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What to focus on in Global Macro for the week of October 12th, 2020

Macro Themes on the Radar:

The transfer of power from central banks to fiscal authorities continues. As with so many things,
COVID has served to accelerate a trend already in place. As the transition progresses, economists
and policy makers are becoming increasingly accepting of fiscal policies renewed role. We are
inching towards a regime shift where fiscal policy isn’t just used in the short-term to bridge
consumption gaps, but also as a tool for achieving bigger picture goals. With monetary policy
again at the zero bound, the primary remaining policy tool (QE) is increasingly seen as adding
to wealth inequality as it largely bypasses Main Street in favor of financial assets. Fiscal policy,
on the other hand, can be targeted to the real economy and focused on emerging policy priorities
like decreasing inequality and ESG initiatives.

With concerns about future inflation and budget deficits having faded, and “bond market
vigilantes” a distant memory, it has become increasingly appealing for monetary and fiscal
authorities to work together. Far from fearing inflation, central banks are actively trying to foster
its rebound. This makes it easy for them to not only encourage fiscal spending but to facilitate it
by buying the newly issued bonds as part of their balance sheet expanding QE programs.

COVID, its impact on global economies and the policy actions that followed, have “spiked”
everything from money supply to savings rates...

11, THE ROCKETIMNG HMOHEY SUPPLY HAS HO PRECEDENT

— 02, yiy% - 25

OFE1

2E returns - 15

oF o8 o9 10 11 12 13 14 15 18 17 13 19 20 21

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



Stargazer
6) Asset Management

Personal Savings Rate

T "

YAV T

A

usD
34,00
32.00
30.00
28.00
26,00

24,00

1965

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

2020

¥ TradingView

At the same time, at least for now, the velocity of money plunged as spending stopped.
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The question is, what happens once the economy normalizes? Does the huge jump in the number
of dollars in the system start to quickly generate inflationary traction, once velocity again picks
up and savings rates fall? (Nordea notes that nearly 20% of all USD in existence were created in
2020) If so, the Fed could of course reverse policy, except that they have “promised” not to for

the foreseeable future.
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Chart 4. The inflation outlook is clearly improving in the US
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Normally, one would expect higher long-end yields and a steeper curve to follow.
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Chart 9. So would you bet on a flatter or steeper yield curve after seeing this chart?
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QE alone has historically meant higher long end yields as it has allowed the market to price
reflation.

 UsSD

H 5.500
|

US 30 Year Yield

5.000

S .
w
WLL |HL 1 iy qurdﬁ ‘Hl 5,000
HH Mt ¢ i h QE47

O
m
=

—=

=
- = |
= H

1004 2006 2008 2010 012 014 2016 2018 2020 2022

£ TradingView

And a steeper curve...

Chart 1. The curve often steepens during QE programmes
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Granted, COVID is different, as we have seen in all the charts. The unknowns are many,
including how long before normalcy returns, and given the looming election, what the handoff
to fiscal policy will look like in the coming months.

Spending Bump In the near-term add the uncertainty around the
Change in credit- and debit-card spending timing of the next stimulus bill, the US political
among unemployment-benefits recipients . . .
cince the week enced Jan. 7 circus and the resurgence of the virus both in the US
W Total M Restaurants and gIObaHY'
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Fiscal support is still needed, and I have little doubt

Extra $600 expired ] ]
: that another round will be supplied.

As the northern hemisphere heads into winter
expect the service businesses to remain under plenty
of pressure.

It will be important to observe how the yield curve
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away globalization and add ESG and we should
eventually have some inflation to show for it. However, a failure to even attempt steepening will
mean more stimulus to follow. The next six months are likely to bring continued volatility for
markets as the economic, political, fiscal and monetary drivers remain in flux.

Europe

The ECB has now made it clear they will be following the same path as the Fed in terms of average
inflation targeting. Although given the current inflation prints the point continues to be moot.

They also will not be letting up on QE and are likely to announce an addition to the PEPP
program. The EUR rally continues to be seen as unhelpful to the transmission of monetary policy
but they don’t have many options for dealing with it.

Lagarde has continued to push for more fiscal spending as the monetary toolbox is looking sadly
empty. If they follow the Bank of Japan playbook, they will be eyeing equity buying. Although I
can only image the political firestorm that would ignite.
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China

Unlike their European and American counterparts, the PBOC is reluctant to follow the policy of
unlimited QE, and zero or even negative rates.

In an article published on Saturday by China Finance magazine, the central bank head Yi Gang
wrote that “Implementing a normal monetary policy, i.e. a positive interest rate and a rising yield
curve, is good to provide incentives for market entities and promote sustainable development of
the economy and society” ... “We need to maintain reasonable liquidity, money supply and
aggregated financing, but must say no to a flood of money at the same time. Instead, we should
target growth near potential productivity and avoid economic fluctuations.”... “In the long run,
it will inflate debt and asset bubbles, distort economic structures, influence income distribution
and increase systematic [financial] risk.”

Despite all the trade issues and political back and forth, the currency is appreciating, industry
has bounced back relatively well, and their net trade position remains strong.

Chart9: Chinese trade surplus with US at new high
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What to Focus on Now:

As discussed above, the continuation of the recent steepening and the breakout in long-end yields is
worth keeping an eye on.

If so, it should have a supportive effect and the recent strength in financials and on the latest attempt to
get Value to finally shine vs. Growth stocks.
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Keep going or run out of steam like in June?
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The Russell is trying to break higher vs. the S&P. Third time the charm?
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Generally, the value trade does look interesting (again). The question is can we reach escape velocity?
Arguably the set-up now is better than during the last few attempts. Higher yields would certainly help.
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While yields have jumped a bit in the long end, and [ am sympathetic to another leg up in yields,
there has been a lot of talk about the accompanying sudden jump in the MOVE Index which
measures bond market volatility.

However, I would note that this

Bond Volatility Index is a measure of U.S. interest rate

MOVE index Daily Change (%) volatility that tracks the
sat . Crash movement in U.S. Treasury
o Bust Y yield volatility implied by

Y current prices of one-month

over-the-counter options on 2-

year, 5-year, 10-year and 30-year
Treasuries.

At least part of the jump in
implied volatility is the recent
inclusion of the election date in
the rolling one-month window.

(=]
=3}
(53]

- > Rather than the expectation of a

Source: Bloomberg ©2020 Crescat Capital LLC
breakout in bond yields it

reflects continued election uncertainty.
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EM

With the weaker USD in recent days EM equities have been perking up. The greater China heavy
EEM is back near this year’s highs.
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As Chinese equities have recovered...
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As have those in its sphere of influence...
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These have been the haves...
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Some of the worst performers were especially hard hit by COVID and/or had idiosyncratic
political and economic issues.
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Even for those there are some signs of life now... Mexico’s currency and equity market has been
doing better recently.
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With equities globally holding in here and potentially re-accelerating, there could be further
upside as some of the looming uncertainty is removed in the coming weeks. We have climbed
the wall of worry thanks to ample liquidity and a lack of alternatives but flows and positioning
have not indicated that everyone is fully invested.

Tabk: 4: Net fund flows to zlobal equities, $mn
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There is still the potential for reluctant investors to be forced back in as the fear of missing out

becomes unbearable...
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Gold & FX

With so many assets trading in tandem the link between equities, commodities and currencies
has been strong. Gold has recently tried to reassert itself. It has held up well given the jump in
long end yields and recent USD weakness has helped.
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Overall, the EUR heavy DXY looks headed back to the bottom of its recent range and important
support. A break of 91.75 would be noteworthy now. EM currency laggards have big potential if
that happens.
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Fun fact: In the US, the top 10% own 88% of the shares. In that context, Biden’s proposed change
with regard to how capital gains are taxed, is hardly surprising.

Equity Stakes
Corporate equities and mutual fund shares by wealth percentile group
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Lots of ECB speakers this week...

Also, Dallas Fed’s Kaplan speaks on Wednesday ... he has been increasingly critical of Fed
policy. Although not likely to be able to influence policy he is a lone voice of dissention.
For him financial stability is becoming an issue. On Thursday he said... ““I don't think it's
healthy for the markets to be addicted, or too reliant, on Fed presence ... it engenders
fragilities." He sees no need to expand asset purchases further at this time and instead
signaled support for winding down stimulus as soon as the COVID crisis eases.
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Important Macro Data Releases and Events for the Week

Monday 0 ECB's President Lagarde, Schnabel, DeGuindos and Panetta SPEECHES
10/12/2020
* BoE's Governor Bailey SPEECH
Tuesday @ Trade Balance Forecast: $59.98bln, Prior: $59.9bln
10/13/2020 el ’ e
. Harmonized Index of Consumer Prices YoY (Sep) Forecast: -0.4%, Prior: -0.4%
@ ZEW Survey - Economic Sentiment (Oct) Forecast: 70.5, Prior: 73.9
. ZEW Survey - Current Situation (Oct) Forecast: -60, Prior: -66.2
. ZEW Survey - Economic Sentiment (Oct) Forecast: 74, Prior: 77.4
g CPI ex Food and Energy MoM (Sep) Forecast: 0.2%, Prior: 0.4%
N ex Food and Energy YoY (Sep) Forecast: -%, Prior: 1.7%
#= (Pl ex Food and Energy YoY (Sep) F %, Prior: 1.7%
Wednesday e ECB's President Lagarde SPEECH
10/14/2020
@ Industrial Production s.a. MoM (Aug) Forecast: -, Prior: 41%
0 ECB's Mersch SPEECH
@&  Fed's Kaplan SPEECH
@ =ops Lane speECH
% PPI ex Food and Energy YoY (Sep) Forecast: 0.3%, Prior: 0.6%
@ RBA's Governor Lowe SPEECH
Thursday Q European Council Meeting
10/15/2020
e Consumer Price Index YoY (Sep) Forecast:2.4%, Prior: 2.4%
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g Initial Jobless Claims Forecast: -, Prior: 840k
g Initial Jobless Claims 4-week ave. Forecast: -, Prior: 857k
g Continuing Jobless Claims Forecast: -, Prior: 10.976m
g Philadelphia Fed Manufacturing Survey (Ocy) Forecast: 15.5, Prior: 15
(*) BoC's Lane SPEECH
f;jfg)fzozo % IMF Meeting
g European Council Meeting
Q CPI YoY (Sep) Forecast: 0.2%, Prior: 0.2%
g Retail Sales Control Group (Sep) Forecast: 0.5%, Prior: 0.6%
% Retail Sales MoM (Sep) Forecast: 0.5%, Prior: 0.6%
% Industrial Production MoM (Sep) Forecast: 0.4%, Prior: 0.4%
% Michigan Consumer Sentiment Index (Oct) Forecast: 81, Prior: 80.4
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
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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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