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DISCLAIMER

Hedgeye Risk Management, LLC (“Hedgeye”) is a registered investment advisor, registered with the State of Connecticut. Hedgeye 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 or investment vehicle. This research is presented without regard for individual investment preferences or risk
parameters; it is general information and does not constitute specific investment advice, nor does it constitute or contain any legal or tax
opinions. This presentation 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
conclusion and are intended solely for the use of Hedgeye’s clients and subscribers, and the authorized recipients of the content. In
reaching its own opinions and conclusions, Hedgeye and its employees have relied upon research conducted by Hedgeye’s employees, which
is based upon sources considered credible and reliable within the industry. Neither Hedgeye, nor its employees nor any individual
expressing opinions, conclusions or data are responsible for the validity or authenticity of the information upon which it has relied.

TERMS OF USE
This report is protected by United States and foreign copyright laws and is intended solely for the use of its authorized recipient. Access
must be provided directly by Hedgeye. There is a fee associated with access to this report and the information and materials presented
during the event. Redistribution or republication of this report and its contents are strictly prohibited. By joining this call or possessing
these materials, you agree to these Terms. For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and
the Terms of Service at https://www.hedgeye.com/terms_of_service.

Legal
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Q3 2020 Macro Themes

We remain of the view that the US economy is transitioning from depression to recession, not “recovery”. In the 
presentation we’ll detail why Quad 3 is the most likely outcome for most of 3Q20E and why a flattening slope of 
improvement off the APR lows in economic activity represents a developing source of market risk for perceived 
recovery trades.

We took offense to the consensus view that corporate profits had bottomed at the beginning of the year and 
continue to take offense to such speculation heading into 2H20E. In the presentation, we’ll detail why we believe 
an epically negative earnings revision cycle is likely to commence in Q3.

The shallower the Quad 3, the more it looks like Quad 2 in asset performance terms – i.e. The Machine seeks out pricing power and 
organic growth potential. Cyclicals like Energy outperform in Narrow instances of Quad 3. The more pronounced the Quad 3, the
more it looks like Quad 4 in asset performance terms – i.e. The Machine seeks out safe dividend yields. Cyclicals like Energy get 
smoked in Deep Quad 3. If that sounds confusing, it’s because it is. In the presentation we’ll do our best to help you position for 
what market history has proven to be the most difficult economic regime to risk manage: stagflation.

Recession Stagflation

Earnings: Deep #Pod4

USD, Commodities, EM
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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 – i.e. GROWTH, INFLATION, and POLICY.
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US Real GDP YoY Projections

Data Source: Bloomberg

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 

28bps and an 88% 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: Bloomberg

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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Each of the following 30 features backtests as statistically significant with respect to predicting the rate of change of Real GDP growth and each feature's contribution to 
the overall signal is dynamically re-trained each quarter according to the relative strength of its first difference regression with the dependent variable. 

US Real GDP Nowcast Model
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US Headline CPI YoY Projections

Data Source: Bloomberg

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 

18bps and an 85% success rate in terms 
of accurately projecting the rate of 

change of INFLATION.
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OUR MACRO 
PROCESS
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The Investment Landscape Has Evolved Tremendously

Assets invested in ETFs and ETPs listed surpassed $6 trillion globally as of YE 2019, topping global hedge fund assets by over $3 trillion. Moreover, BlackRock anticipates 
ETF/ETP AUM to double to $12 trillion over the next 5 years. Regardless of whether or not you agree with this projection, you have to agree that 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 investment processes equipped to compete for alpha in this new regime?

Data Source: Bloomberg 10

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 Global 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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What Tends To Outperform/Underperform In Each Quad?
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Why Use The Quads?

Data Source: Bloomberg

Contrary to conflicted and compromised financial literature that wants you to remain fully invested and fully diversified throughout, our DELIBERATE STUDY of financial market history shows 
meaningful deltas in absolute and relative asset performance tend to CLUSTER around PARTICULAR moments in time – usually in conjunction with regime changes in economic conditions.
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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: Bloomberg

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.
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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
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FOR MORE INFORMATION CONTACT US AT:
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INFO@HEDGEYE.COM


