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

PROCESS SLIDE #2 

OUR FUNDAMENTAL PROCESS 
If you get the slopes of both growth and inflation 
right, you’ll tend to get a lot of other things right – 
particularly in your P&L. 

HISTORY MATTERS  BACKTEST 
Analyzing intermediate-term trends within the 
context of long-term economic and political cycles 
helps us consistently front-run major asset class 
turns. 
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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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#QUAD4 
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WELCOME TO THE FOURTH QUADRANT 

DATA SOURCE: BLOOMBERG 
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x-axis: second derivative of HEADLINE INFLATION reading 
y-axis: second derivative of REAL GDP reading 
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QUAD 4 IS BEARISH FOR ASSET PRICES 

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

EXCEPT HEALTHCARE AND STAPLES… 

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

TREASURIES, MUNIS AND THE DOLLAR 

DATA SOURCE: BLOOMBERG 
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#STRONGDOLLAR IS CRUSHING COMMODITIES 

INVERSE CORRELATIONS ARE TIGHTENING IN THE YTD 

DATA SOURCE: BLOOMBERG 
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COMMODITY PRICES MATTER TO CPI 

DATA SOURCE: BLOOMBERG 

-2% 

-1% 

0% 

1% 

2% 

3% 

4% 

5% 

6% 

-50% 

-40% 

-30% 

-20% 

-10% 

0% 

10% 

20% 

30% 

40% 

50% 
Thomson/Reuters CRB Commodities Index, Monthly Average YoY Median YoY CPI Reading of US, Eurozone and China (rhs) 

Forecasts assume no change to current price. 



HEDGEYE  14 

RIGHT BACK TO WHERE WE STARTED 

DATA SOURCE: BLOOMBERG 
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INFLATION EXPECTATIONS: CRASHING 

DATA SOURCE: BLOOMBERG 
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THE 2Q BOUNCE CAME AND WENT 
THIS TABLE WAS COMPLETELY GREEN ~2 MONTHS AGO 
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#CONSUMERSLOWING 
GROWTH IS ABOVE TREND, BUT MAKING LOWER-HIGHS 

DATA SOURCE: BLOOMBERG 
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#HOUSINGSLOWDOWN STILL A DRAG 



HEDGEYE  19 

THE LABOR MARKET IS SOFTENING  

DATA SOURCE: BLOOMBERG 
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A RECESSION IS CLOSER THAN YOU THINK 

DATA SOURCE: BLOOMBERG 
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ONCE AGAIN, THE FED IS TOO HIGH ON GROWTH 

DATA SOURCE: BLOOMBERG 
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CONSENSUS ESTIMATES STILL NEED TO COME DOWN 

DATA SOURCE: BLOOMBERG 
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WILL A DOVISH FED SPOOK INVESTORS? 
#VOLATILITYASYMMETRY REMAINS… 

DATA SOURCE: BLOOMBERG 
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#EUROPESLOWING 
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EUROZONE MOVING TO UGLY QUAD #3 

DATA SOURCE: BLOOMBERG 
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2011 AGAIN? #CONFIDENCESLOWING 

DATA SOURCE: BLOOMBERG 
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RATE OF CHANGE = BEARISH 

DATA SOURCE: BLOOMBERG 
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JAPANESE STYLE ROAD TO ZERO? 
SOVEREIGN BONDS REFLECT WEAK GROWTH OUTLOOK 

DATA SOURCE: BLOOMBERG 
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EXPORTS AND IMPORTS LOWER 
WILLING EXPORTS WITH A WEAK EURO? 

DATA SOURCE: BLOOMBERG 
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HEADWIND: UNEMPLOYMENT’S TAIL 

DATA SOURCE: BLOOMBERG 

• “Lost Generation” = 
jobless for life 
•  Drag of periphery 
on the core 
• Swiss-based 
staffing company 
Adecco said it saw a 
weaker-than-usual 
seasonal pick up in 
hiring in Europe for 
September, most 
pronounced in 
Germany and 
France. (9/24) 0% 
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“REAL” ECONOMY LENDING STALLED 

DATA SOURCE: BLOOMBERG 
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ARRESTING RUNAWAY DEFLATION? 

DATA SOURCE: BLOOMBERG 
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LEVER UP! 

DATA SOURCE: BLOOMBERG 

€0.00 

€0.50 

€1.00 

€1.50 

€2.00 

€2.50 

€3.00 

€3.50 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

ECB Balance Sheet (All Items) in Trillions EUR 

ECB Meeting on 9/4 - Draghi signals he wants 
to return the ECB balance sheet to 2012 levels  
-  so far the package to “lever up” includes 2 
TLTRO programs (September and December 
issuance) and ABS buying.   

The first TLTRO tranche (issued on 9/18) saw  
take-up of only €82.6B by participating 
banks, well below consensus estimates of 
€150B.  Could retransmission of funds to the 
"real" economy under-deliver on 
expectations? 
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CONFUSION BREEDS CONTEMPT 

DATA SOURCE: BLOOMBERG 

• EXECUTIVE BOARD MEMBER  BENOIT COEURE: “We’ll see if this [TLTRO and ABS] 
is enough… In case it would not be enough, the Governing Council is ready to do 
more. But it’s way too early to tell.” 
 

• GERMAN FINANCE MINISTER SCHAEUBLE: said the ECB is doing what it can to 
help the Eurozone economy, but basically it has run out of tools. He added that it is no 
good having a central bank responsible for jobs and growth and pointed out that 
cheap money can't force growth.  
 

• ECB PRESIDENT MARIO DRAGHI:  “No matter what the monetary and even fiscal 
stimulus has been decided, we won’t see much growth coming from these measures 
only if there are no serious structural reforms,” he told reporters in Milan on Sept. 12, 
reiterating comments he made at Jackson Hole. 
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IS JAPAN REALLY A GOOD EXAMPLE? 
LOST DECADES AREN’T ENVIABLE … 

DATA SOURCE: BLOOMBERG 
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SOCIALISM (FRANCE) = BEARISH TREND 

DATA SOURCE: BLOOMBERG 

•  ETF = EWQ 
• Economic 
Underperformance: last 
quarter the Govt. cut 2014 
growth in half to 0.5% 
•  Fiscal Imbalance:  Govt. 
announced it will miss its 4% 
deficit target for ‘14 and 
won’t achieve 3% until 2017 
(vs prior est. of 2016) 
• Political Disunity: 
Hollande is wildly unpopular, 
only 17% approval 
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ITALY = BEARISH TREND 

DATA SOURCE: BLOOMBERG 

•  ETF = EWI 
• Economic 
Underperformance: Italy’s 
growth is likely to contract 
for the 3rd straight year in 
2014.  Struggling to enact 
real structural reforms, we 
expect the Renzi gov't to 
“extend and pretend” its 
deficit reduction target, and 
the country to be Draghi’s 
poster child for “why” 
there’s no inflection (to 
growth) in 2015 
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EURO = BEARISH TREND 

DATA SOURCE: BLOOMBERG 
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OCT 9 – ECB Publishes Monthly Report  
OCT 23 – Eurozone Q2 Government Debt and Deficit 
OCT 26 – Results of the European Bank Stress Tests Announced 
OCT 30 – Eurozone Confidence Figures 
OCT 31 – OCT CPI Estimate 
 
NOV 6 – ECB Interest Rate Announcement 
NOV 13 – ECB Publishes Monthly Report  
NOV 27 – Eurozone Confidence Figures 
NOV 28 – NOV CPI Estimate 
 
DEC 3 – Preliminary Eurozone Q3 GDP  
DEC 4 – ECB Interest Rate Announcement 
DEC 11 – ECB Publishes Monthly Report  
 
• Other Geopolitical Risks: Ukraine, ISIS, Catalonia 
 

EVENTS DRAGHI WILL MONITOR 



#BUBBLES 
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CENTRAL BANK INTERVENTION 
TSRY ISSUES DEBT  FED BUYS DEBT  TSRY PAYS FED  FED GIVES IT BACK 

DATA SOURCE:  BLOOMBERG, FEDERAL RESERVE, CBO 
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5 YEARS ENDING 

FED REMITTANCES TO THE U.S. TREASURY 

Bubble size = Fed Remittance as % of Federal Net Interest Expense 
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INEQUALITY  

DATA SOURCE: BLOOMBERG, BEA, GALLUP 
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CONGRESSIONAL DISAPPROVAL % 

Bubble Size = Gini Coefficient: a larger bubble represents a greater level of inequality 

*Data measured using trailing 5Y averages 
 (ex: 2014 = 2009-2014 Ave) 

ALL-TIME LOW IN LABOR’S SHARE OF INCOME + ALL-TIME HIGH IN CONGRESSIONAL DISAPPROVAL 
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BASEMENT DWELLING   

DATA SOURCE:  BLS,  CENSUS  BUREAU, FEDERAL RESERVE 

NEGATIVE WAGE GROWTH + COST OF LIVING INFLATION = LIVE IN BASEMENT  
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COMPLACENCY 

DATA SOURCE: BLOOMBERG, HEDGEYE  CALCULATIONS 
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LEVERED BETA CHASING 

DATA SOURCE: BLOOMBERG, HEDGEYE CALCULATIONS 
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LEVERAGED SPECULATION  

DATA SOURCE: BLOOMBERG, NBER, HEDGEYE CALCULATIONS 
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MALFEASANCE? 
INSIDERS SELLING AS BUYBACKS HIT RECORD 

DATA SOURCE;: BLOOMBERG 
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MARKET VALUATION 
PRICE PAID > VALUE RECEIVED 

DATA SOURCE: BLOOMBERG, HEDGEYE CALCULATIONS 
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Methodology:  The Valuation Composite 
represents an equal weighted composite of 
Tobin's Q-Ratio, SPX Mkt Cap-to-GDP and 
Shiller PE with each taken as a % of their peak 
historical value.   
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IPO MARKET CAP  
NO EARNINGS, NO LIQUIDITY, NO PROBLEM! 

DATA SOURCE: BLOOMBERG, HEDGEYE CALCULATIONS 
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BABA vs. THE SUM OF THE TOP 10 IPO'S BY YEAR* 

Bubble Size = Market Cap as % of Total Dow Mkt Cap 

*Methodology:  The market cap for the Top 10 IPO's by deal value for each 
year were summed to arrive at the total IPO market cap for the given year.     
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SMALL CAP ILLIQUIDITY  

DATA SOURCE:  BLOOMBERG 
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PEAK VALUATION + NO TURNOVER = WINDOW DOWN 
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BROADER MARKET LOOKS THE SAME 

DATA SOURCE;: BLOOMBERG 

2014 2013 

2012 

2011 

2010 

2009 

2008 

5,000 

6,000 

7,000 

8,000 

9,000 

10,000 

11,000 

14 15 16 17 18 19 20 

To
ta

l E
xc

h
a

n
g

e
 V

o
lu

m
e

, 
(S

h
a

re
s,

 M
M

) 

Russell 3000 TTM PE 

…..EXPENSIVE & ILLIQUID 
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SPREAD RISK  
ALL-TIME LOW IN SPREADS + ALL-TIME LOW IN VOLATILITY + ALL-TIME HIGH IN DEBT OUTSTANDING  

DATA SOURCE: BLOOMBERG, SIFMA 
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MOVE INDEX (BOND VOLATILITY INDEX) 

CORPORATE SPREAD RISK 
1988-Present 

Bubble Size = Total Corporate Credit Outstanding 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

INVESTMENT CONCLUSIONS 

• Russell 2000 (IWM) 

• Regional Banks (KRE) 

• Housing (ITB) 

• France (EWQ) 

• Emerging Markets (VWO) 

 

• Yelp Inc. (YELP) 
– Analyst: Hesham Shaaban, CFA 

• Vanguard Natural Resources (VNR) 
– Analyst: Kevin Kaiser 

 

• Long-term Treasuries (TLT) 

• Muni Bonds (MUB) 

• Healthcare (XLV) 

• Consumer Staples (XLP) 

• Mega Caps (OEF) 

 

• HCA Holdings Inc. (HCA)  
– Analyst: Tom Tobin 

• Legg Mason (LM)  
– Analyst: Jonathan Casteleyn, CFA, CMT 

LONGS SHORTS 



FOR MORE INFORMATION CONTACT: 

SALES@HEDGEYE.COM 
203.562.6500 
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