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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 make investment recommendations. 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 
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Some of our most noteworthy calls since inception (in chronological order): 
 
1. Moving to 85% cash in July 2008: https://app.hedgeye.com/feed_items/10  
2. Buying the bottom in the US equity market in March 2009: https://app.hedgeye.com/feed_items/160 and 

https://app.hedgeye.com/feed_items/2774  
3. Shorting European periphery sovereign debt in May 2010: https://app.hedgeye.com/feed_items/7939  
4. Putting on a US Treasury yield curve flattener in June 2011: https://www.hedgeye.com/feed_items/13854 
5. Shorting the Japanese yen in November 2012: http://app.hedgeye.com/feed_items/24535  
6. Shorting Gold in December 2012: http://app.hedgeye.com/feed_items/25276 
7. Buying US equities in January 2013 (and holding them): http://app.hedgeye.com/feed_items/25916 and 

http://app.hedgeye.com/feed_items/32785 
8. Shorting Emerging Market assets in April 2013: http://app.hedgeye.com/feed_items/28091 and 

http://app.hedgeye.com/feed_items/32572  
9. Shorting US Treasuries in May 2013: http://app.hedgeye.com/feed_items/28677 and http://app.hedgeye.com/feed_items/28720 
10. Buying the EUR and GBP as well as German and UK equities in October 2013: http://app.hedgeye.com/feed_items/31220 
 

THE HEDGEYE MACRO TEAM 
WE SPECIALIZE IN PRODUCING BUY-SIDE QUALITY RESEARCH FOR BUY-SIDE INVESTORS 
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http://model1.hedgeye.com/518b893365217dc6e128c05f1e37k.1n/Usv3NeYQAWRDlrHpCa83b�
http://model1.hedgeye.com/4f79fce262047742c9a17e03ysre.3/UXbMvsJSL6jHrDLrC41ee�
http://model1.hedgeye.com/518b893365217dc6e128c05f1dghg.1m/UrScX-YQefhn58EZCd946�
http://model1.hedgeye.com/518b893365217dc6e128c05f10ddi.6b/UZtSwsJSkg_59C0hCb933�
http://model1.hedgeye.com/518b893365217dc6e128c05f10gf1.6u/UZz8P8JSNSNI4LRLC3299�
http://cts.vresp.com/c/?HedgeyeRiskManagemen/d8ef865fae/708b38394d/8a31329725�


HEDGEYE  5 

#INFLATIONACCELERATING: WORKING 
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#GROWTHDIVERGENCES: WORKING 
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1. We’ve been calling for investors to get longer of inflation-oriented assets in lieu of 
consumption-oriented assets, at the margins, as it becomes increasingly likely the Fed stops 
tapering (or incrementally eases) over the intermediate term. 

2. Specifically, we continue to anticipate the pace of domestic economic growth will slow, at 
the margins, as reported inflation accelerates, at the margins. If anything, a marginally 
dovish Fed only insulates our non-consensus #InflationAccelerating view. 

3. This directionally stagflationary setup is otherwise referred to as Quad #3 in our proprietary 
GIP framework. As the historical backtest data below highlights, Gold is among the best 
performing asset classes in Quad #3, along with US Treasuries, Energy stocks and Utility 
stocks. 

4. All told, never forget that gold is an absolute return vehicle that competes with real yields 
and real yields are headed south because slowing growth is dragging down nominal yields 
and accelerating inflation is dragging up inflation expectations (see chart below). Don’t fight 
the tide; fight the Fed instead. 

 

WHY IS GOLD (AND GOLD MINERS) RIPPING? 
CONCLUSIONS 
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Over the years, we’ve been accused of being inflationistas (2010-11), deflationistas (2012-13), perma-bulls 
(2009-10; 2013) and perma-bears (2010-11). Ironically enough, however, we’ve yet to be labeled as perma-
anything with respect to Gold – though I’m sure being overtly bearish on Gold heading into 2013 and then 
turning fundamentally bullish within three weeks of the bottom probably has something to do with that: 
  
THINKING WAY OUTSIDE THE BOX ON GOLD (12/14/12): “All told, we think investors should consider 
reducing their allocation to this asset class. At a bare minimum, it would be prudent for gold bulls to confirm 
whether or not our TAIL support ($1,669) holds before increasing exposure to gold here. If $1,669 breaks, 
there’s no true support to the prior closing lows.” 
 
GOLD: IS IT TIME TO GET BACK IN ON THE LONG SIDE? (11/26/13): “Right now may be a bit early, but gold is 
shaping up to be a compelling long idea heading into 2014.” 

 
Flash forward to today, Gold is up a healthy +10% YTD and gold miners are up an even healthier +24% YTD; 
this compares with a -0.3% decline for the S&P 500 Index and a larger -2.2% decline for the XLY (Consumer 
Discretionary sector SPDR). 
 

HISTORICAL CONTEXT 
WHERE WE’VE BEEN 
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QUAD #3: GROWTH SLOWS AS INFLATION ACCELERATES 

We continue to 
anticipate the 
pace of 
domestic 
economic 
growth will 
slow, at the 
margins, as 
reported 
inflation 
accelerates, at 
the margins. 
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GROWTH IS SLOWING, AT THE MARGINS 

The arithmetic is 
actually quite simple; if 
the GDP deflator 
increases, then you 
need a commensurate 
increase in GDP to 
maintain the same 
pace of inflation-
adjusted growth. 
Unfortunately for both 
buy-side and sell-side 
consensus, which 
came into 2014 as 
bullish as it had been 
in well over a year, 
neither the reported 
economic data nor 
bottom-up operating 
trends at the 
company level bode 
well for “a 
commensurate 
increase in GDP”. 
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ASK YOUR COMPANIES… THEY’LL CONFIRM 
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GOLD LOVES #QUAD 3 
This directionally 
stagflationary setup is 
otherwise referred to as 
Quad #3 in our proprietary 
GIP framework. As the 
historical backtest data 
below highlights, Gold is 
among the best 
performing asset classes 
in Quad #3, along with US 
Treasuries, Energy stocks 
and Utility stocks. The 
recent quantitative 
breakout in Brent Crude 
Oil bodes well for the 
Energy sector and the 
confirmed breakdown in 
Treasury yields bodes well 
for Utes (+6.5% YTD) and 
other yield-chasing plays 
(the MSCI US REIT Index is 
up +7.2% YTD). 
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HISTORICAL AVERAGE PERFORMANCE 
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ENERGY PRICES: BULLISH 
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INTEREST RATES: BEARISH 
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US DOLLAR: EXTREMELY BEARISH 
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The WoW deltas in commodity currencies and EM asset plays suggest investors might want to 
start digging around for tactical opportunities on the long side of these asset classes. With 
respect to our #EmergingOutflows thesis, we’re not quite there yet on the latter, but if I can 
front-run my own thought process in the context of incremental confirming evidence, we’ll likely 
be there in another month or so. 
  
All told, never forget that gold is an absolute return vehicle that competes with real yields and 
real yields are headed south because slowing growth is dragging down nominal yields and 
accelerating inflation is dragging up inflation expectations. Don’t fight the tide; fight the Fed 
instead. 

IN SUMMARY 
THE RESEARCH AND RISK MANAGEMENT SIGNALS ARE CONFIRMING GOLD’S BREAKOUT 
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COMMODITIES LIKE A WEAK DOLLAR 
NOTE THE WK/WK AND MONTH/MONTH DELTAS 
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… AS DO EMERGING MARKET ASSETS 
NOTE THE WK/WK AND MONTH-TO-DATE DELTAS 
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FIGHT THE FED, NOT THE DATA 
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GOLD’S RISK MANAGEMENT SETUP 
IF $1,353 IS BREACHED, THERE’S NO RESISTANCE TO THE PRIOR CLOSING HIGHS 
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Recently we’ve been pounding the table on our #InflationAccelerating Q1 Macro Theme, which continues to broadly manifest 
itself in buy-side PnLs (in one direction or the other). Today, we wanted to briefly update you on our #GrowthDivergences Q1 
Macro Theme, which called for investors to be OVERWEIGHT/LONG UK, Germany, Eurozone and China vs. 
UNDERWEIGHT/SHORT US and Japan. 
  
Like our #InflationAccelerating theme – which continues to be VERY non-consensus based on a number of dialogues we’ve had 
with our always-sharp subscriber base – this theme has, on balance, worked like a charm: 
  
UK FTSE All-Share Index: +1.5% since JAN 9th  
Germany DAX Index: +2.4% since JAN 9th  
Eurozone Stoxx 600 Index: +1.7% since JAN 9th  
China Shanghai Composite Index: +4.5% since JAN 9th  
US S&P 500 Index: +0.1% since JAN 9th  
Japan Nikkei 225 Index: -6.5% since JAN 9th  

  
These deltas are generally supported by each of the respective GIP (i.e. Growth/Inflation/Policy) outlooks. Below, we offer up 
some quick-and-easy one-liners summing up our intermediate-term view on each economy. Lastly, we outline what we are 
seeing in the model that makes us sound so directionally negative on the macroeconomic setup in the US (vs. leading the bull 
charge in 2013). 
 

#GROWTHDIVERGENCES 
SUMMARY 

http://model1.hedgeye.com/518b893365217dc6e128c05f1fwkt.1j/Us74QeYQSLCNZMmwBf58f�
http://model1.hedgeye.com/518b893365217dc6e128c05f1fwkt.1j/Us74QeYQSLCNZMmwC11c7�
http://model1.hedgeye.com/518b893365217dc6e128c05f1fwkt.1j/Us74QeYQSLCNZMmwC11c7�
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UNITED KINGDOM 

Probably the best 
looking economy of 
the bunch; the threat 
of +6% nominal GDP 
growth in 2014E plus 
deteriorating BoP 
dynamics 
underscore Carney’s 
increasingly hawkish 
bias – which only 
insulates our 
#StrongPound = 
#StrongUKConsumer 
view. 
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GERMANY 

Our model has 
German GDP growth 
continuing to 
materially accelerate 
in 1H14, helping the 
country achieve 3Y 
highs in economic 
growth for 2014E. 
The acceleration in 
inflation should lend 
marginal support to 
the EUR by allowing 
Draghi to back off of 
his easing bias to 
some degree. 
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EUROZONE 

Very similar [bullish] 
setup to Germany, 
though we see less 
upside in both GDP 
growth and CPI on a 
full-year basis as 
structural headwinds 
persist throughout 
the periphery. 
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CHINA 

Our lowest-
conviction bullish 
bias. If Chinese GDP 
growth doesn’t show 
strength against 
ridiculously easy 
compares in 1H14, 
the back half of the 
year could be a 
disaster from a 
growth perspective. 
Still, our analysis 
shows that the PBoC 
has adopted a 
marginal easing bias 
in the YTD, which 
should be supportive 
of our base case 
scenario. 
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UNITED STATES 

Inching towards a 
deep trip to Quad #3 
(i.e. growth slowing 
as inflation 
accelerates). Refer 
to the analysis on 
slides 29-42 for 
more details. 
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JAPAN 

Careening towards a 
deep trip to Quad #3. 
The only call to make 
here is whether or not 
the BoJ accelerates its 
timeline for incremental 
easing, which, on the 
margin, would be 
bearish for the JPY and 
the Japanese 
consumer, but bullish 
for manufacturing, 
exports, employment 
and wage growth. Our 
base case scenario is 
that the BoJ will be slow 
to react via expanding 
its QQE program as a 
result of their existing 
guidance and out-year 
inflation targets. 
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As compares get tougher at the margins, think real GDP growth comes in at the low end of our current 
forecast range for 2014E. This is a markedly different setup from 2013E, where we thought GDP would come 
in at the high end of our target range and accelerate throughout the year on a sequential basis. 
  
Now we are below both the Street – which continues to take up their numbers in recent weeks – and the Fed. 
If we’re right on growth, the FOMC will be forced to react to a fair amount of negative economic surprises as 
the year progresses, likely forcing them to shift back to an easing bias. 
 
It’s important that we make the following statistical point regarding our predictive tracking algorithm: when 
compares for any rate-of-change series get tougher at the margins, you need a commensurate increase in 
sequential momentum to prevent a deceleration in the first derivative. 
  
In light of that, it’s important to note that recent trends in the broad balance of economic data do not support 
expectations for an increase in said momentum over the intermediate term. Consumption growth continues to 
accelerate on a trend-line basis, but industrial production growth and PMI data is clearly slowing, while 
confidence readings are more-or-less flat (on a trend-line basis). 
 

MODELING THE US ECONOMY 
GDP GROWTH 
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FULL-YEAR ESTIMATES 



HEDGEYE  31 

MODELING COMPARISONS 
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REAL PCE 
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INDUSTRIAL PRODUCTION 
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COMPOSITE PMI 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

PMI DATA (CONTD.) 

MANUFACTURING PMI SERVICES PMI 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

CONFIDENCE SURVEY DATA 

CONSUMER CONFIDENCE BUSINESS CONFIDENCE 
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The confluence of easy compares, annualized currency weakness, a commodity base effect and 
the recent acceleration in commodity reflation continues to support our directionally hawkish 
view of the domestic inflation outlook.  
 
Moreover, we are now well ahead of both the Street and the Fed with respect to our full-year 
expectations for CPI. If that view proves correct, consumption growth (i.e. ~70% of GDP) will slow 
domestically. 
 

MODELING THE US ECONOMY 
CONSUMER PRICE INFLATION 
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FULL-YEAR ESTIMATES 
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MODELING COMPARISONS 
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IMPORT PRICE PRESSURES 
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COMMODITY BASE EFFECT 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

COMMODITY REFLATION 

CRB INDEX BRENT CRUDE OIL 



FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 

mailto:SALES@HEDGEYE.COM�
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