight pocketed 
Germans are even talking about setting up a “​shadow budget​” in order to boost spending while 
not technically breaking their black budget rules.  
 
It’s still early days and the fiscal sums being discussed are small but the important thing is that 
the paradigm is shifting. The fact that the Germans are openly discussing this at all is a 
milestone. We’ll have to watch this closely and see how things develop.  
 
For those of you who want to read up more on the recent ECB policy change and the 
subsequent debate, I’d start with Lonergan’s post (linked above) and then follow up with this 
one from ​The General Theorist​ and then read this opposing ​thread from @teasri​ as well as ​this 
from Thomas Hirst​. That will get you completely up to speed on where the debate now stands.  
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https://blogs.uoregon.edu/timduyfedwatch/
https://www.philosophyofmoney.net/draghis-historic-farewell/
https://www.dutchnews.nl/news/2019/08/dutch-consider-setting-up-e50bn-fund-to-ensure-economic-growth/
https://www.reuters.com/article/us-germany-budget-exclusive/exclusive-germany-considers-shadow-budget-to-circumvent-national-debt-rules-sources-idUSKCN1VU1CS
https://thegeneraltheorist.com/2019/09/15/draghis-last-stand/
https://twitter.com/teasri/status/1173562298067247108
https://twitter.com/tomashirstecon/status/1173572106652717056
https://twitter.com/tomashirstecon/status/1173572106652717056
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Flames in the House of Saud 
 
Some people (the US claims the Iranians, the Saudis just say it was Iranian backed Houthi 
rebels) apparently used drones to hit Abqaiq which is Saudi Arabia’s massive oil processing 
facility. 
 
This is all over the news so I won’t bother going into the details but here’s my quick two cents.  
 
Abqaiq has been called the most valuable real estate in the world. That’s because it’s literally 
the chokepoint for Saudi’s oil; something like half of all the Kingdom’s oil flows through there 
before then getting sent out to global markets.  
 
Oil spiked on the news and then quickly reversed following more news from the Saudis that 
they’re close to restoring 70% of the production capacity lost following the attacks.  
 
I don’t trade news like this. It’s a total crapshoot where things go in the near-term. I like to step 
away and see how things settle and listen to what the market is saying.  
 
So far here’s what I think and I hope you don’t mind putting on your tin-foil hat with me for a 
second. I think the Saudi’s did this to themselves or had some help from allies (Israel). They’re 
looking to IPO Aramco as early as November of this year (they’re looking to do a local listing of 
1% this year and next before the big international IPO).  
 
They need​ the money​ and higher oil prices will help bring in more of it. Framing the attacks on 
Iran, or at least Iran backed rebels, serves not just to bring geo-pol risk premium back into oil 
markets but it also hurts the chances of the US lightening up on sanctions —  both Israel and 
SA badly want regime change in Iran which is why they’ve become such unexpected 
bedfellows.  
 
What proof do I have of this you might ask?  
 
Absolutely none. But I do have over a decade working in the intelligence field where I spent a lot 
of time focused on this region.  
 
Take my crack-pot theory with a shaker of salt. But don’t completely dismiss it either.  
 
What does this mean for the oil markets and our long energy trades?  
 
Well, it’s not a bearish development at all. I was bullish on oil before the “attack” and now I’m 
just a little more so.  
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Warren Pies, energy analyst over at NDR, put out a ​good thread​ on the twitters this week and 
the last one sums up the current oil situation quite well.  
 

 
The curve is in backwardation. That typically leads inventories by 6-9 months, meaning we 
should expect inventories to drawdown in the coming future, which is bullish.  
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Positioning and sentiment are both neutral.  
 

 
 
And just to reiterate, energy was the biggest MoM loser amongst all global sectors in the BofA 
FMS.  
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This is really interesting to me because energy has the best dividend yield to Treasury spread 
amongst all the sectors. It’s actually at record highs.  
 
Also, the sector’s percentage of the S&P 500 now makes up less than 5% of the index for the 
first time ever, according to Sentiment Trader.  
 

 
I’ll be writing more about this in the week ahead. But there’s some names — some which we 
already hold and others I plan to buy very soon — that I’m really liking here. It’d be nice to see 
them sell off a bit more with the broader market over the next week or two so we can get better 
prices, but we’ll see.  
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That’s it for now. I’ll be back following tomorrow's FOMC with a followup and then will be 
covering some new trade setups and talking about a few of our positions later this week.  
 
Until then, stay frosty and try and not get whipsawed by Powell tomorrow.  
 
If you’ve got any questions for us in the meantime, let us know in the Comm Center. Have a 
great week! 
 
Your Macro Operator, 
 
Alex 
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