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DISCLAIMER
This content has been prepared by Hedgeye Risk Management, LLC (“Hedgeye”) and is presented for informational purposes only. 
Hedgeye is not a broker dealer and does not provide investment advice to individuals. None of the information contained herein 
constitutes an offer to sell, or a solicitation of an offer to buy any security or investment vehicle, nor does it constitute an
investment recommendation or legal, tax, accounting, or investment advice by Hedgeye or any of its employees, officers, agents, or 
guests.  This information is presented without regard for individual investment preferences or risk parameters and is general, non-
tailored, non-specific information. This content is based on information from sources believed to be reliable. Hedgeye is not 
responsible for errors, inaccuracies, or omissions of information. The opinions and conclusions contained in this report are those of 
the individual expressing those opinions or conclusions and are intended solely for the use of Hedgeye’s subscribers and the 
authorized recipients of the content. The opinions of HedgeyeTV guests are not the opinions of Hedgeye. Hedgeye is not responsible 
for the opinions of their guests or the content or information they may provide.

All investments entail a certain degree of risk and financial instrument prices can fluctuate based on several factors, including 
those not considered in the preparation of the content. Consult your financial professional before investing.

TERMS OF USE

The information contained herein is protected by United States and foreign copyright laws and is intended solely for the use of its 
authorized recipient; there is a fee associated with access to this report. Access must be provided directly by
Hedgeye. Redistribution or republication of the content is strictly prohibited. By joining this call or possessing these materials, 
you agree to these terms and Hedgeye Terms of Service. For more detail, please refer to the Terms of Service
at https://www.hedgeye.com/terms_of_service
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Q2 2023 Macro Themes

New Quarter, Same TREND as the slowest moving Quad4 wreck in modernity continues to soldier southward.  Lost pricing power, 
tighter credit, contracting liquidity, negative real income growth, deteriorating real discretionary consumption capacity and
rolling credit events continue to define the local (& global) macro trajectory, and the trajectory of the domestic profit cycle by 
extension.  We’ll detail the fragility and trap door risk associated with the progressive hollowing out of underlying conditions and 
update the outlook and risk management playbook as Phase III of the Bear Market remains in conspicuous motion.

The stressors of Quad 4 have been building for some time and the pressure in the system has reached a critical threshold. Bank 
runs triggered by long-duration assets funded with fickle, uninsured liabilities are simply the latest symptom. The next phase of 
the credit cycle will reflect further tightening in credit availability and deteriorating credit quality at both the household and 
commercial level. Still-too-high inflation coupled with persistent labor market imbalances and that will keep the pressures in the 
system simmering. So long as Quad 4 remains the trajectory and cost, availability and quality of credit continue to deteriorate,
credit event risk will simply remain a when, not an if.

Any port in a storm? How about the Quad 4 port trifecta of Gold, $USD, Duration. While most commodity prices have been 
collapsing under Quad 4 demand destruction (oil, anyone?), gold has been doing what it should do in Quad 4 … a) not lose value 
and b) push slowly, steadily higher. While the full economic fallout of policy mismanagement has yet to play out, the downstream
reaction function is increasingly coming into focus. Not only is Gold a port in the storm, but investors know the policy reaction 
function down the road will be to print. Knowing this, Gold reacts accordingly.

#Quad4 Profit Recession Reiterated

#Quad4 Credit Event Reiterated

Long Gold Reiterated

3Data Source: Hedgeye Estimates
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What Are The Quads?
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Our GIP Model is a quantitatively oriented, regime-based framework that helps investors proactively prepare for volatility phase transitions within and 
across asset classes by triangulating the three factors that matter most to Macro Risk Management – i.e. GROWTH, INFLATION, and POLICY.

United States 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 ←  Actuals │ Estimates  → 2Q23E 3Q23E 4Q23E 1Q24E
Real GDP QoQ SAAR -29.90% 35.30% 3.90% 6.30% 7.00% 2.70% 7.00% -1.60% -0.60% 3.20% 2.60% 1.10% Real GDP QoQ SAAR -2.25% 4.35% 2.17% 0.17%

Real GDP YoY -8.35% -2.02% -1.52% 1.19% 12.46% 4.96% 5.72% 3.68% 1.80% 1.94% 0.88% 1.56% Real GDP YoY 1.14% 1.40% 1.30% 1.08%
2yr Comparative Base Effects 2.70% 2.73% 2.44% 1.49% -3.11% 0.14% 0.53% 1.01% 2.06% 1.47% 2.10% 2.44% 2yr Comparative Base Effects 7.13% 3.45% 3.30% 2.62%

Headline CPI YoY 0.36% 1.22% 1.24% 1.90% 4.85% 5.34% 6.69% 7.96% 8.63% 8.33% 7.10% 5.81% Headline CPI YoY 4.08% 3.70% 3.67% 3.68%
2yr Comparative Base Effects 2.26% 2.20% 2.12% 1.88% 1.09% 1.49% 1.64% 2.01% 2.61% 3.28% 3.96% 4.93% 2yr Comparative Base Effects 6.74% 6.83% 6.90% 6.89%
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x-axis: First Difference of YoY Headline CPI;
y-axis: First Difference of YoY Real GDP

© Hedgeye Risk ManagementData Source: BEA, BLS    Light Blue box = Hedgeye Nowcast Model estimate. Dark Blue boxes = Hedgeye Comparative Base Effects Model estimates. 
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US Real GDP YoY Projections

Data Source: Hedgeye Estimates

We use two distinct models to forecast the 
YoY growth rate of Real GDP and the 
combination of the two allows us to 

develop both a highly accurate real-time 
assessment of near-term economic 

momentum, as well as a high-probability 
scenario for where growth is likely to trend 

over the NTM.

Intra-quarter, we employ a stochastic 
nowcasting framework that anchors on 
nonlinear interpolation to relay rate of 

change signals from the individual 
features of the dynamic factor model to 

the base rate. In out-quarters where high-
frequency data has yet to be reported, we 
employ a Bayesian Inference process that 
adjusts each of the preceding forecasted 
base rates inversely and proportionally to 

changes in the base effects. 

All told, our US GDP nowcast model has 
an average absolute forecast error of 

55bps and an 85% success rate in terms 
of accurately projecting the rate of 

change of GROWTH.
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US Real GDP QoQ SAAR Projections

Data Source: Hedgeye Estimates

One differentiating factor of our 
forecasting process is that we aim to solve 

for where the economy is trending on a 
Full Investing Cycle basis, rather than 

trying to identify super short-term 
economic momentum. 

Our rigorous study of financial market 
history suggests the latter to be little more 

than noise in the context of making 
accurate intermediate-to-long-term 

investment decisions. 

As such, we are comfortable departing 
from the [perceived] “best” practices of 

economist consensus by interpolating our 
QoQ SAAR forecasts from our forecasted 

YoY growth rates. Macroeconomic Theory ≠ 

Macro Risk Management.
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US Headline CPI YoY Projections

Data Source: Hedgeye Estimates

We use two distinct models to forecast the 
YoY growth rate of Headline CPI and the 

combination of the two allows us to 
develop both a highly accurate real-time 

assessment of near-term inflation 
momentum, as well as a high-probability 

scenario for where inflation is likely to 
trend over the NTM.

Intra-quarter, we employ a stochastic 
nowcasting framework that anchors on 
nonlinear interpolation to relay rate of 

change signals from the individual 
features of the dynamic factor model to 

the base rate. In out-quarters where high-
frequency data has yet to be reported, we 
employ a Bayesian Inference process that 
adjusts each of the preceding forecasted 
base rates inversely and proportionally to 

changes in the base effects. 

All told, our US CPI nowcast model has 
an average absolute forecast error of 

36bps and an 85% success rate in terms 
of accurately projecting the rate of 

change of INFLATION.
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OUR MACRO 
PROCESS

8Data Source: Bloomberg
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The Investment Landscape Has Evolved Tremendously

AUM in listed ETFs surpassed $7.1 trillion globally as of Q4 2021, topping global hedge fund assets by over $2.3 trillion. Moreover, since 2015 ETF AUM has increased 208% with 
net assets from Hedge funds to ETFs increasing 940% since 2016. The proliferation of factor-based index investing and the concentration of hedge fund AUM at market-neutral 
platforms has made financial markets more sensitive to Macro risks than ever before. For example, JPM estimates systematic trading accounts for over 90% of US equity trading 
volume. Are your research and risk management processes equipped to compete for alpha in this new regime?

Data Source: Hedgeye Estimates 9

Skate To Where The Puck Is Going Within Asset Management

Stock-picking has given way to factor-picking and it’s our job as investors to embrace this sea change, rather than fight it.
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… So We Evolved Alongside It

Macroeconomic Research and Macro Risk Management are two very different 
fields. We specialize in the latter, incorporating key lessons from behavioral 
finance such as Prospect Theory and Bayesian Inference into our analysis. We 
don’t “feel” anything with regards to the markets or the economy; if we 
can’t contextualize it with math, we don’t have a view on it.

Rate of change accelerations and decelerations are facts, not opinions, and 
our process is focused on contextualizing these facts, rather opining on the 
validity of absolute levels of growth, inflation, and/or policy. This focus helps 
us consistently spot inflections in the performance of key factor 
exposures, across asset classes, 3-6 months ahead of investor consensus.
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WE ARE DIFFERENTIATED FROM THE HERD …BECAUSE WE FOCUS ON THE FACTS
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Highest/Lowest Expected Values By Quad Regime
Quad 1: Goldilocks

Best Asset Classes: 

Equities, Credit, Commodities, FX

Worst Asset Classes: 

Fixed Income, USD

Best Equity Sectors: 

Tech, Consumer Discretionary, 
Materials, Industrials, Telecom

Worst Equity Sectors: 

Utilities, REITS, Consumer Staples, 
Financials, Energy

Best Equity Style Factors: 

High Beta, Momentum, Leverage, 
Secular Growth, Mid Caps

Worst Equity Style Factors:                      

Low Beta, Defensives, Value, Dividend 
Yield, Small Caps

Best Fixed Income Sectors: 

BDCs, Convertibles, HY Credit, EM $ 
Debt, Leveraged Loans

Worst Fixed Income Sectors: 

TIPS, Short Duration Treasurys, MBS, 
Treasury Belly, Long Bond

Quad 2: Reflation
Best Asset Classes: 

Commodities, Equities, Credit, FX

Worst Asset Classes: 

Fixed Income, USD

Best Equity Sectors: 

Tech, Consumer Discretionary, 
Industrials, Energy, Financials

Worst Equity Sectors: 

Telecom, Utilities, REITS, Consumer 
Staples, Health Care

Best Equity Style Factors: 

Secular Growth, High Beta, Small 
Caps, Cyclical Growth, Momentum

Worst Equity Style Factors:                      

Low Beta, Dividend Yield, Value, 
Defensives, Size

Best Fixed Income Sectors: 

Convertibles, BDCs, Preferreds, 
Leveraged Loans, HY Credit

Worst Fixed Income Sectors: 

Long Bond, Treasury Belly, Munis, 
MBS, IG Credit 

Quad 3: Stagflation
Best Asset Classes: 

Gold, Commodities, Fixed Income

Worst Asset Classes: 

Credit

Best Equity Sectors: 

Utilities, Tech, Energy, Industrials, 
Consumer Discretionary

Worst Equity Sectors: 

Financials, REITS, Materials, Telecom, 
Consumer Staples

Best Equity Style Factors: 

Secular Growth, Momentum, Mid 
Caps, Low Beta, Quality

Worst Equity Style Factors:                      

Small Caps, Dividend Yield, Value, 
Defensives, Size

Best Fixed Income Sectors: 

Munis, EM $ Debt, Long Bond, TIPS, 
Treasury Belly

Worst Fixed Income Sectors: 

BDCs, Preferreds, Convertibles, 
Leveraged Loans, HY Credit

Quad 4: Deflation
Best Asset Classes: 

Fixed Income, Gold, USD

Worst Asset Classes: 

Commodities, Equities, Credit, FX

Best Equity Sectors: 

Consumer Staples, Utilities, REITS, 
Health Care, Telecom

Worst Equity Sectors: 

Energy, Tech, Industrials, Financials, 
Materials

Best Equity Style Factors: 

Low Beta, Dividend Yield, Quality, 
Defensives, Value

Worst Equity Style Factors:                      

High Beta, Momentum, Leverage, 
Secular Growth, Cyclical Growth

Best Fixed Income Sectors: 

Long Bond, Treasury Belly, IG Credit, 
Munis, MBS

Worst Fixed Income Sectors: 

Preferreds, EM Local Currency, BDCs, 
Leveraged Loans, TIPS

11Source: Hedgeye GIP Model Market History Backtests. Quarterly expected values since 1Q98.  Total Return indices. ETF exposures in ().
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The Quads Provide A Reliable Starting Point For Asset Allocation And Keith’s Quantitative 
Signaling Overlay Confirms Market Direction And Helps Risk Manage Core Exposures
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Core to the process of 
selecting our core 

exposures is determining 
whether the ticker screens 
well from the perspective 
of Keith’s proprietary risk 

management process, 
which employs PRICE, 

VOLUME and VOLATILITY as 
discrete factors in the 
calculus of levels that 

backtest well as critical 
momentum thresholds. 

Assets where last price is 
greater than all three (in 

ascending order) are said 
to be in a “Bullish 

Formation” and all dips 
should be bought, 

insomuch that assets in 
the converse “Bearish 
Formation” should be 
repeatedly shorted on 

strength.
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A│B Testing Process: Quantify Investor Consensus 

Data Source: Hedgeye Estimates

Monitoring Sector and Style factor Performance allows us to quantitatively track the evolution of our Macro Themes. Additionally, MEASURING and MAPPING key data sets 
within the CFTC COT report removes the qualitative guesswork from the process of tracking and ultimately FADING crowded positioning.

13



© Hedgeye Risk Management LLC.

Deliberately studying the VOLATILITY OF VOLATILITY leads to high-probability decision-making opportunities. TIMING matters.

A│B Testing Process: Measure & Map The Volatility of Volatility

14Data Sources: Factset, CFTC. Data through 04/20 close
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Measuring And Mapping The Quads With Precision Ex Ante 
Matters To Driving Ex Post Returns

Data Source: Hedgeye Estimates

US Comparative Base Effects Model Backtest US Nowcast Model Backtest
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FOR MORE INFORMATION CONTACT US AT:
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INFO@HEDGEYE.COM
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