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Legal

Data Source: Bloomberg

DISCLAIMER 

The preceding has been presented for informational purposes only.  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 conclusion and are intended solely for the use of 
Hedgeye’s subscribers and the authorized recipients of the content. 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. Access must be provided directly by Hedgeye. 

Redistribution or republication is strictly prohibited. For more detail please refer to the Terms of Service at 
https://www.hedgeye.com/terms_of_service.  
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Please submit questions* to

qa@hedgeye.com

*Answered at the end of the call
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The Investment Landscape Has Evolved Tremendously

AUM in listed ETFs and ETPs 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 you agree with this projection, you must 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 research and risk management processes equipped to compete for alpha in this new regime?

Data Sources: ETFGI, BarclayHedge, Blackrock, JPMorgan 4

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 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.



© Hedgeye Risk Management LLC.Source: Hedgeye GIP Model Market History Backtests. Quarterly expected values since 1Q98. Bloomberg data. Total Return indices. ETF exposures in ().

Quarterly Expected Values By GIP Model Quad Regime
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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

Worst Equity Sectors: 

Utilities, REITS, Consumer Staples, 
Financials

Best Equity Style Factors: 

High Beta, Momentum, Cyclicals, 
Secular Growth

Worst Equity Style Factors:                      

Low Beta, Defensives, Value, Dividend 
Yield

Best Fixed Income Sectors: 

BDCs, Convertibles, HY Credit, EM $ 
Debt

Worst Fixed Income Sectors: 

TIPS, Short Duration Treasurys, MBS, 
Medium Duration Treasurys

Quad 2: Reflation
Best Asset Classes: 

Commodities, Equities, Credit, FX

Worst Asset Classes: 

Fixed Income, USD

Best Equity Sectors: 

Tech, Consumer Discretionary, 
Industrials, Materials

Worst Equity Sectors: 

Telecom, Utilities, REITS, Consumer 
Staples

Best Equity Style Factors: 

Secular Growth, Momentum, Cyclical 
Growth, Small Caps

Worst Equity Style Factors:                      

Low Beta, Value, Dividend Yield, 
Defensives

Best Fixed Income Sectors: 

Convertibles, BDCs, Preferreds, 
Leveraged Loans

Worst Fixed Income Sectors: 

Long Duration Treasurys, Medium 
Duration Treasurys, Munis, IG Credit 

Quad 3: Stagflation

Best Asset Classes: 

Gold, Commodities

Worst Asset Classes: 

Credit

Best Equity Sectors: 

Utilities, Tech, Energy, Industrials

Worst Equity Sectors: 

Financials, REITS, Materials, Telecom

Best Equity Style Factors: 

Secular Growth, Momentum, Mid 
Caps, Low Beta

Worst Equity Style Factors:                      

Small Caps, Dividend Yield, Value, 
Defensives

Best Fixed Income Sectors: 

Munis, EM $ Debt, Long Duration 
Treasurys, TIPS

Worst Fixed Income Sectors: 

BDCs, Preferreds, Convertibles, 
Leveraged Loans

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

Worst Equity Sectors: 

Energy, Tech, Industrials, Financials

Best Equity Style Factors: 

Low Beta, Dividend Yield, Quality, 
Defensives

Worst Equity Style Factors:                      

High Beta, Momentum, Cyclicals, 
Secular Growth, 

Best Fixed Income Sectors: 

Long Duration Treasurys, Medium 
Duration Treasurys, IG Credit, Munis

Worst Fixed Income Sectors: 

Preferreds, EM Local Currency, BDCs, 
Leveraged Loans

8Source: Hedgeye GIP Model Market History Backtests. Quarterly expected values since 1Q98. Bloomberg data. 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 Sources: Bloomberg, CFTC. Data though 1/6 close. 

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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© Hedgeye Risk Management LLC.Data Source: Bloomberg. Data though 1/6 close.

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

11
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Measuring And Mapping The Quads With Precision Ex Ante 
Matters To Driving Ex Post Returns

Data Source: Bloomberg. Backtests performed on a trailing 10yr rolling out-of-sample basis. 

US Comparative Base Effects Model Backtest US Nowcast Model Backtest

12
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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 

25bps and an 90% 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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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 

22bps and an 78% success rate in terms 
of accurately projecting the rate of 

change of INFLATION.
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© Hedgeye Risk Management LLC.Data Sources: Bloomberg, BEA, Census Bureau, MBA, BLS, Department of Labor, Federal Reserve, Institute for Supply Management, NFIB, AAR

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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© Hedgeye Risk Management LLC.Data Source: Bloomberg. Asterisk denotes first difference regressions with the YoY % change of Headline CPI since the start of 2008.

Structural shifts in the economy have increasingly mitigated the risk of a wage/price spiral, leading to an increased sensitivity of Headline CPI to annual 
fluctuations in tradeable goods prices – a dynamic our model has astutely capitalized on.

US Headline CPI Nowcast Model
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Base Effects Matter Because GDP and CPI Are More Or Less Stationary 
Processes When Analyzed On A YoY Rate Of Change Basis

Data Source: Bloomberg

Using the US economy as an example, the sign of the first difference of 2yr base effects explains INFLECTIONS in GROWTH and INFLATION 80% 
and 70% of the time, respectively. Moreover, easing or steepening base effects perpetuate MOMENTUM in GROWTH and INFLATION 80% and 76% 
of the time, respectively. These figures are near the modal outcomes of the GROWTH and INFLATION backtests across the near-50 economies we 
maintain detailed GIP Models for – which means base effects matter a lot to projecting the probable path forward for any economy.
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Ipso Facto, Our Bayesian Inference #Process Is Built Upon 
Stochastic Principles 

Data Source: Bloomberg 19



© Hedgeye Risk Management LLC.Data Source: Bloomberg

G20 GIP Model Summary

The Quads Are Global
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… As Are The Models

Data Source: Bloomberg. Backtests performed on a trailing 10yr rolling out-of-sample basis. 

Germany Nowcast Model Backtest China Nowcast Model Backtest
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… As Are The Market Implications

Source: Hedgeye GIP Model Market History Backtests. Quarterly observations beginning in 1Q98. Bloomberg data.

Germany GIP Model Market History Backtest:       
10yr Bund Yield

China GIP Model Market History Backtest:           
Chinese Consumer Stocks
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Emerging Market GIP Model Summary

The Quads Are Global
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© Hedgeye Risk Management LLC.Data Sources: Bloomberg, IMF, BIS, World Bank

Global Macro Risk Monitor

The Quads Are Global
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Q4 2020 Macro Themes

Investor consensus is heavily net short of NASDAQ futures, long bond futures, and DXY futures. One or two of these conditions
must give in the coming weeks. In the presentation, we’ll detail the economic and market signals we’re leaning on to proactively
prepare for a nasty Quad 4 market or a resumption of the Quad 3 regime Wall Street completely missed calling for back in June.

Goldman was out recently highlighting the electoral process risk Hedgeye Demography Sector Head Neil Howe has called 
attention to for months. In the presentation, we’ll build upon Neil’s work, detail the economic drivers of America’s polarized 
political climate, and shine light on the increasingly probable path towards MMT.

We’ve long held the belief that Phase 3 in unencumbered economies like China, pockets of EM, and Northern Europe is unlikely to 
resemble Phase 3 in overly indebted economies like the USA, Core Europe, and Brazil. In the presentation, we’ll detail why 
investors should expect heightening dispersion in the economic and financial market performance of economies across the 
globe in this post-Phase 2 world. 

USA: Quad 3 Or Quad 4 In Q4?

Biden vs. Trump

China: Quads 1 & 2
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Q1 2021 Macro Themes

Aided by easy money from the Fed and generous fiscal support from Congress, the US economy is set to enter its third 
consecutive quarter of #Quad2 here in 1Q21E. While sequential momentum has waned in recent weeks due to covid restrictions, 
we don’t believe GROWTH, INFLATION, and/or PROFITS can slow fast enough in JAN-FEB to offset the massive accelerations we’re 
going to see in all three starting in MAR. In the presentation, we’ll detail how investors should setup to take advantage of 
these trending Positive RoC realities.

The “cheap money + fiscal support + easy comps = #Quad2” equation is not just a US phenomenon. Indeed, #Quad2 represents 
the modal outcome for the 96% of the ~50 countries and economic blocs we maintain GIP Models for in 1Q21E. That setup is 
explicitly bearish for the US dollar and bullish for assets priced in US dollars, globally. In the presentation, we’ll detail which 
geographies offer investors the best risk/reward setups from here.

While the Fed has no plans to tighten monetary policy (at the margins) anytime soon, that doesn’t mean #TheMachine has no 
plans to sell duration risk in the coming months. Indeed, Global #Quad2 means the long ends of the Bund, OAT, Gilt, JGB, etc. 
curves all backing up simultaneously and we don’t think the Treasury curve will be immune to such selling pressure. In the 
presentation, we’ll how the evolving POLICY mix – both domestically and globally – is likely to contribute to the ongoing breakout 
in INFLATION expectations we anticipated all the way back in early June.

USA #Quad2

Global #Quad2

Short Deflation/Duration
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Q1 2021 Macro Themes

USA #Quad2
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At The Fed’s Current Pace Of Asset Purchases, The US Equity 
Market Has Room To Appreciate +3% Per Month Through June 

Data Source: Bloomberg 28

Contracting To A Ratio Of ~16% Of Total US Equity Market 
Capitalization Was The Sell Signal Back In April 2010

$120bn Per Month Grows The Fed Balance Sheet To $8.1tn 
By The End Of June

$0

$10

$20

$30

$40

$50

$60

$0.0

$1.0

$2.0

$3.0

$4.0

$5.0

$6.0

$7.0

$8.0

$9.0

Fed Balance Sheet $tn

Total US Equity Market Capitalization $tn (rhs)

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

0.11

0.13

0.15

0.17

0.19

0.21

0.23

Fed Balance Sheet/Total US Equity Market Capitalization

2010 Selloff Zone

S&P 500



© Hedgeye Risk Management LLC.

… But Investors Should Remain Cognizant Of The Pending #Quad4 
Regime, Which May Catalyze A Redux Of Spring 2010 Market Risk

29Data Source: Bloomberg
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For Now, However, The Coast Is Clear As Hedge Fund Risk Budgets 
Are Likely Still Somewhat Constrained From A VaR Perspective

Data Source: Bloomberg 30

S&P 500 Forward Return Distribution By Decile Of S&P 
500 260-Day Realized Volatility
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Hedge Fund Risk Budgets Are Likely Still Somewhat 
Constrained From A Covariance Perspective As Well

Data Source: Bloomberg 31

S&P 500 Forward Return Distribution By Decile Of Mean 
Correlation Between The S&P 500 And S&P 500 Sectors
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“But, Retail Is Ragingly Bullish”… Sure They Are. Your Point?

Data Source: Bloomberg 32
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Baby Boomers Have Been Scarred By Bubbles Past And 
Have Been Reluctant To Fully Allocate To #Quad2

Data Source: Bloomberg 33
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AAII Bullish Sentiment

6MMA Of AAII Bullish Sentiment

30%

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

1

US Recession Percentile of 6MMA of AAII Bullish Sentiment

1.3% 1.1% 1.0%

0.1%

1.2%
0.7%

0.4% 0.5% 0.6%

-0.3%

3.6%

2.8% 2.8% 2.6%

4.1%

2.7%

1.8%

1.1%

2.4%

-1.4%

5.1%

7.8%

5.9% 5.9%

6.8% 6.8%

3.4%

4.1%

2.9%

-2.9%
-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Average 1mo Forward S&P 500 Return per Decile of 6MMA of AAII Bullish Sentiment

Average 3mo Forward S&P 500 Return per Decile of 6MMA of AAII Bullish Sentiment

Average 6mo Forward S&P 500 Return per Decile of 6MMA of AAII Bullish Sentiment



© Hedgeye Risk Management LLC.

Let’s Focus On Sentiment Gauges That Deliver Consistent 
Results: CROWDING

Data Source: Bloomberg 34
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Let’s Focus On Sentiment Gauges That Deliver Consistent 
Results: CHASING

Data Source: Bloomberg 35
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Summing Up The Debate Between #COVIDBears Versus 
Forward-Looking Risk Managers

Data Source: Bloomberg 36
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Reminder: The Top 20% Of Consumers By Household Income 
Account For ~40% Of Personal Consumption Expenditures

37Data Source: Bloomberg; BLS Consumer Expenditure Survey
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K-Shaped Demand Is Evident In Across The Various Drivers 
Of INFLATION Too

38Data Source: Bloomberg
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Robust Consumer Demand For Goods Suggests The 
#InventoryCycle Has Legs

Data Source: Bloomberg 39
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We Think The #ProfitsCycle Has Legs Too

40Data Source: Bloomberg
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The #ProfitsCycle Suggests Being Long Consumer Cyclicals 
Versus Short Consumer Staples

Data Source: Bloomberg 41
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The #ProfitsCycle Is Raging Bullish For Energy And 
Industrials – Two #Quad2 Overweights

Data Source: Bloomberg 42
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The #ProfitsCycle Is Bullish For Materials, And To A Lesser 
Extent, Financials – Two #Quad2 Overweights 

Data Source: Bloomberg 43
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The #ProfitsCycle Suggests NOT Shorting Health Care And 
Communications Services – Two #Quad2 Underweights

Data Source: Bloomberg 44
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How To Hedge Duration Risk: Long Tech…

45Data Source: Bloomberg
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… Versus Short Utes And REITS

Data Source: Bloomberg 46
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Q1 2021 Macro Themes

Global #Quad2

47
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#Quad2 In 1H21E Is As Global As It Is Historic

48Data Source: Bloomberg
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Contextualizing +11% US GROWTH

49Data Source: Bloomberg
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Contextualizing +11% European GROWTH

50Data Source: Bloomberg
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Contextualizing +8% Japanese GROWTH

51Data Source: Bloomberg
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Contextualizing +15% Chinese GROWTH

52Data Source: Bloomberg
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Reminder: We’re Still In A #FourthTurning

53Data Source: Bloomberg
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Investors Should Prepare For “Team Ctrl+P” To Persistently 
Attack The Aforementioned Discrepancies With Easy Money

Image Sources: Google 54

Council of Economic Advisors Chair Cecilia Rouse Will 
Work To Accomplish The Same On The Regulatory Front

“Janet Powell” Will Find Clever Ways To Enhance The 
Fed’s Ability To Address Income Inequality 
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That’s Explicitly Bearish For The Dollar And Bullish For EM 

55Data Source: Bloomberg
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The #ProfitsCycle Is Also Quite Bullish For Emerging 
Markets And Global Equities In General

Data Source: Bloomberg 56
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From A Pure Market Risk Perspective, It’s A Fabulous Time To Bet On 
EM, As Many Investors Have Likely Diversified Out Of The Asset Class

Data Source: Bloomberg. Stocks = S&P 500; Bonds = Barclays Global Agg; Commodities = CRB Index; and FX = Bloomberg Correlation-Weighted US Dollar Index. 57
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Equity Investors Should Screen For Cheap Markets With 
Above Average Exposure To The Digital And Goods Economies

58Data Source: Bloomberg
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FX Investors Should Screen For Cheap Currencies In 
Economies With More-Relaxed COVID Restrictions

59Data Source: Bloomberg
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EM Focus Longs: China (KBA)

60Data Source: Bloomberg
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EM Focus Longs: India (INDA)

61Data Source: Bloomberg
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EM Focus Longs: South Korea (EWY)

62Data Source: Bloomberg
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EM Focus Longs: Brazil (EWZ)

63Data Source: Bloomberg
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EM Focus Longs: Argentina (ARGT)

64Data Source: Bloomberg
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EM Focus Longs: Poland (EPOL)

65Data Source: Bloomberg
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DM Focus Longs: Germany (EWQ)

66Data Source: Bloomberg
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DM Focus Longs: Netherlands (EWN)

67Data Source: Bloomberg
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DM Focus Longs: Switzerland (EWL)

68Data Source: Bloomberg
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DM Focus Longs: Sweden (EWD)

69Data Source: Bloomberg
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DM Focus Longs: Japan (EWJ)

70Data Source: Bloomberg
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DM Focus Longs: Canada (EWC)

71Data Source: Bloomberg
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Q1 2021 Macro Themes

Short Deflation/Duration

72
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Almost every conventional and stealth metric is signaling higher yields and/or higher reported inflation

Duration/Inflation Outlook: Pick A Metric …
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… Any Metric
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The Headline breached 60 to the upside in December while New Orders spiked to the highest level since 2004 and Prices Paid popped +12.2 pts to a 3Y high at 77.6

The Industrial-Manufacturing Economy is Already in (raging) #Quad2
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The payroll recovery has begun to stall out and the ranks of the long-term unemployed continued to increase. inclusive of 7-months of notable gains, we 
remain 9.8M below the February peak – a payroll hole that remains larger than the peak of the GFC.

The Labor Market Remains In A Deep Hole, But …
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Total Wage & Salary Income has now recovered above the pre-pandemic peak as of the latest November data.  

Aggregate Wage Income Has More Than Fully Recovered
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Stimulus funds and the spending shift in the direction of the goods economy helped drive one of the lone, legit V-shaped recoveries among name brand 
macro series … and with more “checks” on the way.  

$2000 Checks! The V-shaped recovery in Retail Sales = #Obvious
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Spending expectations should only rise further in the wake of the latest stimulus funding and the prospects of further support following Dem victories in 
GA. 

Household Spending Expectations at 4Y Highs 
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While Employee Wage Income cratered into the onset of the Pandemic, policy support measures more than offset the decline as Total Disposable Income 
over the March-November period rose $1.03T(!) relative to the corresponding period in 2019.    

Anatomy of a Sleeping (Consumption) Giant:  INCOME = ↑
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While Goods Consumption rose, spending across the largest part of the domestic economy plunged with Services spending down -$575B in 2020 while 
lower rates and loan forbearance programs reduced interest costs.   Net, Total Outlays fell -$529B Y/Y relative to 2019
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Significantly higher income and significantly lower spending drove a massive spike in Household Savings.  Total savings increased +$1.55T relative to the March-November 
period in 2019.  The deployment of that cumulated savings as macro activity renormalizes would serve as a meaningful amplifier to Spending growth. 

SAVINGS = ↑↑
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For Corporates, The #ProfitsCycle Has Already Inflected 

Data Source: Bloomberg 83
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The inflection in Global PMI’s and Export demand along with early weak dollar effects will support OUS profit growth for domestic companies  

#GlobalQuad2 Will Only Further Reflate Profits  
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Multi-Quarter Earnings Acceleration = Easiest Trivial “Call” in Macro
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Comp

Pandemic Related Liquidity Hoarding 
= Cash at Multi-Decade Highs

…. The 2021 BUYBACK COMP

More Stimulus + Accelerating Wage Income + Macro Renormalization = Demand ↑ …  & with a Buyback Amplifier!
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Yellen, Of Course, Presided Over the Greatest Vol Suppression Regime in History

With The Mother Of All Doves Perched Atop The Treasury
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The Policy Band is back together … with a new “framework” and an explicit “inclusive” agenda

THE FELLOWSHIP OF THE ‘FLATION 

“With regard to the employment side of our 
mandate, our revised statement emphasizes that 
maximum employment is a broad-based and 
inclusive goal. This change reflects our appreciation 
for the benefits of a strong labor market, 
particularly for many in low- and moderate-income 
communities,” 

– Jay Powell

“Congress cannot expect the Fed to keep everything 
together on its own … the economy needs more 
fiscal spending to support hiring.  Monetary Policy 
sets the table.  It’s up to Congress’s fiscal dollars to 
“bring in the diners,” And it’s essential we move 
with urgency … we risk missing the obligation to 
redress deeper structural problems.”

– Janet Yellen
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Digital Currencies are coming and the momentum is building.   Recall, the digital infrastructure supporting CBDC’s (ie FedNOW) effectively gives the central bank a direct line for dispersing 
funds to households and businesses – allowing for direct and target stimulus that bypasses financial intermediaries and avoids perpetuating inequality via asset price inflation. 

Together, They’ll Shape The Central Bank Digital Currency (CBDC’s) Revolution
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As of mid-July 2020, at least 36 central banks have published retail or wholesale CBDC work (Graph 3). At least three countries (Ecuador, Ukraine and Uruguay) have 
completed a retail CBDC pilot. Six retail CBDC pilots are ongoing: in the Bahamas, Cambodia (Bomakara (2019)), China, the Eastern Caribbean Currency Union,

In Fact, The Revolution Is Already Here
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The Coordinated Policy Goal Is Clear:  Get the Blue Line Up 

Data Source: Bloomberg 90
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And Get the GREEN LINE Up ... By Letting the RED LINES Run 
Hot

Data Source: Bloomberg 91
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And Pressuring the Orange Line Lower

Data Source: Bloomberg 92
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The U.S. and the Global Economy Need Weak Dollar Reflation.  The world is just a happier place when dollar strength ebbs.  
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The “Cooperation” Strategy Also Remains Clear:  Moar + Brrr!
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Moar! + Brrr!
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Thematic Investment Conclusions

LONGS: Financials (XLF), Industrials (XLI), Russell (IWM), Growth (IWF), Canada (EWC), Brazil (EWZ), Argentina (ARGT), 
Poland (EPOL), Coffee (JO) 

SHORTS: REITS (XLRE), Consumer Staples (XLP)

LONGS: Tech (XLK), Energy (XLE), Cannabis (MSOS), China A-Shares (KBA), South Korea (EWY), Taiwan (EWT), Japan (EWJ), 
India (INDA), Australia (EWA), Curve Steepener (IVOL), Japanese Yen (FXY), Swiss Franc (FXF), Corn (CORN), Livestock (COW)

SHORTS: US Dollar (UUP), Gold (GLD), Long-term Treasuries (TLT), Utilities (XLU), Gold Miners (GDX)

LONGS: New Cycle Not Old Enough

SHORTS: New Cycle Not Old Enough 

Immediate-term TRADE (introduced at the start of this quarter)

Intermediate-term TREND (introduced in prior quarters)

Long-term TAIL (introduced < 3yrs ago)

95



© Hedgeye Risk Management LLC.

Q1 2021 Macro Themes

Appendix
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Our Structural Economic Risk Model Helps Investors Quantify Secular 
Headwinds And Tailwinds Across Geographies

Data Sources: Bloomberg, IMF, BIS, World Bank 97
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Our Structural Economic Risk Model Helps Investors Compare And 
Contrast Secular Drivers Of Growth And Inflation Across Geographies 

Data Sources: Bloomberg, IMF, BIS, World Bank 98
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Pillar I: Demographic Risk

Data Sources: Bloomberg, IMF, BIS, World Bank 99
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Pillar II: FX Risk

Data Sources: Bloomberg, IMF, BIS, World Bank 100
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Global Investors Are Likely To Continue Financing Bloated 
US Budget Deficits Via A Weak Dollar

101Data Source: Bloomberg
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Many EMEs Have Been Starved For Capital In Recent Years 
Amid What Had Been Trending US Dollar Strength
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Pillar III: Credit Cycle Risk

Data Sources: Bloomberg, IMF, BIS, World Bank 103
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Pillar IV: Protectionism Risk

Data Sources: Bloomberg, IMF, BIS, World Bank 104
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Socialists On The Left And Populists On The Right Are Likely To 
Increasingly Dominate American Politics Over The Next 3-5 Years
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Pillar V: Competitiveness Risk

Data Sources: Bloomberg, IMF, BIS, World Bank 106
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For more information, contact us at:
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support@hedgeye.com
(203) 562-6500
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