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1014 MACRO THEMES REVIEW

#INFLATIONACCELERATING AND #GROWTHDIVERGENCES



INFLATION: ARE COMMODITIES BASING?
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HEDGEYE QUANTITATIVE SETUP: COMMODITY COMPLEX
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COMMODITY BASE EFFECT TAILWIND

CPIl READINGS SHOULD COME IN ~100+ BASIS POINTS HIGHER
GLOBALLY OVER THE INTERMEDIATE TERM

Thomson/Reuters CRB Commodities Index, Monthly Average YOY eeeeece Compounded at +1% per Month From Here
Median YoY CPI Reading of US, Eurozone and China (rhs)
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Forecasts for the CRB Index assume no change to current prices unless otherwise noted.




INFLATIONARY PRESSURES BUILDING

CPI1 COMPS EASE WHILE CAPACITY UTILIZATION, SERVICES INFLATION, WAGE AND
CREDIT GROWTH ARE BEGINNING TO BREAKOUT
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GDP: COMPS VS. COMPS

Z-SCORE (TRAILING 3Y) OF SELECTED COMPARATIVE BASE (2Y
COMP) FOR THE RESPECTIVE GDP REPORTING PERIOD
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US: QUADRANT #2 OR #3?

UNITED STATES 3011 Hedgeye Macro GIP Model Source:
Real GDP Qo0 SAAR 4.1% GIP = Growth/Inflation/Policy
Real GDP YoY 2.0% Full-year Estimates 2012A 2013E 2014E
2Y Average 2.6% C Real GDP YoY
3Y Average D4% | 15% | 23% | 25% | 25% | 23% | 22% | 2.1% | 22% | Hedgeye Predictive Tracking Algorithm [ 28% | 18% | 2.3%
33% | 28% | 19% | 1.7% | 1.9% | 1.7% | 14% | 1.6%
2Y Average 25% | 23% | 25% | 27% | 27% | 26% | 2.3% | 1.7% | 1.6%
3V Average | 11% | 20% | 24% | 24% | 22% | 22% [ 22% [ 23% | 23% | Hedgeye Predictive Tracking Algorithm |28 | 15% [ 208 |
125hps
QUAD #1 75hps
Growth Accelerating as Inflation Decelerates
Policy Response: NEUTRAL Policy Response: HAWKISH
= 1H14E
-100bps -B0hps -60bps -10bps -20bps 0bfps 20bps 10bps 50bps 80bps 100bps
-25hps
QUAD #4: QUAD #3:
Growth Slowing as Inflation Decelerg Growth Slowing as Inflation Accelerates
Policy Response: DOVISH 7Shps Policy Response: IN-A-BOX

-125hps

w-axis: second derivative of headline INFLATION reading
wis: second derivative of Real GDP reading

={=FReal GDP YoY



HERE’S THE UPDATE



SINCE OUR 1Q THEMES CALL: 1/9/14

Commodity and Inflation Hedge Assets Are Rising While Consumption Levered Exposure
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COMMODITY INFLATION = RISING

S88 - Thomson Reuters/Jefferies CRB Commodity Index
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PRICES PAID = RISING
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SLOW GROWTH OUTPEFORMING

» N\ OR P » OR A 2 s N\ )
STYLE FACTOR PERFORMANCE VALUATION: MEDIAN NTM PE
SECTOR DIVERGENCE MONITOR e
FACTOR 6M M iMm 1w 2D 1D Current| 5Y High 5Y Low 1y 37 5Y
= |High Debt/EV 147X | 154% 87X | 247 168 154
3D 10D iMm M 6M 1y E
SECTOR SPDR % Chg % Chg % Chg % Chg % Chg % Chg Low Debt/EV 186X | 196X 127X || -052 112 136
. . High Short Interest 2 179X | 194 118 || 242 175 142
Consumer Discretionary XLy _ -1.8% -6.1% -2.5% 3.6% 21.4% @
Financials XLF -2.4% 5.3% -5.1% 0.8% 1.7% 19.4% M e - 134X | 152X BEX | L4 072 108
Health Care XL 5 High Beta -5.3% -2.3% -1.8% 14.2x | 22.2x BIX -0.04 080 007
o
Technology XLK 2 lowBeta . -19% . 159X | 167% 105 || 082 108 152
Consumer Staples XLp
. o |High Yield 51%  -42%  21% 159X | 168X 97x | 005 087 139
Industrials Xu -2.6% -5.6% -4.7% 0.0% 1.7% 22.0% =
Basic Materials XLB -1.8% 5.8% -4.3% -0.3% 7.4% 11.3% T jtowvield 1s.0x | 203x 122X | 143 157 059
XLE i 3% i % Highp/s 187X | 197%  122x | 055 112 156
El
XLu =S
5 iLowP/B e 509 13.0X | 134X 8aX 113 139 123
o MCAP Bottom 25% -37% -5.2% 16.3X 171X 9.2x 082 139 120
SPX 213% | 477% | -3.88% | -0.33% | 3.84% | 17.40% £%
MCAP Top 25% 163X | 17.0% 102 | 083 155 159
KEY 9 'g Top 25% Sales Growth 16.8X | 208X 124X || 136 052 058
1 STDEV Positive Divergence ]
- 5 {5 |Bottom 25% Sales Growth 15.7X 16.0X B3X 275 211 191
1STDEV Negative Divergence
Within 1 STDEV of the Mean o 'g Top 25% EPS Growth 155X | 208X 108X || -151 078 022
Source: Elaomberg, HRM aHEDGEYE “ (5 iBottom 25% EPSGrowth | -28% | 137%  -02%  -28%  -36%  -23%  20%  01% | 163X | 170X 88X || 273 145 192
“Percentage change refiects performance for top & bottom guartile of companies in the SPX for the given style foctor
SOURCE: Bioomberg, Hedgeye Calculations 0 HEDGEYE




IN A CHART: SLOPE = “WORSE”

U.S. ECONOMIC INDICATOR SUMMARY

MOST RECENT DATA

LAST PRICE vs.

INVESTMENT
(Residential)

GOVERNMENT

EXTERNAL

Source: Bloomberg, BLS, BEA, Census, NAR

QoQ Chg Y/¥ Chg
Period Latest data Last Price  Prior | MoM Chg 3M Ave | 6MAve | TIM Ave (1gl4) (Qeriy)
Personzl Spending (Real PCE). YoY %|  Dec-13 2.5% 2.4% 0.09% 0.5% - -
Personal Income, YoY %| Dec-13 -0.8% 2.3% -3.6% - -
Real Disposable Income (per capita), YoY %| Dec-13 -34% | -0.1% -31% - -
Retail Sales, YoY % Dec-13 41% 4.2% 0.2%% - -
Consumer Credit. YoY %| Nov-13 6.1% 6.2% -0.1% - -
NFP Employment, MoM Chg| Dec-13 73 240 -108 - -
Initial Claims, NSA, YoY % Jan-14 -7.0% -1.8% 14% 1L0% -3.0%
Consumer Confidence| Jan-14 81 78 5.6 9.1% 28.6%
Consumer Comfort|  Jan-14 -30.6 -29.5 0.4 24 4.0
Real Weekly Earnings, Y/Y %) Nov-13 1.1% 1.6% 0.5% - -
Auto Sales. Millions Units, Jan-14 15.2 153 -0.3 -2.7% -0.5%
Gas Price|  Jan-14 3.30 3.26 -0.19 0.7% -7.3%
Industrial Production. YoY %| Dec-13 3.7% 3.4% 0.28% 0.1% 0.6% 1.0% - -
Capacity Utilization| Dec-13 79 79 0.10 0.3 0.8 1.0 - -
Durable Goods New Orders, YoY %| Dec-13 0.4% 10.1% 9.75% 5.4% -6.0% -4.9% - -
Capital Goods - NonDefense Ex-Air. YoY %| Dec-13 7.4% 6.1% 1.35% 1.4% 0.1% - -
ISM Mfyg Jan-14 513 56.5 -5.20 -3.6 43 -9.5% 1.9%
ISM Mig - New Orders Jan-14 51.2 64.4 -13.20 8.5 9.7 -18.8% 2.9%
ISM Mfp - Employment| Jan-14 52.3 55.8 -3.50 22 23 -5.2% 0.8%
ISM Services| Dec-13 53.0 54.1 -1.10 -11 21 - -
ISM Services - New Orders| Dec-13 50.4 55.7 -5.30 A8 58 - -
ISM Services - Employment| Dec-13 55.6 54.5 1.10 0.2 0.5 - -
Mfg & Trade Inventories. YoY %|  Nov-13 4.0% 3.7% 0.3% 0.4% 0.5 - -
Business Inventories I'S Ratio|  Nov-13 1.20 1.20 0.00% 0.00 0.00 - -
Housing Starts| Dec-13 909 1107 -108 57 72 - -
New Home Sales| Dec-13 414 445 310 27 0 - -
MBA Purchase Apps Jan-14 184 176 8.5 2 -1 12% -9.204%
NAHB Survey of Home Builders|  Jan-14 56 57 -10 0 0 5 1.8% 22.6%
FHFA HPL NSA YoY %| Nov-13 7.6% 8.1% -0.48% -0.4% -0.6% .0% -
Case-Shiller 20-City HPL YoY %| Nov-13 13.7% 13.6% 0.10% 0.2% 0.8% 3.6% - -
Corelogic HPL YoY %) Jan-14 10.2% 11.1% -0.85% -0.7% -L0% -0.9% -L1% 22%
Construction Spending, YoY %] 5.4% 0.0% 06% | 03% |  02% - -
Monthly Budget Balance, Bil §'s -135.2 188.4 m | m [ 1 - -
International Trade Balance, Bil $'s| - -343 ‘ -30.3 5.08 4.6 | 39 ‘ 52 - -
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YIELD SPREAD = COMPRESSING

270 -
—Yield Spread (10Y Treasury Yield less 2Y Yield, Bps)
260 -
250 -
240 -

230 -

220 -

210 T T T T T T T T T T T T T T T T T T T T T T T T T T
P I I I I I I I I I I I R A
SIS Vpo) KRR R R R FF FE IS S EEFEE L




ISM MFG NEW ORDERS = SLOWING

ISM NEW ORDERS
M/M CHANGE
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ISM SERVICES NEW ORDERS = SLOWING

ISM SERVICES: NEW ORDERS
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DURABLE GOODS = SLOWING

U.S. DURABLE GOODS ORDERS

B MoM % H YoY % H 2Y Ave
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CONSUMER TRENDS = SLOWING

HEDGEYE S&P500 EARNINGS SCORECARD: 4Q13
SALES Growth, YoY EPS Growth, YoY** OPERATING MARGIN
Accelerating Decelerating 9% Accelerating Accelerating Decelerating % Accelerating Expanding Contracting % Expanding
Health Care 20 12 63% 16 14 53% 13 17 43%
Materials 10 11 43% 2 11 A42% 6 12 33%
Tech 24 25 49% 23 23 50% 25 22 53%
Financials 26 22 54% 25 21 54% 24 20 55%
Consumer Staples a4 13 24% 7 10 41% 7 9 A4%
Industrials 26 15 58% 28 17 62% 11 30 27%
Utilities 3 2 71% 6 1 86% 0 7 0%
Energy 6 15 29% 13 7 65% | 8 53%
Consumer Discretionary 13 22 37% 14 21 40% 12 20 38%
SPX AGGREGATE 134 141 49% 140 125 53% 107 145 A2%
i SPX CONSTITUENT SUMMARY i
1 1
! Sales Growth Accelerating, % 49% |} *Acceleration/Deceleration is vs the prior quarter for the given operating metric
i EPS Growth Accelerating, % 53% i **\egative earnings excluded
1
! OM Margins Expanding, % 2% 1 Source: Bloomberg, Hedgeye Calculations
L o o o o o o e o e o o e e P e |
e HEDGEYE




HOUSING DEMAND = SLOWING

MBA MORTGAGE PURCHASE APPLICATIONS
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HOME PRICES = SLOWING

14.0% CORELOGIC HOME PRICE INDEX
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HEDGEYE QUANTITATIVE LEVELS




SPX: BEARISH TREND

HEDGEYE QUANTITATIVE SETUP: S&P500
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VOLATILITY: BULLISH TREND
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THE DOLLAR: BEARISH TREND

HEDGEYE QUANTITATIVE SETUP: US DOLLAR INDEX
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10Y TREASURY: BEARISH TREND

HEDGEYE QUANTITATIVE SETUP: 10Y TREASURY YIELD
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FOR MORE INFORMATION CONTACT:

SALES@HEDGEYE.COM
203.562.6500
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