


HEDGEYE  2 

DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk 
Management is not a broker dealer and does not provide investment advice to individuals. This research does not constitute an 
offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual investment 
preferences or risk parameters; it is general information and does not constitute specific investment advice.  This presentation is 
based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or 
omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are 
intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk Management’s employees, 
which is based upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible 
for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are 
prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at 
www.hedgeye.com.  
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 HEDGEYE ASSET ALLOCATION  
The maximum preferred exposure for cash is 100%. 
The maximum preferred exposure for each of the 
other asset classes is 33%. 
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EUROZONE 

#CREDITCYCLE 

#VOLATILITYASSYMETRY 



EUROZONE 
Got GDP Slowing? Yes! Inline with our #EuropeSlowing theme, Q2 
preliminary GDP slowed across the Eurozone, to 0.3% vs 0.6% in 
the prior quarter. Specific country results: Germany (0.4% vs 0.7% 
in the prior quarter); France (0.0% vs 0.7%); and Italy (0.0% vs 
0.3%). Our bearish bias on the Eurozone remains intact. 



#CREDITCYCLE 
Looking at corporate credit there is a large divergence between different issues. Despite corporate 
bankruptcies on a pace not seen since 2009, credit spreads have tightened meaningfully. High-yield 
energy spreads have been more than cut in half since February from +1600 to +718 this morning. 
Resource high-yield spreads have reverted nearly back to trade at the same spreads as high yield 
broadly since the U.S. dollar broke out in July of 2014. Corporate leverage broadly (median debt/ 
EBITDA) reached record highs this week as reported by S&P, so if you believe this ends well, you 
also have to believe the fed’s next ease will involve buying of corporate bonds and monetization of 
debt 



#VOLATILITYASSYMETRY 
Once again vol. is for sale at all-time highs. In the summer of 2014, we 
introduced our #volatilityassymetry theme at all-time lows in cross asset 
volatility. While a number of indices haven’t quite reached those level, the VIX 
is looking to test its YTD low from last week, trading at 11.59 this morning – 
still a handle off all-time lows. The MOVE Index is at a level not seen since 
December 2014 which has helped drive corporate spreads lower. 



MACRO & MARERIALS  

BEN RYAN 
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THE CURVE HAS BEEN A BIG DRIVER OF SPREADS TIGHTENING 

DATA SOURCE: HEDGEYE, BLOOMBERG 
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DATA SOURCE: HEDGEYE, BLOOMBERG 
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RELIEF IN CREDIT SPREADS 

DATA SOURCE: BBG 
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ZIRP AND QE HAVE CONTRIBUTED TO THE HIGHEST RATES OF HIGH-YIELD BOND ISSUANCE 
EVER. WE’RE NOW AT A CYCLE PEAK IN CORPORATE CREDIT AS A % OF GDP 

PEAK LEVERAGING OPPORTUNITY ALREADY IN 

The Barclays High 
Yield Average 
OAS is still trading 
+~70 bps higher 
y/y (% Yield) even 
with the pullback 
in spreads since 
mid-February. 
 

DATA SOURCE: FEDERAL RESERVE, CONFERENCE BOARD 
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SPREAD RISK: HIGH YIELD  
HISTORY SHOWS THAT ONCE HIGH-YIELD SPREADS HAVE WIDENED MEANINGFULLY OFF THE CYCLE-LOWS AS THEY HAVE THROUGHOUT 2015, 
THEY DO NOT TIGHTEN AGAIN IN THE SAME CYCLE. MOREOVER, WE’VE NEVER SEEN A CREDIT CYCLE WITH THIS MUCH DEBT OUTSTANDING. 

DATA SOURCE: BLOOMBERG, SIFMA, FINRA, HEDGEYE ESTIMATES 
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Bubble Size = Total Corporate Credit Outstanding 
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HIGH YIELD ISSUANCE SOMEWHAT RECOVERED 

DATA SOURCE: SIFMA 



HEDGEYE  17 

COMMODITY-SECTOR INTEREST EXPENSE 

DATA SOURCE: COMPANY FILINGS 
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CORPORATE LEVERAGE AT ALL-TIME HIGHS 

DATA SOURCE: BBG 
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LEVERAGE IN THE ENERGY SECTOR 

DATA SOURCE: COMPANY FILINGS 
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PP&E PER MMBOE/DAY 

DATA SOURCE: COMPANY FILINGS 
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COMPANIES NEED TO CLOSE THE FUNDING GAP 

DATA SOURCE: COMPANY FILINGS 
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S&P 500 ENERGY OPERATING MARGINS 

DATA SOURCE: BBG 
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HAS ENERGY FULLY RECOVERED? 
WHILE THE POTENTIAL ONBOARDING OF NEW SUPPLY REMAINS A REAL RISK TO SUSTAINABILITY, THERE IS NO DENYING THE OBVIOUS 
RECOVERY IN PRICING FOR DOMESTIC ENERGY PRODUCERS. 

DATA SOURCE: BLOOMBERG. FORWARD ESTIMATES ASSUME NO CHANGE TO THE CURRENT QUARTERLY AVERAGE.  
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LOOKING AT EXPECTATIONS 

DATA SOURCE: BBG, COMPANY FILINGS 
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#PROFITCYCLE: A ROSY CONSENSUS PICTURE 

DATA SOURCE: BLOOMBERG 



MACRO GRIND 
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 Q2 S&P REVENUE & EARNINGS COMPS 
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 HEDGEYE MACRO PROCESS: RATE OF CHANGE 
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 CFTC NON-COMMERCIAL NET LONG POSITIONING 
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