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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 for 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.  Redistribution 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. 

LEGAL 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

PROCESS: RATE OF CHANGE CENTRIC 

DIFFERENTIATED FROM THE HERD 
Macroeconomics and Global Macro Risk Management are 
two very different fields. We specialize in the latter, 
incorporating key lessons of behavioral finance such as 
Prospect Theory and Bayesian Inference into our analysis. 

WE FOCUS ON THE SLOPES 
Everything that matters in Global Macro occurs on the margin. 
Our key differentiator is an ever-present focus on rates of 
change, which helps us front-run changes in sentiment among 
investor consensus and policymakers – both of whom tend to 
overweight absolute states in their analysis. 
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Q4 2017 MACRO THEMES 

USA QUAD 1 OR 2? 
Quad 1 allocations have had an epic run alongside Reflation’s Rollover, four consecutive quarters of accelerating growth 
and synchronized global momentum.  Now, with reflation again percolating, trough growth and profit comps now rearview, 
the Fed moving incrementally hawkish and a more divergent global growth outlook emerging, can the conspicuous YTD 
outperformance in #RealGrowthAccelerating exposures persist?  We’ll detail our near-term outlook for domestic growth 
and inflation and the strategy for traversing the chop associated with the reflationary bounce, weather related distortions 
and prospective policy and geopolitical catalysts.     

PROFITS VS TAX REFORM 
After 5 consecutive quarters of negative Y/Y earnings growth in the aftermath of the commodity bubble from Q2 2015 – 
Q2 2016, the easiest comps are officially in the rearview after four consecutive quarters of earnings growth for S&P 500 
constituents. Without the corporate profit tailwind, what has been 11 months of speculation as to whether or not the Trump 
administration can get tax reform done now matters in a big way for prolonging this bull market run. We’ll walk through the 
key scenarios.    
    

SYNCHRONIZED GLOBAL #DIVERGENCES 
The much ballyhooed “synchronized global recovery” which began in earnest in Q1 of 2016 appears to be petering out 
with noteworthy divergences emerging across key economies. We refresh our GIP Models for each and provide clues as to 
which countries and regions are likely to provide the highest risk-adjusted returns from here.  

1 

2 

3 
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MEASURING AND MAPPING THE CYCLE 
SPECIFICALLY, OUR BACKTEST DATA SHOWS THAT A LARGE DEGREE OF INTER AND INTRA ASSET CLASS RETURNS CAN BE EXPLAINED BY 
CHANGES IN GROWTH, INFLATION AND POLICY EXPECTATIONS. REFER TO THE FOLLOWING SLIDE FOR MORE DETAILS. 
 

DATA SOURCE: BLOOMBERG 
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WHY DOES THE 2ND DERIVATIVE MATTER? 
BECAUSE FINANCIAL ASSET RETURNS HAVE HISTORICALLY ANCHORED ON THE MARGINAL RATE OF CHANGE IN BOTH 
GROWTH AND INFLATION – ESPECIALLY WHEN THESE DELTAS ARE COUNTER TO CONSENSUS EXPECTATIONS. 

DATA SOURCE: BLOOMBERG. THE EXPECTED VALUE DATA IS WEIGHTED BY THE DELTA INTO THE RESPECTIVE QUADRANT. 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

MACRO SIMPLICITY:  LONG REAL GROWTH 

DATA SOURCE: BLOOMBERG 
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MAGIC MULTIPLES: A MOVING TARGET 
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PROFITABILITY = CONSISTENT WITH GDP CALCULUS 

DATA SOURCE: BLOOMBERG 
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ARE YOU SURE THE MARKET IS EXPENSIVE? 
PEAK RATES OF MULTIPLE EXPANSION ALWAYS OCCUR AFTER CYCLICAL DOWNTURNS. THIS TIME IS NOT DIFFERENT. 

DATA SOURCE: BLOOMBERG 

30

35

40

45

50

55

60

65

12

14

16

18

20

22

24

26

28

30
U.S. Recession S&P 500 TTM P/E Multiple (Monthly Average) Average Multiple = 19 ISM Manufacturing PMI (rhs)



11  © Hedgeye Risk Management LLC. All Rights Reserved. 

#GROWTH ACCELERATING PUTS A LID ON MARKET MULTIPLES 

WITH EARNINGS GROWTH LIKELY TO SEE ANOTHER SECOND DERIVATIVE SLOWDOWN WITH Q3 
REPORTING SEASON, THE PROSPECT FOR TAX REFORM WILL TAKE CENTER STAGE.  

DATA SOURCE: BLOOMBERG 
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EARNINGS CONTINUE TO REFLECT GROWTH ACCELERATING 

S&P 500 Q3 2017 EARNINGS GROWTH 

DATA SOURCE: BLOOMBERG 
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EARNINGS CONTINUE TO REFLECT GROWTH ACCELERATING 

NASDAQ 100 Q3 2017 EARNINGS GROWTH 

DATA SOURCE: BLOOMBERG 
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PULLING BACK THE SINE CURVE ON CORPORATE PROFITS 

DATA SOURCE: BLOOMBERG 
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THE EASIEST COMPS ARE IN THE REARVIEW 
BASE EFFECTS WOULD SUGGEST Q3 REPORTING SEASON SETS-UP FOR ANOTHER SEQUENTIAL DECELERATION IN Y/Y 
EARNINGS GROWTH, A TRIVIAL REALITY OF THE COMPS ASSOCIATED WITH THE INDUSTRIAL EARNINGS RECESSION. 

DATA SOURCE: BLOOMBERG 

*Note* S&P 500 
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the first positive 
comp post-
industrial complex 
profit recession. 
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TECH IN 2017: “EXPENSIVE” ON THE WRONG NUMBERS 

ANALYSTS HAVE NOW ADJUSTED THEIR FORECASTS IN RESPONSE TO MULTIPLE QUARTERS OF 
#GROWTH ACCELERATING DATA. 

DATA SOURCE: BLOOMBERG 
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FOR THOSE WHO WANT TO TALK “CHEAP” AND “EXPENSIVE” 

WE’RE NOT MAGIC MULTIPLE PROPONENTS BUT IF WE WERE, WE’D HAVE TROUBLE ARGUING FOR REAL 
GROWTH EXPOSURES BEING “EXPENSIVE”, BUT HEY MAYBE WE DON’T GET IT. 

DATA SOURCE: BLOOMBERG 
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FOR INFO ON OUR INVESTING PRODUCTS VISIT: 

HEDGEYE.COM 
 

OR EMAIL MATT MORAN 
MMORAN@HEDGEYE.COM 
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