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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut. Hedgeye Risk 
Management is not a broker dealer and does not provide investment advice for individuals. This research does not constitute an 
offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual investment 
preferences or risk parameters; it is general information and does not constitute specific investment advice.  This presentation is 
based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies 
or omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye Risk Management, and 
are intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and 
conclusions, Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk 
Management’s employees, which is based upon sources considered credible and reliable within the industry. Hedgeye Risk 
Management is not responsible for the validity or authenticity of the information upon which it has relied.  
  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are 
prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at 
www.hedgeye.com. 

LEGAL 
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PLEASE SUBMIT QUESTIONS TO 

QA@HEDGEYE.COM 
TO BE ANSWERED AT THE END OF THE CALL 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

PROCESS SLIDE #1 

DIFFERENTIATED FROM THE HERD 
Macroeconomics and Global Macro Risk 
Management are two very different fields. We 
specialize in the latter. 

WE FOCUS ON THE SLOPES 
Everything that matters in Global Macro occurs on 
the margin. 
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PROCESS SLIDE #2 
SPECIFICALLY, OUR BACKTEST DATA SHOWS THAT A LARGE DEGREE OF INTER AND INTRA ASSET CLASS RETURNS CAN 
BE EXPLAINED BY CHANGES IN GROWTH, INFLATION AND POLICY EXPECTATIONS. SEE SLIDES 67-68 FOR MORE DETAILS. 
 

DATA SOURCE: BLOOMBERG 
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PROCESS SLIDE #3 

Multi-factor: Price, Volume and Volatility 
Multi-duration: TRADE (3 weeks or less), TREND (3 months or more) and TAIL (3 years or less) 

ALL BACKSTOPPED BY A PROVEN QUANTITATIVE OVERLAY 

DATA SOURCE: BLOOMBERG 
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Q3 2015 MACRO THEMES 

#SECULARSTAGNATION 
Amid consensus expectations for a return to “normal” economic conditions, our analysis shows ample evidence 
of secular stagnation. In light of that, we reiterate our “lower-for-longer” thesis on growth, inflation and interest 
rates and continue to find the FOMC’s hawkish guidance wholly misplaced. 

#EUROPESLOWING 
With our proprietary GIP (growth, inflation, policy) model we’ll outline the top 6 European economies that will be 
most impacted by real GDP growth slowing as inflation accelerates in the back half of 2015. The timing of ECB 
head Mario Draghi’s eventual response will be critical in terms of risk managing the EUR/USD exchange rate, as 
well as any associated spillover risks. 

#CONSUMERSLOWING 
Consumption peaks late cycle and with domestic and global growth set to slow alongside easing inflation comps 
in 2H15, it looks increasingly likely 1H15 marked the current cycle peak in household spending growth.  We'll 
contextualize the current cycle, discuss the implications and detail how best to be counter-cyclically positioned 
as the consumer cycle enters its twilight.  

1 

2 

3 



HEDGEYE  8 

Q4 2015 MACRO THEMES 

#SUPERLATECYCLE (USA) 
Slowing growth typifies the twilight of an economic expansion and negative 2nd derivative trends are creeping 
in across much of the domestic fundamental data. From labor and manufacturing markets to consumer and 
business confidence, leading indicators are beginning to roll as the late-cycle moves past peak. We'll detail why 
Slower-And-Lower-For-Longer remains the call.  

#GAMEOFSLOWING 
With the Street, IMF, World Bank and OECD all still forecasting global growth of around 3% for 2015, we find it 
appropriate to reiterate our call for global growth to come in at or below half that rate. Moreover, while China's 
August CNY devaluation effectively made our #EmergingOutflows theme a consensus bearish cog in the global 
economic outlook, we do not think investors are appropriately positioned for a likely trend of negative revisions 
to the respective growth outlooks in the U.S., Eurozone and Japan throughout the balance of the year. 

#CRASHING 
Definitive crashes have occurred across many global macro markets in recent months. Those market 
participants on the wrong side of growth slowing and deflation are feeling the most pain. Crashing inflation 
expectations are perpetuating the pain across all asset classes and sectors levered to unrealistic growth 
expectations (energy, industrials, materials), as well as across the high-yield bond market, commodity markets, 
commodity currencies. Is the U.S. equity market next in line? 

1 

2 

3 



#SUPERLATECYCLE (USA) 
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A CENTURY OF CYCLES 

Lower 
Highs 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE LONGEST EXPANSION EVER? 

FOMC: SEPTEMBER SFP 
With an expectation for rising rates through 2018, 
the Fed continues to implicitly forecast one of the 
longest expansions ever.   
 

FORECAST RISK 
 Serial Over-Optimism: The Fed has 
 overestimated growth by ~100bps every year.  

DATA SOURCE:  BLOOMBERG, HEDGEYE, FOMC 
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NOT 4% GDP: A TALE OF 2 EXPANSIONS 
FROM THE JOBLESS RECOVERY  TO THE JOBFULL NONRECOVERY 

DATA SOURCE: BLOOMBERG,  HEDGEYE 
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PAST PEAK: CONSUMPTION #SLOWING 
Lower Highs in the 
Post-War period has 
been the trend and 
past-peak 
demographics, 
softness in real 
income growth and 
little runway for 
incremental  HH 
leverage remain the 
secular reality.   
 
Indeed, 1Q15 
appears to have 
been the peak in 
household 
spending growth 

       DATA SOURCE: BLOOMBERG, BEA 
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PAST PEAK: CONFIDENCE #SLOWING 
CONSUMER CONFIDENCE IS A HISTORICALLY CONSISTENT LATE-CYCLE INDICATOR AND 1H15 LOOKS LIKE IT MAY HAVE BEEN THE TOP.  

DATA SOURCE: BLOOMBERG 
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PAST PEAK: PAYROLLS #SLOWING 

DATA SOURCE: BLOOMBERG, BLS, HEDGEYE 
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AGAIN! TREND #SLOWING 
3M AVE < 6M AVE < 2015 AVE < 2014 AVE 

DATA SOURCE: BLOOMBERG, BLS 
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GOODS IS LEADING … & ROLLING 

Goods 
consumption is 
more cyclical 
and goods 
employment 
has served as a 
good lead 
indicator for 
services and 
broader payroll 
trends 
nationally. 
 
… & its rolling 
over. 

       DATA SOURCE: BLOOMBERG,  BLS, BEA 
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EPS (E) INFLECTING, IN RATE OF CHANGE TERMS 
THERE IS PERHAPS NO SUCH THING AS AN “EARNINGS RECESSION” WITHOUT AN ACTUAL RECESSION; THE LAST THREE RECESSIONS HAVE 
BEEN PRECEDED BY S&P 500 TTM EPS BREAKING DOWN BELOW ITS TTM AVERAGE – AN EVENT THAT OCCURRED IN 2Q15 

DATA SOURCE: BLOOMBERG 
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OPERATING MOMENTUM ↓ 

Just 37% and 
43% of S&P 
500 companies 
recorded 
sequential 
acceleration in 
sales and 
earnings 
growth, 
respectively, in 
the latest 
quarter 

       DATA SOURCE: BLOOMBERG, HEDGEYE 
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OH, AND PROFITABILITY IS PAST PEAK TOO 

       DATA SOURCE: BLOOMBERG 
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SALES ↓, INVENTORY ↑ 

DATA SOURCE: BLOOMBERG, ISM 
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Recession Dates ISM Customer Inventories 

ISM Customer Inventories:  The Customer Inventory component of the ISM Mfg Index represents purchasing managers 
characterization of the inventory level of their customers.  A gain in the index = a buildup of inventory which generally 
signals ↓ future orders/factory output.   
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BUYBACKS > FREE CASH FLOW 
Buyback Trends are a 
classic contra-
indicator with activity 
peaking at the end of 
the cycle. 
 
Not only have total 
buybacks reached 
prior cycle highs, the 
aggregate Buyback 
to Free Cash Flow 
ratio for the S&P 500 
exceeded 100% for 
the first time since 
October 2009 at  
108% on a TTM basis 
in Q2 

       DATA SOURCE: Factset 
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REPO: LEVERAGING UP AT THE TOP 
Debt-financed 
buybacks at peak 
valuations, peak 
margins and at new 
highs in corporate 
leverage does not = 
long-term shareholder 
value creation.   
 
Remember ….  
 
Leverage works both 
ways.     
 

       DATA SOURCE: BLOOMBERG, FEDERAL RESERVE 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

NO SURPRISE: BUYING GROWTH ↑ 

THE LISTING GAP 
The total number of listed companies fell from 
8,000 to 4,100 from 1996 to 2012, while the rest of 
the world saw an increase from 30,700 to 39,400. 
- NBER 

M&A PEAKING 
When growth slows, buy accretion.  Rising 
transaction volume typifies the late-cycle 

DATA SOURCE:  BLOOMBERG,  NBER 
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... & COMPS ONLY GET TOUGHER 

DATA SOURCE: BLOOMBERG 
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CONCLUSION (STILL): SLOWER FOR LONGER  



#GAMEOFSLOWING 
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STARRING: 

SOURCE: HBO 
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STARRING: 

SOURCE: HBO 
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STARRING: 

SOURCE: HBO 
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STARRING: 

SOURCE: HBO 
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GLOBAL  GROWTH  IS  SLOWING 

OUR 2015 GLOBAL REAL GDP GROWTH ESTIMATE IS HALF THAT OF THE STREET. 

DATA SOURCE: BLOOMBERG 
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GLOBAL  CONSUMPTION  GROWTH 

IS SLOWING ON A TRENDING BASIS: 

DATA SOURCE: BLOOMBERG. ARGENTINA AND SAUDI ARABIA SWAPPED OUT FOR TAIWAN AND THAILAND.  
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GLOBAL  PRODUCTION  GROWTH  

IS SLOWING ON A TRENDING BASIS: 

DATA SOURCE: BLOOMBERG. ARGENTINA AND SAUDI ARABIA SWAPPED OUT FOR TAIWAN AND THAILAND. 
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GLOBAL  EXPORT  GROWTH 

IS SLOWING ON A TRENDING BASIS: 

DATA SOURCE: BLOOMBERG. ARGENTINA AND SAUDI ARABIA SWAPPED OUT FOR TAIWAN AND THAILAND. 
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CONFIRMATION 

LOOK NO FURTHER THAN THE PERVASIVE SLOWING ACROSS GLOBAL COMPOSITE PMIS READINGS FOR CONFIRMATION 
THAT HEDGEYE IS RIGHT ON GLOBAL GROWTH. 

DATA SOURCE: BLOOMBERG. AN ASTERISK DENOTES BENCHMARK MANUFACTURING PMI (IN LIEU OF A COMPOSITE PMI SERIES. 
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ARE  CRASHING  STOCK MARKETS  REFLEXIVE? 

DATA SOURCE: BLOOMBERG 
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YES. 

CONSUMER CONFIDENCE READINGS ACROSS THE GLOBE ARE SLOWING ON A TRENDING BASIS: 

DATA SOURCE: BLOOMBERG. VALUES SHOWN ARE THE INDICATED READINGS AS A PERCENTILE OF THE TTM SAMPLE. 
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GLOBAL  BUSINESS  CONFIDENCE 

IS ALSO SLOWING ON A TRENDING BASIS: 

DATA SOURCE: BLOOMBERG. VALUES SHOWN ARE THE INDICATED READINGS AS A PERCENTILE OF THE TTM SAMPLE. 
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WHY? 

BECAUSE MANAGEMENT TEAMS ACROSS THE EMERGING AND DEVELOPED WORLD ARE WELL AWARE OF THE [NOW 
OBVIOUS] DOUR OUTLOOK FOR EARNINGS GROWTH – WHICH HAS BEEN LARGELY DRIVEN BY COMMODITY INFLATION. 

DATA SOURCE: BLOOMBERG 
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#STRONGDOLLAR IS  BEARISH  FOR CORPORATE  PROFITS 

THE COMMODITY PRICE SUPER-CYCLE SHOULD CONTINUE TO UNWIND AS THE DOLLAR CONTINUES ITS STRUCTURAL 
APPRECIATION AGAINST PEER CURRENCIES. 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

#STRONGDOLLAR CATALYSTS 

DATA SOURCE: BLOOMBERG 

WHETHER YOU’RE OBSERVING TRENDS ACROSS STRUCTURAL INFLATION EXPECTATIONS OR TRACKING REPORTED INFLATION RATES, IT’S CLEAR 
THAT THE ECB AND BOJ MONETARY POLICY IS LIKELY TO REMAIN RELATIVELY MORE LOOSE THAN THE FED ON A SUSTAINABLE BASIS.  
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GLOBAL  INVESTMENT  UNDER  PRESSURE 

AS LONG AS #STRONGDOLLAR DEFLATION PERSISTS, THE OUTLOOK FOR GLOBAL BUSINESS INVESTMENT SHOULD 
CONTINUE TO DETERIORATE – ESPECIALLY IN EMERGING MARKET ECONOMIES RELIANT ON COMMODITY EXPORTS. 

DATA SOURCE: BLOOMBERG 
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EM SPILLOVER RISK: ↑ INDEBTEDNESS 
“Non-financial corporate 

indebtedness [in EM economies] has 
increased more than five-fold over the 
past decade, surpassing $23.7 trillion 
(nearly 90% of GDP) in early 2015. The 

debt buildup has been particularly 
pronounced since the 2008-09 crisis 
as many emerging market corporates 

took advantage of monetary policy 
easing and ultra-low interest rates to 
raise debt in both local and foreign 

currency. 
  

Almost all of the countries in our 
sample have seen an increase in their 
debt-to-GDP ratios, but the increase 

has been mostly concentrated in 
emerging Asia, with the debt-to-GDP 

ratio increasing to 125% in 2015Q1 
from around 100% in 2010Q4… 

  
… Foreign currency-denominated debt 
rose from 12% of GDP in 2008 to 16% 
of GDP in 2015Q1, and now accounts 

for close to 18% of all non-financial 
corporate debt in emerging markets. 
Of note, the bulk of the rise in foreign 

currency-denominated debt was 
attributable to USD debt – which has 
reached 12% of GDP (or $3.3 trillion) in 

2015, up from 8% in 2008.” 
 

-IIF Monthly Capital Flows to Emerging 
Markets Report (10/1/15) 

 

SOURCE: INSTITUTE FOR INTERNATIONAL FINANCE 

https://www.iif.com/publication/capital-flows/october-2015-capital-flows-emerging-markets�
https://www.iif.com/publication/capital-flows/october-2015-capital-flows-emerging-markets�
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EM SPILLOVER RISK: ↓ CREDIT QUALITY 

“The corporate debt of nonfinancial 
firms across major emerging market 

economies quadrupled between 2004 
and 2014. At the same time, the 

composition of that corporate debt 
has been shifting away from loans 

and toward bonds. Although greater 
leverage can be used for investment, 
thereby boosting growth, the upward 
trend in recent years naturally raises 

concerns because many financial 
crises in emerging markets have been 
preceded by rapid leverage growth… 

  
Second, leverage has risen more in 

cyclical sectors and it has grown most 
in construction. Higher leverage has 

also been associated with, on 
average, rising foreign currency 

exposures. Third, despite weaker 
balance sheets, emerging market 

firms have managed to issue bonds at 
better terms (lower yields and longer 
maturities), with many issuers taking 

advantage of favorable financial 
conditions to refinance their debt.” 

 
-IMF Semiannual Global Financial 

Stability Report (October 2015) 
 

SOURCE: INTERNATIONAL MONETARY FUND 

http://www.imf.org/external/pubs/ft/gfsr/2015/02/pdf/c3_v2.pdf�
http://www.imf.org/external/pubs/ft/gfsr/2015/02/pdf/c3_v2.pdf�
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THE  $9 TRILLION DOLLAR PROBLEM 

“Of the $4.0 trillion outstanding dollar 
bonds issued at end-2013 by non-US 

resident non-banks, U.S. residents 
held $1.3 trillion. If U.S. based 

investors hold a third of dollar bonds 
issued by non-U.S. residents, the ease 
of financing in the international bond 
market could well be affected by the 
common element in U.S. bond flows 

identified by Feroli et al (2014).” 
 

-Global Dollar Credit: Links to U.S. 
Monetary Policy and Leverage  

(BIS; January 2015) 
 

“Events such as the October 2014 
Treasury Bond flash rally in the United 
States or the April 2015 Bund tantrum 

in Europe have reminded us that 
market liquidity is fickle and that 

market dislocations can occur even 
for some of the most liquid assets… As 

banks have been changing  their 
business models and shrinking their 
inventories, market-making services 
seem to have become concentrated 

in fewer clients… Another key 
development has been the rise of 

larger, but more homogenous buy-
side institutions.” 

 
-IMF Semiannual Global Financial 

Stability Report (October 2015) 
 

SOURCE: BANK FOR INTERNATIONAL SETTLEMENTS 

http://www.bis.org/publ/work483.pdf�
http://www.bis.org/publ/work483.pdf�
https://www.imf.org/External/Pubs/FT/GFSR/2015/02/pdf/c2_v3.pdf�
https://www.imf.org/External/Pubs/FT/GFSR/2015/02/pdf/c2_v3.pdf�
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EM HEADWINDS ARE WELL-KNOWN, RIGHT? 

YES, WHICH IS WHY THE GLOBAL GROWTH OUTLOOK IS INCREASINGLY DEPENDENT ON ADVANCED ECONOMIES 
CONTINUING THEIR RECENT TREND OF OUTPERFORMANCE. 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

BUT WILL THEY “COMP THE COMPS”? 

DATA SOURCE: BLOOMBERG 

BASE EFFECTS ARE STEEPENING IN A MATERIAL WAY ACROSS THE DEVELOPED WORLD OVER THE NEXT 2-3 QUARTERS. MOREOVER, THE U.S. AND 
U.K. ARE “COMPING” AGAINST THEIR TOUGHEST “COMPS” OF THEIR RESPECTIVE CYCLES DURING THE AFOREMENTIONED FORECAST PERIOD.  
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CONCLUSION: GET USED TO QUADS  3 & 4 

DATA SOURCE: BLOOMBERG 
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WHY? 

BECAUSE GLOBAL GROWTH IS SLOWING ON A SEQUENTIAL AND TRENDING BASIS: 

DATA SOURCE: BLOOMBERG 
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AND… 

BECAUSE REPORTED INFLATION READINGS ARE IN A BOTTOMING PROCESS GLOBALLY – FOR NOW AT LEAST – AS WE TRAVERSE EASY “COMPS” 
THROUGH 1Q16. “NO DISINFLATION WITHOUT INCREMENTAL COMMODITY DEFLATION FROM ECB AND BOJ CURRENCY DEVALUATION!” 

DATA SOURCE: BLOOMBERG 
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#CRASHING 
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GERMAN EQUITIES…. BIG INTRA-YEAR CRASH  
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DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -20.7% 
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DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -15.9% 
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THE BABA BUBBLE POPS… 
ALIBABA – LARGEST IPO IN HISTORY 

DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -39.1% 
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WRONG SIDE OF DEFLATION 
CATERPILLAR (CAT) IS THE ULTIMATE CYCLICAL 

DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -24.7% 



HEDGEYE  60 

108 

113 

118 

123 

128 

133 

138 

HIGH YIELD ENERGY BONDS…. HOW ABOUT MARKED-TO-MARKET? 

BLOOMBERG HIGH-YIELD ENERGY INDEX   

DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -18.6% 
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THOSE LEVERED TO INFLATION EXPECTATIONS… 

XOP (E&PS), XLE (ENERGY SELECT SPIDER INDEX)  

DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -20.7%  

Draw-Down From 2015 High: -33.4%  
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OTHERS LONG OF INFLATION EXPECTATIONS… 

XLB (BASIC MATERIALS), BLOOMBERG WORLD MATERIALS INDEX   

DATA SOURCE: BLOOMBERG 

Draw-Down From 2015 High: -18.5% 

Draw-Down From 2015 High: -24.8% 
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COMMODITY CURRENCIES… 
AUSTRALIAN DOLLAR, CANADIAN DOLLAR  

DATA SOURCE: BLOOMBERG 
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MORE COMMODITY CURRENCIES 
BRAZILIAN REAL, SOUTH AFRICAN RAND  

DATA SOURCE: BLOOMBERG 
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THEMATIC INVESTMENT CONCLUSIONS 

TRADE (3 WEEKS OR LESS) 
LONGS: Gold (GLD), Long-term Treasuries (TLT) 
SHORTS: S&P 500 (SPY), Financials (XLF), Retailers (XRT) 

TREND (3 MONTHS OR MORE) 
LONGS: Long-term Treasuries (TLT), Homebuilders (ITB), Utilities (XLU), Muni Bonds (MUB) 
SHORTS: Spain (EWP), S&P 500 (SPY), Financials (XLF), Industrials (XLI), Retailers (XRT) 

TAIL (3 YEARS OR LESS) 
LONGS: U.S. Dollar (UUP), Long-term Treasuries (TLT) 
SHORTS: Euro (FXE), High-Yield Credit (JNK), Crude Oil (USO) 
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WHY DOES THE 2ND DERIVATIVE MATTER? 
BECAUSE FINANCIAL ASSET RETURNS HAVE HISTORICALLY ANCHORED ON THE MARGINAL RATE OF CHANGE IN BOTH 
GROWTH AND INFLATION – ESPECIALLY WHEN THESE DELTAS ARE COUNTER TO CONSENSUS EXPECTATIONS. 

DATA SOURCE: BLOOMBERG; THE AVERAGE QUARTERLY RETURN DATA IS WEIGHTED BY DELTA INTO RESPECTIVE QUADRANT 
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U.S. ECONOMIC SUMMARY TABLE 
HEADLINE INFLATION APPEARS TO HAVE BOTTOMED, WHILE THE MANUFACTURING, EXPORT AND INVESTMENT SIDE OF THE U.S. ECONOMY 
CONTINUES TO SLOW AND/OR CONTRACT ON A SEQUENTIAL AND TRENDING BASIS. IS CONSUMPTION GROWTH NEXT? 

DATA SOURCE: BLOOMBERG 
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GLOBAL ECONOMIC SUMMARY TABLE 
PER COMPOSITE PMI DATA, GLOBAL GROWTH STALLED IN AUGUST. WILL EMERGING MARKET GROWTH HEADWINDS 
SPILLOVER INTO THE DEVELOPED ECONOMIES? 

DATA SOURCE: BLOOMBERG 



FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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