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DISCLAIMER 

This is being 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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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 3

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.

$218 $319 $426 $603 
$856 $774 

$1,157 
$1,478 $1,526 

$1,951 
$2,402 

$2,787 
$2,997 

$3,552 

$4,839 $4,815 

$6,350 

$820 $973 $1,105 
$1,465 

$1,868 

$1,407 
$1,600 

$1,917 $2,008 
$2,252 

$2,628 
$2,845 $2,897 $3,018 

$3,211 $3,107 $3,194 

 $-

 $1,000

 $2,000

 $3,000

 $4,000

 $5,000

 $6,000

 $7,000

 $8,000

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Global ETF & ETP AUM $bn Global Hedge Fund AUM $bn Expon. (Global ETF & ETP AUM $bn) Log. (Global Hedge Fund AUM $bn)



© Hedgeye Risk Management LLC.

… 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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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.
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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

6Source: Hedgeye GIP Model Market History Backtests. Quarterly expected values since 1Q98. Bloomberg data. Total Return indices. ETF exposures in ().
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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

7
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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
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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 

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: 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 

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

change of INFLATION.
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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

12
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Ipso Facto, Our Bayesian Inference #Process Is Built Upon 
Stochastic Principles 

Data Source: Bloomberg 13
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G20 GIP Model Summary

The Quads Are Global
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Emerging Market GIP Model Summary

The Quads Are Global
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Global Macro Risk Monitor

The Quads Are Global
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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

17
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Q2 2021 Macro Themes

The U.S. is poised to enter its fourth consecutive #Quad2 quarter in Q2 with some of the easiest economic comparisons we’ve 
seen in our lifetimes. These base effect dynamics are aided by ongoing Fed-Fiscal support and promise a continuation of the 
historic reflationary environment that has already been on discrete display across cyclical, rate and inflation sensitive assets. 
We'll detail how much juice remains in Quad 2 exposures and how we'll risk mange the prospective inflection towards Quad 4. In 
addition, we’ll look at vaccine roll-out in the U.S., which is easing the concern of increased Covid-19 restrictions on mobility.

There has been a lot of price noise (Brownian Motion) in the markets in recent weeks, especially with rates breaking out and 
various #Quad2 exposures taking a breather. We will review what our Trade / Trend / Tail model is saying in aggregate from 
quantitative perspective as it relates to where we are in the cycle. Spoiler alert: not a lot of changes despite recent “noise”.

As they typically do, rates have been rising as the #Quad2 economic rate of change data accelerates. The question of course is: 
what will this ultimately mean for the cycle? In particular housing, which has been en fuego. Our colleague Josh Steiner will be on 
the call to discuss his 50 basis points rule of thumb on rates as it relates to housing, as well as his longer term views.

USA Still #Quad2

Macro Signals and Divergences

Rates & Housing … Peak Cycle?

18
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The slowest moving reflationary train in history is just now leaving the station, in reported data terms. 

Quad 2 in 2Q:  Don’t Overthink It (yet)!
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Inoculation and large-scale reopening have unleashed the sleeping Services giant.  Expect the Services economy in 2Q to resemble the Goods economy 
(both activity and price dynamics) in 1Q with ongoing employment strength to service that demand.    

In Fact, No Positive Y-Axis is Safe!
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The Balance of Labor Risk Has Flipped
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What was structural 
downside risk …. 

Is Now Upside Opportunity

The 8.4M payroll deficit has flipped from structural risk to upside opportunity alongside vaccination and Services renormalization.
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FED-FISCAL = Moar + Brrr!

** March Stimulus Checks Aren’t In The 
Data Yet

** The “Checks” will continue, monthly, 
as households begin receiving direct and 
enhanced CTC (Child Tax Credit) 
payments beginning ~July. 

** $4T In Infrastructure in the Queue

** Student loan forgiveness and 1st-time 
homebuyer tax credits on the policy 
priority list

NEW QUARTER, SAME “INCLUSIVE” AGENDA & REFLATIONARY MISSION
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Housing | Quad 2 Performance

23Data Source: Bloomberg

Quad 2 (+0.6%) has historically been lackluster/unremarkable for Housing equities, but Quad 2 Fed on Hold (+3.9%) and 
Quad 2 to Quad 2 (+2.6%) transitions have been modestly supportive environments. Where Housing equities shine is in 
Quad 1 and Quad 4. Given the 2H21 Quad 4 backdrop, Housing weakness may set up well on the long side heading into 
2H.
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2021: A Strong Start

24Data Source: Bloomberg

Housing equities have largely shrugged off the rise in rates so far in 2021, trailing only Energy in sector performance.
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Fundamentally, the last few months have seen our Housing Compendium transition from effectively all green to mostly red. The exception remains prices – both 
fundamental home prices, which are lagging, and Sector ETF ITB/XHB prices, which continue to grind higher.

Housing Data – Hedgeye Housing Compendium
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“worst ever” and “best ever” sequential prints have characterized the last year in the CESI while a similar evolution has defined the move in the HSI as the ATL In 
December 2018 progressively transitioned to a fresh 18Y high in September 2020.  Each gauge has begun to moderate over the last two quarters alongside an 
ebbing in macro volatility.   The HSI is currently just barely below zero suggesting conditions at present are not extreme in either direction.

Housing & Macro Data vs Expectations
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Housing volume progressively accelerated from 1Q19 through early 2020 as housing demand indicators moved back to/near cycle highs before careening off the 
COVID cliff into 2Q20.  We have fully re-scaled the cliff amidst a dramatic reacceleration through 3Q/4Q.  YTD has seen a cooling in volume due to both rates rising 
and inventory limitations curbing activity. The RoC path will accelerate in the near-term as we comp the Covid Cliff but then decelerate over 2H21. 

Housing Data Mapping the Evolution
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Rate Shock + Slowing 
Growth amplify the 

slowdown.

The 4Q19-1Q20 Comp

Harder Comps, Existing Market 
Supply Constraints, Rising Rates.  
NHS still benefiting from mean 

reversion upside in activity

Organic Improvement + 
Rate ↓ Flow Through + 

Progressively Easier Comps

COVID 
CLIFF

Organic Strength + 
Rates ATL + 
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Thematic Investment Conclusions

LONGS: Materials (XLB), Energy E&P (XOP), Inflation Beneficiaries (INFL), Germany (EWG), Switzerland (EWL), Spain (EWP)

SHORTS: China (FXI), Brazil (EWZ), Short-term Treasuries (SHY), Extended Duration Treasuries (EDV)

LONGS: Energy (XLE), Cannabis (MSOS), India (INDA), Australia (EWA), Curve Steepener (IVOL), Corn (CORN), Livestock (COW), 
Financials (XLF), Industrials (XLI), Russell 2000 (IWM), Canada (EWC), Russia (RSX), Saudi Arabia (KSA)

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)
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