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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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SPAIN  

JAPAN 

ECB 



SPAIN  
And so the political pain continues in Spain. The latest update is acting PM Rajoy 
has once again convoluted the road to forming a government, this time going 
against his word to evaluate a series of reform demands from the centrist 
Ciudadanos party (which if agreed to by Rajoy would increase the likelihood of 
Ciudadanos joining Rajoy’s party to form a coalition government). Will this political 
indecision continue, leaving investors in the dark, you bet!   #EuropeImploding. 



JAPAN 
The Nikkei was hammered overnight, closing down -1.6% as the USD/JPY cross moved 
back below 100 on the heels of brutal export numbers for the month of JUL. Specifically, 
the -14% YoY decline was the largest fall since OCT 2009 and the decline showed 
broad-based weakness – calling attention to slowing global growth, as well as Japan’s 
inability to manufacture domestic demand. We’ve been the bears on Japanese equities 
all year and feel it’s appropriate to reiterate that call this morning amid this incremental 
breakdown of the #BeliefSystem.  



ECB 
ECB Minutes from July 21 show continued use of phrase 
“it [ECB] would act by using all instruments available within 
its mandate”. We continue to fade the ECB policy stance 
that QE will fix the region’s underlying growth and inflation 
ails. Our short bias on the EUR/USD remains intact.  
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FUNDAMENTALS HAVE MATTERED IN EM YTD 

As we outlined in the aforementioned 
note, EM assets have enjoyed fantastic 

run-ups throughout much of the YTD, so 
naturally, a good place to begin hunting is 

screening for countries whose markets 
have meaningfully underperformed their 
GIP fundamentals (potential longs) and 

those who have commensurately 
outperformed (potential shorts). 

  
There’s a thousand ways to skin this cat 
and believe us – we did (we’ll present 

those additional findings in the days and 
weeks to come). For brevity’s sake, 

however, we’ll focus on one quick and 
dirty way to accomplish this, which is by 
regressing dollar-denominated equity 

market returns off of their respective YTD 
lows vs. the delta in composite PMI 

readings off of their respective YTD lows. 
 

Regressing the aforementioned factors 
across the 16 emerging market 

economies we could find with available 
data yielded a positive correlation of 

+0.87. Even excluding outliers Brazil and 
Russia yielded a positively-sloping 

regression line with a correlation of +0.35. 

DATA SOURCE: BLOOMBERG 
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R² = 0.7413 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

0% 5% 10% 15% 20% 25%

x-axis: YTD Trough-to-Present % Change in Composite PMI Reading (where "0%" denotes new lows);
y-axis: YTD Trough-to-Present % Change in Benchmark Equity Market (in USD terms)



HEDGEYE  11 

CHINA: DO NOTHING 

Growth: generally trending 
lower across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
higher across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: LOL… Beijing will 
print whatever GDP 
numbers it darn well 
pleases; the key to trading 
Chinese equities is front-
running the onset or 
withdrawal of stimulus – 
which itself appears to be 
peaking 

DATA SOURCE: BLOOMBERG 
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MALAYSIA: BUY/OVERWEIGHT 

Growth: generally trending 
mixed across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad2 
throughout 2H16 and 1Q17 

DATA SOURCE: BLOOMBERG 
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SOUTH KOREA: DO NOTHING – FOR NOW 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower  across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad4 in 3Q16, 
#Quad2 in 4Q16 and 1Q17 

DATA SOURCE: BLOOMBERG 



HEDGEYE  14 

TAIWAN: BUY/OVERWEIGHT 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
higher across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad1/2 
throughout 2H16, #Quad4 
in 1Q17  

DATA SOURCE: BLOOMBERG 



HEDGEYE  15 

TURKEY: DO NOTHING 

Growth: generally trending 
lower across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower across the 
preponderance of key high-
frequency data 
Policy: neutral 
GIP Model Quadrant 
Outlook: #Quad2 in 3Q16, 
#Quad4 in 4Q16 and 
#Quad2 in 1Q17 

DATA SOURCE: BLOOMBERG 
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CHILE: DO NOTHING 

Growth: generally trending 
sideways across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad1 
throughout 2H16, #Quad3 
in 1Q17 

DATA SOURCE: BLOOMBERG 
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INDONESIA: DO NOTHING – FOR NOW 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad1 in 3Q16, 
#Quad4 in 4Q16 and 
#Quad3 in 1Q17 

DATA SOURCE: BLOOMBERG 
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MEXICO: SHORT/UNDERWEIGHT 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
higher across the 
preponderance of key high-
frequency data 
Policy: getting tighter at the 
margins 
GIP Model Quadrant 
Outlook: #Quad4 in 3Q16, 
#Quad3 in 4Q16 and 1Q17 

DATA SOURCE: BLOOMBERG 



HEDGEYE  19 

RUSSIA: DO NOTHING 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
lower across the 
preponderance of key high-
frequency data 
Policy: getting easier at the 
margins 
GIP Model Quadrant 
Outlook: #Quad4 in 3Q16, 
but back to #Quad1 in 4Q16 
and 1Q17 

DATA SOURCE: BLOOMBERG 
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THAILAND: SHORT/UNDERWEIGHT 

Growth: generally trending 
higher across the 
preponderance of key high-
frequency data 
Inflation: generally trending 
higher across the 
preponderance of key high-
frequency data 
Policy: getting tighter at the 
margins 
GIP Model Quadrant 
Outlook: #Quad3 
throughout 2H16 and 1Q17 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THEMATIC INVESTMENT CONCLUSIONS 

1. Mexico (EWW) 

2. Thailand (THD) 

3. Indonesia (EIDO) 

1. Malaysia (EWM) 

2. Taiwan (EWT) 

3. South Korea (EWY) 

LONG/OVERWEIGHT IDEAS SHORT/UNDERWEIGHT IDEAS 



MACRO GRIND 
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 HEDGEYE MACRO PROCESS: RATE OF CHANGE 
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 HEDGEYE SECTOR PERFORMANCE 
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 HEDGEYE SECTOR RELATIVE PERFORMANCE 
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 HEDGEYE STYLE FACTOR PERFORMANCE 
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 HEDGEYE RATES & SPREADS 
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 CFTC NON-COMMERCIAL NET LONG POSITIONING 
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 MARKET SHARE VOLUME & TOTAL VALUE TRADED  
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 KEY $USD CORRELATIONS 
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 FUNDAMENTALS HAVE MATTERED IN EM YTD 
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