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What to focus on in Global Macro for the week of July 1", 2022

Markets remain uncertain, even confused, as they try to gauge the hope of better inflation prints
in coming months, vs. the fear of a weakening economy. Markets have continued to price in an
increased risk of recession, while the Fed continues to talk tough, with no pivot in sight.
Commodity prices have weakened considerably from their highs but remain elevated vs. pre-
COVID levels. Interest rates had been falling in recent weeks but turned higher again after better-
than-expected PMIs and a stronger-than-expected employment report. Consumer sentiment and
spending have continued to drop.

While the headline PMIs were better than feared, Manufacturing New Orders came in at 49.2,
indicating contraction. Both ISM Manufacturing and Service Employment printed
contractionary numbers at 47.3 and 47.4 respectively. To my mind that puts the good news
delivered by Friday’s BLS data into question as it stands in contrast with the forward-looking
surveys. I'll be keeping a very close eye on how the initial claims numbers develop in the coming
weeks and months. This Wednesday’s CPI will be a big one, delivering fresh insight into whether
a peak in inflation has already been hit or not.

Housing is another one to watch as this market seems to be decelerating rapidly given the very
fast jump we have seen in mortgage rates and the heightened growth fears.

HOUSING IS5 IN SERIOUS TROUBLE
— MBA purchase index, re-adjusted by PM, advanced one month (Left)
— Total home sales (Right)
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More Price Drops Than Any Time Since At Least 2015
4-week rolling average share of homes for sale with price drops
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The good news for inflation is that at least some of the bottlenecks an
be easing.
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Inflation has been a mixed bag for equities. On one hand, it helped drive up margins.

— PPI trade services, retail personal consumption goods (Right)

SUPPLY SHORTAGES DROVE UP MARGINS; SOON, THEY WILL FALL

— Retail inventory-to-sales ratio ex-autos, advanced nine months(Left)
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But, drove down consumer sentiment...
Univ. of Mich. Consumer Sentiment Index (left axis)
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120 Mal‘gln (right EXiS) 35.0%
34.5%
0 34.0%
100 33.5%
90 33.0%
32.5%
80 32.0%
70 31.5%
31.0%
60 30.5%
50 20.0%
1995 2004 2013 2022

Source: Bloomberg as of June 30, 2022

Source: @acemaxx, @MorganStanley

Contact: efill@stargazerfunds.com / SMS, WhatsApp and Voice at +1.203.219.3649




Stargazer
6) Asset Management

and equity valuations as interest rates rose. The change in the U.S. inflation rate tends to lead
U.S. equity valuation by 6-months, according to Pictet Asset Management.

BIGGEST ACCELERATION IN INFLATION = BIGGEST EQUITY-DERATING SINCE 1974

US inflation rate and S&P 500 price/earnings ratio, YoY change
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While a slowing economy has certainly been priced, the degree to which that occurs will be key
for markets going forward. Further slowing with a meaningful improvement in inflation will be
welcomed, while slowing growth without sufficient inflation improvement will be a big problem.

Exhibit 3: And Headline Lines Up with SPX
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There are a lot of comparisons being drawn between the current situation and the ‘7os. I think it
probably isn’t a very good comparison. There are major differences. For one, the ‘7os saw a huge
bear market in the USD, this time we have the opposite.

Chart 17: "22 similar price action and investment backdrop to ‘74
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Let’s hope they’re not right. The ‘7os analog would deliver some sloppy/difficult, price action
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Then there is the question of QT, which is only just getting going. There will be consequences.
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Here is how it played out for FX and FI in 2018. This time the set-up going in is very different.
With a sample size of 1, there is a lot of uncertainty around how QT will affect markets this time.
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The yield curve remains inverted in many of its various forms.
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US rates and yields continue to cover a lot of ground and do so quickly, as the market tries to
balance inflation vs. growth.
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With PMIs pointing to continued weakness ahead in Europe, on one hand, and better than
expected PMIs out of China followed by an announcement of large stimulus via frontloading of
local government spending, global growth expectations remain in flux.

While Friday’s price action ended with the USD well off its highs, the trend has been
unmistakable.
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Largely, that has been true for both DM and EM currencies. Many of the commodity-linked
currencies have continued to be challenged as industrial metals prices soften and energy prices
come off the highs.

The news out of Europe has been relentlessly downbeat. Last week’s break of the 1.0350 level in
EURUSD was big and we now need to get back above 1.0450 to have any confidence that a low
of any sort is in. Otherwise, par beckons.

For now, at least, most dollar crosses are still clearly long on a trend and momentum basis.
However, a few, especially in EM are threatening to roll.
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Some EM crosses are starting to show signs of exhaustion.
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USDBRL has had a painful rally for BRL longs but looks ready for at least a pause if not a more
meaningful reversal.
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AUDJPY has not been able to accelerate to the downside and I am sidelined, for now.
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I continue to watch GBPAUD for a break lower. A break of 1.7200 would be the first indication
that this cross is back in play.
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Gold cracked support last week.
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To be honest, the fact that it held up as well as it had, given what the dollar and real rates have
done, is amazing and has potentially given longs a false sense of security.
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I thought this was an interesting one to close on...
Energ.y. r.un-_'..umpﬁun in the United States (1776-2021) )
quadrillion British thermal units cla
100 fl
/”ﬂnh."ui fossil fuel share
T9% im 2021
80 r”\, ,:"'
petroleum
60
40
nonfossil fuel
share
21% in 2021
20 wind
biofuels
wood Llg hydroelectricity
— all other
renewables
1776 1850 1900 1950 2021

Source: @ ElAgov

Contact: efill@stargazerfunds.com / SMS, WhatsApp and Voice at +1.203.219.3649



Stargazer
6) Asset Management

Important Macro Data Releases and Events for the Week

Monday

2/11/2022 ® Sunday night ET - BoJ's Kuroda speech
% Fed's Williams speech
Tuesday . .
- /12/2022 @ EcoFin Meeting
0 EU and German ZEW Survey
e Trade Data (Jun)
Wednesday gy 1416p voy (jun)
7/13/2022
% CPI Headline and Core (Jun)
‘w' BoC Interest Rate Decision, Statement, and Press Conference
@ Employment Data (Jun)
Thursday g Initial Jobless Claims
7/14/2022 =
% Initial Jobless Claims 4-week average
% Continuing Jobless Claims
% PPI Headline and Core (Jun)
&= Fed's Waller speech
e GDP (Q2) and Retail Sales (Jun)
Friday § Retail Sales (Jun)
7/15/2022 —
g Michigan Consumer Sentiment Index (Prel for Jul)
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Disclaimer

This document and its contents are confidential to the person(s) to whom it is delivered and should not be copied or
distributed, in whole or in part, or its contents disclosed by such person(s) to any other person. Any party receiving
and/or reviewing this material, in consideration therefore, agrees not to circumvent the business proposals explicitly
or implicitly contained herein in any manner, directly or indirectly. Further, any recipient hereof agrees to maintain all
information received in the strictest confidence and shall not disclose to any third parties any information material to
the opportunity contained herein and, upon review hereof, agrees that any unauthorized disclosure by any party will
result in irreparable damage for which monetary damages would be difficult or impossible to accurately determine.
Recipients recognize, and hereby agree, that the proprietary information disclosed herein represents confidential and
valuable proprietary information and, therefore, will not, without express prior written consent, disclose such
information to any person, company, entity or other third party, unless so doing would contravene governing law or
regulations. This document is an outline of matters for discussion only.

This document does not constitute and should not be interpreted as advice, including legal, tax or accounting advice.
This presentation includes statements that represent opinions, estimates and forecasts, which may not be realized. We
believe the information provided herein is reliable, as of the date hereof, but do not warrant accuracy or completeness.
In preparing these materials, we have relied upon and assumed, without independent verification, the accuracy and
completeness of all information available from public sources.
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