
Equity Market Implosions Imminent:
Risk Management

The nascent economic trauma traversing 
global financial markets and across asset 
classes during March, is now broadening 
and entrenching itself deeper into the global 
capital-stack substratum, justifying the 
new appellation, The Great Corona Crisis, 
or GCC, of 2020 until 2022 or near-beyond.

As prosecuted in our April 2020 Circular, 
all reliable evidence suggests that there 
is two more years of event-driven, crisis-
like rollercoasting ahead, however, 
importantly, a key distinction between 
the Global Financial Crisis of 2007 and 
the incipient Great Corona Crisis, is that 
today’s acclimation will be forced upon us 
far quicker and it will be more unrelenting 
and arithmetically complex than any epoch 
before. Welcome to the Era of Automation 
and Bionic Markets.

Putting this together, it is evident 
that leading global equity markets have 
an unacceptably high probability of 
imploding and furthermore, cratering 
at unrecognisable velocities – a reversal 
(not retracement, there are important 
differences) seeing the US’ S&P500 
capitalisation-weighted index reset down 
between 1,250 to 1,500 and remaining 
rangebound until earnings and thereafter, 
distributions (i.e. dividends) reaffirm 
themselves.

Today, the S&P500 index, as example, at 
today’s level, based upon visible earnings, 
does not represent any kind of intrinsic 
value that’s worth pursuing, as it is being 
entirely propped up by liquidity (which in 
this context, is unwelcomed, as it perverts, 
‘Price Discovery’). The Australian S&P/
ASX 200 index, in step, could explore lower 
bounds dislocating to 3,250 to 3,800, further 
complicated by realising Indo-Pacific 
tensions discussed last week, with further 
reportage today that Australia’s ANZAC-
class frigate, the HMAS Parramatta, has 
been conducting joint US-Naval exercises 
deep into the northern, South China Sea, 
which began on 13 April.

Early April’s liquidity fuelled, ‘recovery 
rallies’, are both a conflation of Kübler-Ross’ 
authoritative, five stages of grief, Denial 
stage combining with the unsophisticated 
(and in this context, dangerous), W.D. 
Gann Fifty-Percent Retracement Theory, 
which demonstrably oversimplifies market 
pullbacks into binary price action options, 
seeing retracements in traded securities 
pare back at one-half of the original move 
from the high to the low (or vice versa). 

Corroborating this contention, Mohamed 
El-Erian, this week, astutely highlighted 
that early April’s premature recovery rallies, 
confuse a basic precept of Nash’s Game 
Theory, confusing March Madness and 
the Corona Crunch, as single, standalone 
games – wherein all amounting evidence 
suggests that we are entering extensive 
form games, commonly dubbed, “staged 
games”. Put simply, institutional market 
participants driving the recovery rallies are 
confusing one single round for the entire 
game and series of games yet incomplete.

Circumspective evidence and deductive 
economic determination are all well and 
good but they do not afford you prescience, 
and for this, the savvy global investor must 
actively select and then review, Leading 
Indicators for which they trust and come to 
count upon.

Cite:- Lead and Lag Indicators Vital For 
Picking US Investments, 2 April 2016

One of the DDPM Team’s longstanding 
favourites has been The Chicago Fed 
National Activity Index, or CFNAI, which is 
a monthly index designed to gauge overall 
economic activity and related inflationary 
pressures across the industrial belt of 
continental United States.

Adeptly, it predicted the Global Financial 
Crisis, in late 2006, before carnage 
struck, and served us and many well 
during the ominous 2011 to 2013, ‘Double 
Dip’, Great Recession interim, during a 
challenging window of time when Grexit 
remained a potent hex and newly deployed 
unconventional monetary programmes 
were still unproven. 

Cite:- Bloomberg Radio: Discussing 
CFNAI Great Lead Indicator On Inflation, 
June 2017

So it is today material that March’s CFNAI 
Release, is not only the worse ever recorded, 
it is literally off-the-chart.

This CFNAI release was constructed 

using data available as of 16 April 2020, and 
had all four broad categories of indicators 
used to construct the index making negative 
contributions, each of which themselves 
suffering their own sharpest declines since 
beginning in 2002.

The diffusion index is designed to 
capture broad movements in aggregate 
US economic activity around a long-term 
historical rate of economic growth and is 
in practical terms, relatively easy to read 
and interpret. Broadly speaking, big data 
techniques attempt to address the “curse of 
dimensionality” or the fact that the number 
of parameters to be estimated increases as 
the number of variables included in a model 
increase and the ability of the CFNAI to 
identify the recession in approximately real 
time is important, since early recognition of 
business cycle turning points enables more 
timeous investment responses.

Given that there are various ways to 
calculate the target for an equity market 
free-float capitalisation-weighted bourse, 
such as the S&P500 and given that we 
prosecute the case that equities are 
unsustainable at their current levels, the 
CFNAI economic activity real-time gauge 
allow the immediate implementation of 
developed dynamic factor methods that aim 
to separately make use of both the static 
and dynamic correlations present in large 
panels of time series in order to improve 
prediction.

As the incipient Great Corona Crisis 
acclimates at increasing haste, the proactive 
global investor has at their fingertips 
documented evidence, googleable economic 
reference materials and accessible 
real-time lead indicators, audited and 
distributed through reliable institutions 
and governmental agencies – ignore these 
gift horses at your peril.  
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