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Disclaimer 
 

• Hedgeye Risk Management is a registered investment adviser, registered with the State of Connecticut. 
 

• Hedgeye Risk Management is not a broker dealer and does not make investment recommendations. This 
presentation 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. 
 

• For more information, including Terms of Use of our information, please go to www.hedgeye.com. 
 

• This presentation is the work of Peter Tchir of TF Market Advisors and is protected intellectual property. 
 
• TF Market Advisors is an independent macro research firm. 

 
• Data and analysis presented herein are produced by Peter Tchir.  Hedgeye Risk Management has not verified 

the accuracy of this presentation. 
 

• Views and opinions expressed herein are those of Peter Tchir and do not necessarily reflect the opinions of 
either TF Market Advisors or Hedgeye Risk Management. 
 

• The opinions expressed in this presentation are for information purposes and are not intended as investment 
recommendations. 

3 



Spain and Italy Remain a Risk 

In the immediate aftermath of last month’s election we saw stocks sell-off 
globally. This was accentuated by the fact that results came in after the 
European markets had closed, so hedgers were forced to trade where they 
could 
 

• There has been no resolution to the Italian election and it may yet turn 
out to be traumatic for Europe, but in any case, the anti status quo voice 
was strong and shouldn’t be ignored 

 
• Spain remains mired in an economic slump with almost unbelievable 

levels of unemployment and a leader mired in his own allegations of 
scandal 

 
• France remains part of the “core” in most investor’s perception of risk, yet 

the bonds don’t always trade with the “safety” crowd. This dynamic bears 
further scrutiny 
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The ECB is NOT the Fed 

The risks matter because the ECB is not the Fed.  The ECB is restricted in what 
it can or cannot do 
 

• The “legendary” Outright Monetary Transactions (OMT), or should I say 
mythical OMT is just a plan 

• Countries need to agree to an overall plan, including the dreaded 
“conditionalities” in order to get the ECB to intervene with OMT.  The IMF 
would be involved in determining and monitoring the conditions 

• So, as conditions deteriorate, possibly because of a dysfunctional 
government, that country needs to negotiate and agree to a plan that 
places restrictions on it.  That seems a recipe for volatility if not failure. 

• There is growing opposition within Germany and other “core” countries to 
risking capital to help countries that seem incapable of helping 
themselves 

• OMT has been pitched as being very market friendly. Yet once 
implemented will the market really believe the OMT won’t be 
subordinated, or that the ECB will be very aggressive as opposed to 
doing “just enough” 
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Watch What the Fed Owns  

We have been saying, watch what the Fed does, not what it says, but recently 
even the Fed has admitted it won’t be selling treasuries, possibly ever. 
 
This chart (from the end of January is important). 
 

Maturity Total Non Fed Fed Fed % 

0 to 1 2,961,171,000,000 2,960,836,000,694 334,999,306 0.0% 

1 to 5 4,184,745,000,000 3,760,692,903,622 424,052,096,378 10.1% 

5 to 10 2,065,671,000,000 1,231,337,745,000 834,333,255,000 40.4% 

10 to 20 204,930,000,000 120,453,152,000 84,476,848,000 41.2% 

20 to 30 784,853,000,000 493,792,186,500 291,060,813,500 37.1% 

Total 10,201,370,000,000 8,567,111,987,816 1,634,258,012,184 16.0% 
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The Fed Can and Will Defend the 10 Year Yield 

• With Fed ownership already above 40% and a large portion of the 
remaining bonds held in not available for sale accounts the float is limited 

• Mortgages, critical to the Fed’s policy to create momentum in housing, 
price off the 10 year treasury, so keeping that reference point low is 
critical to the Fed’s overall goal 

• The Fed pays attention to the yield that borrowers have to pay 
(mortgages and corporate bonds).  In prior times of QE the yields on 
those could come down even if treasury yields went up, because the 
spreads were wide enough, that spread improvement could offset moves 
in rates, that cannot happen now as spreads are tight already 

• The Fed can anchor 5 years and in, easily by just keeping overnight 
funding at zero 

• On the recent bank stress tests, the Fed had a scenario where stocks 
doubled from their lows, real GDP was 4% and nominal GDP was at 
4.6% yet the 10 year treasury remained at 2.2%.  Maybe an oversight or 
maybe insight into what the Fed thinks it can do  
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How Will We Know QE is Ending and Does it Matter? 

• Last Friday’s non-farm payroll was a clear sign that QE matters.  A jobs 
number that should immediately have been embraced as a positive 
number for the economy left stocks sluggish most of the day.  The market 
“overcame” the good number in the end, but that is a clear signal that QE 
is a major driver here 
 

• The mortgage purchases are the most contentious part of the Fed’s 
program and will be the first to go 

• Buying treasuries seems more politically palatable than mortgages 
• There is growing concern in DC that the Fed is creating a scenario 

where a real private mortgage market doesn’t ever redevelop (JP 
Morgan announced layoffs in their mortgage area – hardly conducive 
to getting a “normalized” market to resume) 
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Credit Markets and Their Impact on Stocks 

• High Yield bond prices do NOT need to go up as a signal of potential 
equity strength.  For a period of time, high yield bonds and equities were 
correlated, that correlation is breaking down, and that is fine, because at 
these prices and yields, high yield bonds are performing more like bonds 
than stocks 
 

• The “great rotation” is a myth, but fortunately it isn’t necessary for stocks 
to do well.  Investors do not need to sell the long bond to buy stocks.  T-
bills would suit just fine – it is a bigger market and far less disruptive.  
Looking for “tells” in the bond market is less relevant than it has been in 
the past few years 
 

• Nowhere is the divergence between “credit markets” and “stock markets” 
more obvious than when it comes to US banks.  CDS is trading too wide 
and has underperformed, while stocks have possibly been too positive.  
Much of Dodd-Frank and the changes in the market are positive for 
creditors (stability with less growth) and less exciting from an equity 
standpoint 
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CLO’s More Important than You Realize 

• The story of the year has been in the growth in CLO’s and the leveraged 
loan ETF (BKLN) 

• This is a clear sign that the search for yield is alive and well.  Investment 
grade bond investors are snapping up CLO paper because it offers the 
best value, and CLO “equity” investors are finding it the best way to beat 
10% return hurdles while containing downside risk 

• Strength in the CLO market is likely to lead to the recreation of synthetic 
CDO’s.  Like them, or hate them, expect them to come as they are easy 
to create and can be ramped up instantaneously, which is becoming a 
real issue for CLO’s.  Credit spreads, particularly CDS, will tighten 

• Weak companies can survive far longer than your realize.  MTG is the 
current “poster child” for this – stock doubled and CDS went from 25 
points up front to sub 500 running 

• So any weak company that has assets to secure can get financing, that 
means companies that would otherwise be run into the ground and taken 
over by creditors are worse shorts than they look on the surface 
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LBO’s – Pay Attention to the Credit 

• HNZ CDS went from 40 bps to 210 bps sparking a revival of the “LBO” 
name runs as everyone searches for the next lottery ticket 

• While credit markets are very strong, they haven’t totally lost their mind.  
Kohl’s (KSS) has been mentioned as a possible LBO candidate.  Maybe 
that makes sense from the equity side, but the credit already struggles.  
This may be one that has difficulty getting the pricing or leverage 
necessary to have a successful LBO 

• The LBO phenomena has been more hype than reality so far.  The two 
big deals, Dell, and Heinz, both had unique owners and both wanted a lot 
of the secured debt for their own purposes.  It is unclear whether 
valuations are cheap enough or the credit is willing to leverage itself to 
make deals happen consistently 
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EM – Is Credit Sending an Early Warning? 

• EM bond yields led the Chinese market higher out of the “hard landing” 
talk, but now may be leading indicator of potential weakness ahead 

12 



Someone Has to Win the Currency Wars 

• Local currency EM bonds have outperformed USD denominated EM 
bond and have kept pace with US high yield  
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Trades 

• Buy 10 year treasury above 2.0% 
• Credit should continue to perform, but sell protection via CDS if you can 

rather than buying bonds 
• BKLN is a great short against a portfolio of loans 
• Look to Local Currency (LEMB) outperformance versus EMB as currency 

risk and rate risk are both in its favor 
• EM stocks look risky here with credit leading the way lower 
• US stocks should pull back on risks from Europe, from QE, and stretched 

valuations, in part based on an LBO boom that is unlikely to occur leave 
the S&P open for a pullback to the 1,500 level 

• Spain and Italy (EWP or EWI) will be great buying opportunities, but not 
yet.  We need to see some real concern about the ECB’s ability to step 
in.  Once it gets stretched again will we see the opportunity for a bounce, 
and then, with the heavy weighting of banks, the returns should be very 
strong 
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Hopium vs Doomium – 1 Way to Look at the World 

Slowing             Steady                     Growing 
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Neutral 
 
 
 
 
 
 
 
 
 
 

Doom 
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Reality 
TFMA R-S  

15 



TFMA Team Biographies 
PETER TCHIR 
Peter has traded over $1 trillion of fixed income products during his career, including complex structured 
transactions, bonds, loans, CDS and index products. Peter was previously a portfolio manager at KLS 
Diversified where he employed a strategy that included single name credit positions and macro trades 
while actively taking advantage of short term mispricings of securities and indices.  He was a founding 
board member of the CDX suite of indices and started and headed the credit derivatives index 
businesses at UBS and then RBS.  Peter started his career at Bankers Trust where he ran high yield 
credit derivatives.  Risk managing and trading a variety of credit products has given Peter the ability to 
understand specific credit issues and the importance of macro flows and the ability to react to each 
unique trading scenario.  Peter received BS in mathematics and computer sciences from the University 
of Waterloo and his MBA with distinction from Vanderbilt University.   
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TFMA Team Biographies 
VITALY FIKS 
Vitaly has over 20 years of experience trading and structuring credit products.  Previously, he was 
a portfolio manager and credit strategy/execution manager at Fortress Investment Group’s 
Drawbridge Global Macro Fund.  Prior to that, Vitaly traded high yield index tranches and 
bespoke products at UBS.  He started his career as a lawyer at Winthrop Stimson focusing on 
finance and structured credit. Vitaly received a BS degree in physics and math from Wesleyan 
University, an MS in physics from the University of Illinois and a law degree from Yale Law 
School. 
 

17 



TFMA Team Biographies 
JEREMY L. HILL 
Jeremy is an experienced banker and risk management professional with over 15 years of 
experience in business, finance and law.  Most recently, he was the Chief Operating Officer of the 
Societe Generale Global Research & Strategy Department where he was responsible for the day 
to day operations, risk management, P&L and marketing of the equity, credit, quantitative, FX, 
EM, rates, economic and cross asset strategy businesses.  During this time, he helped expand 
the Research & Strategy Department to New York by increasing headcount from 4 to 30 cross 
asset analysts.  Prior to that position, Jeremy was the Head of Investment Banking Compliance in 
London (UK) for Societe Generale where he was responsible for all regulatory risk management 
issues including interfacing with global regulators including the FSA (UK) and AMF (France).  
Before his time at Societe Generale, he held regulatory risk management jobs at Banc of America 
Securities and Credit Suisse First Boston.  Jeremy was an M&A and corporate attorney at 
Coudert Brothers where he completed a variety of cross border transactions and advised large 
German and French issuers on US corporate law issues.  Jeremy started his career as an 
investment banking Associate at the technology boutique BlueStone Capital Partners where he 
concentrated on internet and financial technology sectors and helped the firm with corporate 
development and operational issues including their majority investments by ABN AMRO.  In 
between all of his corporate positions, he founded and remains a member of the board of 
directors of Oyster Optics, Inc., which was sold to Techquity Capital Management in 2011.  
Jeremy is a frequent media commentator on financial risk markets appearing on networks such 
as Bloomberg and Fox TV.  Jeremy holds a BA from Hunter College, graduating summa cum 
laude and law degree from Fordham University. 
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Contact Information 
TF Market Advisors, LLC 
888 Seventh Avenue, 17th Floor 
New York, NY 10019 
 

 
Peter Tchir 
tchir@tfmarketadvisors.com 
 
Jeremy L. Hill 
hill@tfmarketadvisors.com 
 
Vitaly Fiks 
fiks@tfmarketadvisors.com 
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THANK YOU  
Submit questions to QA@hedgeye.com 
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