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While economists are spending a lot of time on the likely depth of the economic 

downturn and shape of the recovery, little attention is being paid to the recent decline 

in US CPI inflation data. Falling core CPIs are likely to be much more of a shock to 

investors than slumping real economy data - which is being largely dismissed. Although 

we believe we are transitioning from The Ice Age to The Great Melt, in the interim The 

Great Melt-Down is likely to reassert itself as the dominant near-term investment theme. 

 Reams of commentary have been written about the likely depth of the global economic

downturn and the shape of the recovery. Seriously heavyweight forecasters, such as the 

OECD and IMF, have applied much thought to this. While these supra-national organisations 

always seem to err on the side of optimism, the depth of the downturn even these perennial 

optimists forecast is quite shocking (see for example the OECD estimates below). 

 It goes without saying that the depth of the downturn depends inter alia on how quickly the

authorities can bend the pandemic curves with the current lockdown, how quickly they re-

open their economies, and whether another flare-up of the virus necessitates further lockdown 

measures. It would be fair to say that investors are now somewhat more optimistic than they 

were, not least because of the extreme largesse of monetary and fiscal policy.  

 Despite the improvement in mood in the equity market because of the “whatever it takes”

policy headlines, perhaps all we have witnessed is a typical technical rally from extremely 

oversold levels. If this is so, with some commentators having already flipped and called the 

equity bottom, any relapse to a new low will decidedly sour the mood.  

 If as seems entirely plausible to me, the equity market renews its slump, how long will we

have to wait before the Fed starts buying S&P ETFs to add to its newly acquired �junk� ETF 

collection? A decline in the S&P below 2190, the intraday 23 March low, will likely get the Fed 

twitching anxiously, and if it falls 40% from its 19 February 3390 peak to around 2,000, I 

would expect to see the Fed step in and start buying equities! For many that will certainly 

mark the bottom and the market will likely surge again. That may not be the end of this equity 

bear market though - after all the BoJ buying Nikkei ETFs hasn�t worked so well,  has it? 

How deep is this economic slump likely to be? Very deep is the answer from the OECD 
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Amid all the pages of research I have read about the depth of the current economic slump and 

the likely shape of the recovery, the chart that stood out to me was the right-hand one below 

calculated by the fine folks at the FT using the new IMF forecasts (see chart below). This 

highlights that despite the V-shaped growth rate forecasts, even with the IMF expecting a 6% 

rebound in world GDP growth next year after a decline of 3% this year, world GDP will remain 

well below where it would otherwise have been by the end of next year (see left-hand chart). 

The largest western economies will see 5-6% economic scars even by the end of 2021.  

   

 

 

Source: IMF and Financial Times   

An assessment of the near-term depth of the economic slump and shape of the subsequent 

recovery is absolutely crucial to investors in finding a floor for risk assets. To a certain extent, 

though, the market has written off the Q2 real economy data and can turn a temporary blind 

eye to it, however bad it is. The problem will come if any Q3 rebound is weak � perhaps 

adversely affected by corporate bankruptcies and a more persistent retrenchment of consumer 

spending and confidence. After that the market will need to assess any additional economic 

damage from a possible winter flare-up in the Covid-19 virus. 

While I have seen much written about the above I have seen very little written about the likely 

imminent slump of the major western economies into outright deflation. Always just one 

recession away from outright deflation, many economic writers are instead concentrating on the 

medium and long-term inflationary impact from central banks crossing of the Rubicon into 

outright money printing. And although we would agree with those who believe we are 

transitioning into a world of rapid inflation in a phase we have dubbed The Great Melt, investors 

are ignoring the likely imminent deflationary bust unfolding in front of their eyes. We once again 

carry last week�s chart showing how the fine folks at Nomura see the US core inflation outlook. 

As we move through this year, investors are going to wake up to the reality of deflation  

Source: The Daily Shot, Nomura 

https://www.ft.com/content/e626cc6f-5aa9-4dae-b6a0-175b92aa126d
https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
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One specialist on �all things inflation� worth following is my former Dresdner Kleinwort colleague 

Edward Ballsdon, who recently began putting his thoughts into a regular blog � The Grey Fire 

Horse. He notes that the latest US CPI outturn for March was shockingly weak, not because of 

the 0.4% mom decline in headline inflation, but because of the 0.1% fall in core CPI (ex food 

and energy). Now, minus 0.1% might not sound like much of a decline but as Edward explains, 

“The month on month (mom) change in the core inflation rate is one of the most stable 
reported economic series in the USA. As a rule of thumb, the monthly inflation rate tends to 

fluctuate between 0.15% and 0.2% each month.  

“This stability can be seen by the BLACK columns in the (left-hand) chart below, which show 
the average mom inflation rate for the last 10 years for any particular month. The BROWN 

columns show the data releases for the last 12 months, and the RED shows the difference 
between the last reading and the 10-year average for that particular month.  

The latest US core CPI data was shockingly weak  This is only the second time core CPI has gone negative since 1983 

 

 

 

Source: The Grey Horse Blog   

Ed continues “I have been updating this (left-hand) chart for 20 odd years. A series of negative 

(positive) red bars quickly identifies disinflationary (inflationary) periods, which warns of changes 
to Fed Monetary Policy. What is very unusual in the above chart is not that the red bar is negative, 

it's that the brown bar is negative. This is a very unusual occurrence due to the way CPI is 

constructed (predominantly due to the large ‘shelter’ weighting, but that's another story). How 

unusual? The chart (above right) shows the monthly core mom changes going back to 

1970. It has been negative only five times in the last 50 years, and only twice since inflation 

was tamed by Paul Volcker.” 

Another way to see just how weak the March core CPI data was is to look at core CPI ex-owner 

equivalent rent (OER is some 25% of US CPI but it is not included in eurozone measures). OER 

inflation follows actual rent and has been running above 3% for some time (rent inflation is likely 

to slow sharply soon). But the sub-1% latest reading in the red line below is worth watching.  

Core US CPI is slowing sharply, especially when Owner Equivalent Rent is excluded (yoy, 6m% ch) 

 

Source: Datastream 

https://www.thegreyfirehorse.com/blog
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Regular readers know that I have long warned that the next recession would bring about 
either outright deflation in core CPIs, both in the US and the eurozone, or at least the fear 

of outright deflation. Well the �next recession� is here. And despite implied inflation 

expectations surging recently, in line with the equity rally, I think the black dotted line in the 

chart below is going to turn sharply lower again and probably soon fall well below zero.  

US 10y implied inflation expectations have surged recently 

 
Source: Datastream 

If (when) inflation expectations collapse I do not expect that real and nominal yields will surge 

again in the way they did in mid-March for one turbulent week when liquidity issues arose (see 

chart above). Instead I think the period up until March 9 where both inflation expectations and 

real/nominal yields all fell together will be repeated. That would be good news for gold investors 

who saw prices briefly crushed in mid-March as real yields briefly soared (see below). 

The gold price seems to be tracking the real yield closely 

 

Source: Datastream 

While on the subject of commodities, we are watching them closely as a real time indicator of 

real economy developments (see chart below). Also, is oil leading stocks lower? Maybe. 

Industrial commodities and global manufacturing PMI  Are oil prices leading the equity market?  

 

 

Source: Datastream    
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Financial markets ebb and flow within a long-term up- or downtrend depending on many things, 

and the fundamentals are just one of them. Often markets rally strongly within a bear market for 

purely technical reasons. But newspaper columns and broker reports have to be written � and 

just suggesting the recent strong equity market rally is merely a 50% retracement of the sharp 

decline to over-sold levels is not going to grip readers. They would rather hear that the bear 

market is over and that the rally is being driven by aggressive Fed action.  

We are eclectic in our analysis in that we try and incorporate both fundamental and technical 

analysis. I have mentioned some of my favourites previously, but this chart on Twitter from the 

excellent Dana Lyons @JLyonsFundMgmt caught my eye. It shows an excess of option calls 

over puts � suggesting the market is excessively bullish on a near-term technical basis.  

When Option calls exceed Puts the market is vulnerable to a downturn 

Source: Dana Lyons @JLyonsFundMgmt 

Having recovered half the sharp decline from the peak, a failure of the recent S&P rally at the 

100-week mav seems a distinct possibility (see chart below, personally I was surprised when it 

crashed below the 200w mav so easily). We also note that the weekly RSI (middle panel) and 

MACD oscillators (bottom panel) are still in a downtrend. 

One thing I do feel confident of though: if the market breaks below the 2190 March 23 low and 

begins to head towards 2000 (a 40%+ decline from the high), don�t be surprised when the Fed 

announces it will begin buying S&P500 ETFs. It is indeed a mad new world!  

The 100-week moving average (blue line top panel) might prove a hard hurdle for the S&P rally to overcome 

 
Source: Thomson Reuters Eikon  



 
 Global Strategy Weekly

 

 
 

 

 

6 16 April 2020 

 

ANALYST CERTIFICATION 
The following named research analyst(s) hereby certifies or certify that (i) the views expressed in the research report accurately reflect his or her or their personal views about 

any and all of the subject securities or issuers and (ii) no part of his or her or their compensation was, is, or will be related, directly or indirectly, to the specific recommendations 

or views expressed in this report: Albert Edwards 

The analyst(s) who author research are employed by SG and its affiliates in locations, including but not limited to, Paris, London, New York, Hong Kong, Tokyo, Bangalore, 

Frankfurt, Madrid, Milan, Geneva, Seoul, Warsaw and Moscow 

Albert Edward�s MAD2MAR historical recommendations over the past 12 months 

Important Notice 
Sections of this publication that are contributed by non-independent analysts should not be construed as investment research as such have not been prepared in 

accordance with legal requirements designed to promote the independence of investment research. Therefore, even if such sections contain a research recommendation, 

such sections should be treated as a marketing communication and not as investment research. SG is required to have policies in place to manage the conflicts which may 

arise in the production of its research, including preventing dealing ahead of investment research.   

IMPORTANT DISCLAIMER 
The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is based upon, 

sources believed to be reliable but is not guaranteed as to accuracy or completeness.  Material contained in this report satisfies the regulatory provisions concerning 

independent investment research as defined in MiFID. Information concerning conflicts of interest and SG�s management of such conflicts is contained in the SG�s Policies 

for Managing Conflicts of Interests in Connection with Investment Research which is available at https://www.sgmarkets.com/#/compliance/equity or 

https://www.sgmarkets.com/#credit/compliance SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in 

relation to the securities, or derivatives thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or 

entities.  SG does, from time to time,  act as a principal trader in  equities or debt securities that may be referred to in this report and may hold equity or debt securities 

positions or related derivatives.  Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the investments or related 

investments mentioned in this document.   SG is under no obligation to disclose or take account of this document when advising or dealing with or on behalf of customers.  

The views of SG reflected in this document may change without notice.  In addition, SG may issue other reports that are inconsistent with, and reach different conclusions 

from, the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report.    To the 

maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein.  This research document 

is not intended for use by or targeted to retail customers.  Should a retail customer obtain a copy of this report he/she should not base his/her  investment decisions solely 

on the basis of this document and must seek independent financial advice. 

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding 

the appropriateness of investing in financial instruments or implementing  strategies discussed herein.    The value of securities and financial instruments is subject to currency 

exchange rate fluctuation that may have a positive or negative effect on the price of such securities or financial instruments, and investors in securities such as ADRs effectively 

assume this risk.  SG does not provide any tax advice.  Past performance is not necessarily a guide to future performance.   Estimates of future performance are based on 

assumptions that may not be realized.  Investments in general, and derivatives in particular, involve numerous risks, including, among others, market, counterparty default and 

liquidity risk.   Trading in options involves additional risks and is not suitable for all investors.  An option may become worthless by its expiration date, as it is a depreciating asset.  

Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the "Characteristics 

and Risks of Standardized Options" at http://www.optionsclearing.com/about/publications/character-risks.jsp. or from your SG representative. Analysis of option trading 

strategies does not consider the cost of commissions. Supporting documentation for options trading strategies is available upon request. 

Notice to French Investors: This publication is issued in France by or through Societe Generale ("SG") which is authorised and supervised by the Autorité de Contrôle 

Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (AMF). 

Notice to U.K. Investors:  Societe Generale is a French credit institution (bank) authorised by the Autorité de Contrôle Prudentiel (the French Prudential Control Authority) 

and the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of 

our authorisation and regulation by the Prudential Regulation Authority, and regulation by the Financial Conduct Authority are available from us on request. 

Notice to Swiss Investors: This document is provided in Switzerland by or through Societe Generale Paris, Zürich Branch, and is provided only to qualified investors as 

defined in article 10 of the Swiss Collective Investment Scheme Act (�CISA�) and related provisions of the Collective Investment Scheme Ordinance and in strict compliance 

with applicable Swiss law and regulations. The products mentioned in this document may not be suitable for all types of investors. This document is based on the Directives 

on the Independence of Financial Research issued by the Swiss Bankers Association (SBA) in January 2008. 

Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (�the Branch�) with its registered office in Warsaw (Poland) at 

111 Marszałkowska St. The Branch is supervised by the Polish Financial Supervision Authority and the French �Autorité de Contrôle Prudentiel�. This report is addressed to 

financial institutions only, as defined in the Act on trading in financial instruments. The Branch certifies that this document has been elaborated with due dilligence and care. 

Notice to U.S. Investors: For purposes of SEC Rule 15a-6, SG Americas Securities LLC (�SGAS�) takes responsibility for this research report. This report is intended for 

institutional investors only. Any U.S. person wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SGAS, a U.S. 

registered broker-dealer and futures commission merchant (FCM).   SGAS is a member of FINRA, NYSE and NFA. Its registered address at 245 Park Avenue, New York, 

NY, 10167. (212)-278-6000. 

Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, 

Accredited Investors, as defined under National Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties" as 

defined under the ASC, BCSC, SFSC and NBSC Orders   

Notice to Singapore Investors:  This document is provided in Singapore by or through Societe Generale ("SG"), Singapore Branch and is provided only to accredited 

investors, expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289.  Recipients of this document are to contact 

Societe Generale, Singapore Branch in respect of any matters arising from, or in connection with, the document.  If you are an accredited investor or expert investor, please 

be informed that in SG's dealings with you, SG is  relying on the following exemptions to the Financial Advisers Act, Cap. 110 (�FAA�): (1) the exemption in Regulation 33 of 

the Financial Advisers Regulations (�FAR�), which exempts SG from complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption 

set out in Regulation 34 of the FAR, which exempts SG from complying with Section 27 of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of 

the FAR, which exempts SG from complying with Section 36 of the FAA on disclosure of certain interests in securities. 

Notice to Hong Kong Investors: This report is distributed or circulated in Hong Kong only to �professional investors� as defined in the Securities and Futures Ordinance 

(Chapter 571 of the Laws of Hong Kong) (�SFO�).  Any such professional investor wishing to discuss this report or take any action in connection with it should contact SG 

Securities (HK) Limited.  This report does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO. 

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities Japan Limited, which is regulated by the Financial Services Agency 

of Japan. This document is intended only for the Specified Investors, as defined by the Financial Instruments and Exchange Law in Japan and only for those people to 

whom it is sent directly by Societe Generale Securities Japan Limited, and under no circumstances should it be forwarded to any third party. The products mentioned in 

this report may not be eligible for sale in Japan and they may not be suitable for all types of investors. 

Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial Supervisory Service and the Financial 

Services Commission. 

Notice to Australian Investors: For Documents Distributed in Australia by SG Securities (HK) Limited: This document is distributed by SG Securities (HK) Limited, a 

Registered Foreign Company and Foreign Financial Services Provider in Australia (ARBN 126058688) that is exempt from the requirement to hold an Australian financial 

services licence under the Corporations Act 2001 (�Act�). SG Securities (HK) Limited is regulated by the Securities and Futures Commission under Hong Kong laws, which 

differ from Australian laws. The information contained in this document is only directed to recipients who are wholesale clients as defined under the Act. 

Notice to Indian Investors: Societe Generale Global Solution Center Pvt. Ltd (SG GSC) is a 100% owned subsidiary of Societe Generale, SA, Paris. Societe Generale SA 

is authorised and supervised by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (AMF). Analysts employed 

by SG GSC do not produce research covering securities listed on any stock exchange recognised by the Securities and Exchange Board of India (SEBI) and is not licensed 

by either SEBI or the Reserve Bank of India. 

http://www.sgcib.com. Copyright: The Societe Generale Group 2020.  All rights reserved. 

This publication may not be reproduced or redistributed in whole in part without the prior consent of SG or its affiliates. 

https://insight.sgmarkets.com/#/IR?icid=8678a9da-138c-43ac-8443-d69847c8536a



