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What Are The Quads?

HEDGEYE

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,
Industrials, Materials

Worst Equity Sectors:

Communication Services, Utilities,
Consumer Staples

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

Best Asset Classes:
Commodities, Equities, Credit, FX
Worst Asset Classes:

Fixed Income, USD
Best Equity Sectors:

Tech, Industrials, Financials, Energy
Worst Equity Sectors:

Utilities, Communication Services,
Consumer Staples, REITs, 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, Energy, REITSs, Tech,
Consumer Staples, Health Care

Worst Equity Sectors:

Communication Services, Financials,
Consumer Discretionary, Industrials

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

HEDGEYE

Quad 4: Deflation
Best Asset Classes:

Fixed Income, Gold, USD
Worst Asset Classes:
Commodities, Equities, Credit, FX
Best Equity Sectors:

Consumer Staples, Health Care
Utilities

Worst Equity Sectors:

Communication Services, Energy,
Tech, Financials

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

Source: Hedgeye GIP Model Market History Backtests. Quarterly expected values since 1Q98. Total Return indices. ETF exposures in ().
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US Real GDP YoY Projections

United States
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HEDGEYE

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.

© Hedgeye Risk Management LLC.



US Headline CPI YoY Projections

United States
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Data Source: BLS, BEA, Atlanta Fed, FactSet

HEDGEYE

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.

Data Source: BLS, FactSet
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Monthly Quads: NTM HEDGEYE

We Utilize Real PCE as a Monthly Proxy for Real GDP. We have developed a proprietary, dynamic monthly system with a long-term
directional accuracy of 75%.
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The Quads Are Global

G20 GIP Model Summary

Actuals Estimates Real GDP YoY NTM A Headline CPI YoY NTM A
4
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United Kingdom | 2 3 3 3 3 | United Kingdom | 0.20 [ROXZERIN0R(0 4 9 114bps 52 57 63 52 | UnitedKingdom | 353 8 I 42bps 70 52 53
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Q3 2024 Macro Themes HEDGEYE

1 | USA’s #Quad3 Nowcast = #Turbulence

Chaos remains a ladder and the #Turbulence & Performance Dispersion that typifies #Quad3 is the next alpha rung for Macro Risk Managers. The back-half of
the year is poised for a mathematical deceleration in year-over-year growth as the confluence of further (plodding) labor deceleration, further cumulative
deterioration for the bottom slant of the economic K and #HFL constraints on further acceleration in the cyclical economy and consumer credit growth serve as a
collective rate-of-change drag. Remember, however, Quad3 and “recession” aren’t synonyms, and our decision making/allocation process are rate-of-change
centric and “recession” agnostic. Income led nominal growth will remain non-recessionary (growing but slowing) and a ping-ponging between Quad 3 and
Quad2/Quadi remains the expected monthly Quad cadence for the balance of the year. Fourth Turning geopolitical and election dramatics should only serve to
amplify the turbulence associated with that Quad3 dominant macro chop.

2 | #HFL,Again!

At the beginning of 2024, Street estimates for CPl were for 2.9% and 2.8% for Q1 and Q2, respectively, down from the Q4 3.2% actual. Our estimates at that time were
for 3.1% and 3.2% respectively. Q1 shook out 3.24%, effectively unchanged from Q4, and the months of April and May printed 3.36% and 3.27% respectively, working
out to a Q2TD rate of 3.3%. We were calling for 3.2%. The Street was calling for 2.8%. The actual? 3.3%. This matters. The 2YR Yield at the start of this year was 4.25%.

Today? 470%. The inflationary protagonists today are largely unchanged from those that fueled our HFL call last quarter. Nevertheless, we’ll thoroughly review the
setup, the trends and flag what to watch for as we transition to Q3 and the back half.

3 | Country Quad Setups

The signal remains bullish on India as its world-leading economic growth is set to hold at these levels, with probabilities pointing towards shallow accelerations in
the 2H24 on buoyant domestic demand and government spending as well as strong credit growth. Meanwhile, Europe continues to increasingly transition from
"bad" to "less bad" to "better" as it emerges from the global industrial recession that weakened European manufacturing activity; however, the recent political
turbulence in France have raised some new questions. The setup is much less favorable in the orient as the track of decelerating growth is likely to extend from
2Q24 into 3Q24 in China, whereas Brazil continues to work as a short exposure with market forces looking past the model-implied probabilities of shallow growth
accelerationin 2H24 as uncertainty around the full-year growth estimate builds.

Data Source: Hedgeye Estimates © Hedgeye Risk Management LLC.
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Macro Themes

USA’s #Quad3 Nowcast = #Turbulence
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REDUX: THE TH24 MACRO SEASON DID NOT DISAPPOINT HEDGEYE

Season 2H Promises Intrigue, But Let’s Remember Where We Left Off ....

Blackthorne: One cannot dismiss conspicuous softening the labor data and the reality of
canonical, and propsectively extraordinary, policy lags. However, the collective impulse of
fiscal profligacy, unprecedented interest rate insensitivity and pandemic-catalyzed labor
supply hysteresis are driving an income led nominal growth cycle despite credit being a
headwind.

Mariko: The Anjin says no recession at 6% nominal growth
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\ ri "\‘-‘-l .t" y

Data Source: HEDGEYE © Hedgeye Risk Management LLC. n



1H24 REDUX: DIARY OF A PENDULUM MANAGER HEDGEYE
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1H24 REDUX: DIARY OF A PENDULUM MANAGER HEDGEYE

/ ...Will consensus mistake short-term flows & positioningasymmetry for Macro AN
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2023: REMINDER, 2023 WAS A “SPECIAL” YEAR HEDGEYE

“The largest error in a projection of total outlays that the agency has [ever] recorded!” - CBO (Dec 2023)

Figure 2. Figure 1.
Errors in CBO’s Baseline Projections of Qutlays I Errors in CBO’s Baseline Projections of Revenues l
Share of total o ® Share of total °
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“SEQUELS ARE NEVER AS GOOD AS THE ORIGINAL” ... HEDGEYE

... But The 2024 SEQUEL Is Off To A Riveting Start!
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Data Source: CBO © Hedgeye Risk Management LLC. 15



And The Fed Makes A Stealth Cameo! HEDGEYE

The Fed doesn’t have any “lines” per se, but the inclusion of a casual $4.5T in additional QE adds some underlying intrigue

CBO’s Baseline Projections of Federal Debt

Billions of dollars

Actual,
2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

Debt held by the public at

the beginning of the year 24253 26,236 28178 30,188 32118 33949 35960 37965 40,198 42508 45014 47819

Changes in debt held by the public
Resulting from the deficit 1694 1915 1938 1851 1,7% 1942 1949 2193 2283 2487 2822 2862
Resulting from other means of financing® 288 27 72 749 75 69 57 40 27 19 =17 16
Total 1,982 1,942 2,010 1,930 1,831 2011 2006 2,233 2310 2506 2805 2.B45

Debt held by the public at
the end of the year

In billions of dollars 26,236 28,178 30,188 32,118 33,949 35,960 37,965 40,198 42,508 45,014 47,819 50,664
As a percentage of GDP 873, 995.0 1016 1041 106.2 1086 1105 1127 1148 1171 1199 1224

Federal Reserve’s holdings of

debt held by the public 4958 4406 4482 4958 5476 6038 6621 7171 TEVS 8194 B714 5245

Data Source: CBO © Hedgeye Risk Management LLC. 16



GHOST STORIES! ... A HISTORICAL HAUNTING HEDGEYE

Rolling Initial Unemployment Claims: Seasonally Adjusted Data

600,000

=@=Sep09 - Aug 10 THE GHOST OF LEHMAN

y =-4699.3x + 560364 =@=5ep 10 - Aug 11
R?= 0.8053 =@=Secp11-Aug12

Seasonal distortions became ubiquitous across the reported
domestic macro data following the collapse of Lehman in
Sept 2008 as accelerated employment loss and the collapse
y =745.38x +433586 in economic activity were, at least in part, captured as
seasonal variation rather than as a bona fide shock.

550,000 y

500,000
¥y =-2804.3x + 473473

R?=10.883 P
Because many government statistical models use a 5-year

look back to calibrate seasonal adjustments, that distortion
echoed forward.

450,000

The net effect was that seasonal adjustments made the data
appear to be improving from Sept - Feb while reversing to
make the data appear stagnating/worsening over the March-
August period.

400,000
’ y =-2478.9x + 425052

R?=0.9561

350,000 y=275.56x + 362366 That shifting seasonality was perhaps most visible in the
initial claims and NFP numbers, but the impacts were
pervasive with the reported macro data, equity market
performance, investor sentiment and analyst estimates all
following a similar annual, temporal pattern.
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Data Source: Factset © Hedgeye Risk Management LLC. 17



NTM: Framing The #HFL Inflation Outlook HEDGEYE

The Cadence of Base Effect Tailwinds/Headwinds for Inflation will follow the below path.

2-Year Compare ——Headline CPI Y/Y - RHS, Inverted
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Data Source: BLS, Hedgeye Estimates © Hedgeye Risk Management LLC. 18



NTM: Framing The #HFL Inflation Outlook HEDGEYE

A month by month look at the Headline CPI 2YR Base Effect progression in terms of easing/steepening with
color coding.

Sequential Change in the 2YR Base Effects
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GIP Is Designed To Frontrun Policy HEDGEYE

CPI Release Schedule & Delta Chg 2YR Base Effects FOMC Meeting Schedule (2024 Remaining Mtgs)

Schedule of Releases for the Consumer Price Index

Reference Month Release Date Release Time JILCLG A
January 2024 Feb.13,2024  08:30 AM lan-24 - “’JUW 30-31
L
February2024  Mar.12,2024  08:30 AM Feb-24 0.01% ““
L 2
March 2024 Apr.10,2024  08:30 AM Mar-24 -0.15% “" .
o* » September 17-18
April 2024 May 15,2024  08:30 AM Apr-24 -0.17% o° os*
* %
May 2024 Jun. 12,2024 08:30 AM May-24 -0.2B% ““ ““
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Intermediate-Term Food CPI Outlook

Fertilizer prices are the upward catalyst near-term while Hogs are the intermediate term catalyst.

Food Prices That Will Impact Next Months Headline CPI Print
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Explanatory Variables

Buerage Fertilizer o
Faod at Home CRI 01363
Food at Hame CPI' (1M Fuw d) 0.2033
Food at Hame CPI' [(2M Fwd) 0.2728
Food at Hame CPI' [3M Fwd) 0.3333
Food at Hame CPI (¢ Fwd) 0.3973

Faood at Home CRI[SM Fwd)
Faood at Home CPI (M Fwd)
Faod at Home CPI [TMFwd)
Faood at Home CRI (M Fwd)
Faood at Home CRI' [AM Fwd)
Faood at Home CPI[10M Fwd)

0.4373

04425
0.3376

—8-\Wheat
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=@—Soy
-a—Fertilizer
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Used Car Prices Will Become Less Deflationary

HEDGEYE
This will reduce the negative drag on inflation on the goods side.
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Shipping: The Great Inflation Boomerang

We expect shipping to account for a 2-point inflation reversal (reacceleration) over the NTM.
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Shelter Inflation HEDGEYE

OER still has another ~5mos of disinflationary contribution but then it will reaccelerate in Q4/1H25

YoY % B Case-Shiller National YoY B CPI Shelter OER YoY (RHS) - Lagged by 18 Months
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2-Year Base Effects: Core CPI

HEDGEYE

Core CPI looks similar to Headline CPI from a Base Effect standpoint
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2-Year Base Effects: Shelter CPI HEDGEYE

Shelter Base Effects are set to flatten in June, mitigating the disinflationary impulse
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Country Quad Setups

Long: India, Netherlands, Germany | Short:

China, Brazil, Japan

Consume

HEDGEYE
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India Will Also Be The Global Growth Leader Through 2H24

Strong Real Growth Delta Between India & The Median G20 Economy Poised to Hold Over NTM

Real Growth Delta: India vs. Median G20
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Netherlands Continues To Ride The Secular Wave of the Semiconductor Industry HEDGEYE

Recall, 25% of $EWN is ASML

$SOXX = Semiconductor $SOXX —Netherlands $EWN (RHS) $EWN
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Sector Is Leading The Recovery
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PMis Rolling Over, With Some Measures of Manufacturing Signaling Contraction HEDGEYE

China

———China Non-Manufacturing PMI

China Manufacturing PMI

= = PM| Contraction Line

———China Composite PMI

- China Caixin Services PMI|
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Japan: Retail Sales In Steady Downtrend

HEDGEYE
Retail Sales
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Brazil: USA HFL = BAD & Typical LATAM Fiscal Instability Spooking Investors HEDGEYE

Keeping It Simple: The signal is correctly fading the shallow prospects for accelerating growth.
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