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What to focus on in Global Macro for the week of June 21%, 2021

Macro Themes on the Radar:

The Fed blinked

With inflation coming in way above their expectations in recent months, the Fed still thinks it is
largely transitory but has also been forced to contemplate that some of the price rises could be
sticky. As Powell said, “shifts in demand can be large and rapid, and bottlenecks, hiring difficulties
and other constraints could continue to limit how quickly supply can adjust -- raising the possibility
that inflation could turn out to be higher and more persistent than we expect.”

The change in the inflation trajectory has been so large that they had to acknowledge it. At this
point, everyone knows they brought forward expectations for rate lift-off and that they have
started talking about tapering the asset purchases, so I'll keep it short. Given that both Powell,
and subsequently Bullard, talked about discussing taper at future meetings (plural), September
looks like the earliest we get the actual announcement. However, that wasn’t really a surprise to
the markets. If anything, it pushes it back slightly as many have been eyeing the August Jackson
Hole meeting as a potential forum for the announcement. Was the move in the dots a surprise?
It was, but it was also an acknowledgment, in my mind, that the forcast of no rate hikes until the
end of 2023 was looking increasingly absurd. I think that the more hawkish tone, acknowledging
a faster recovery this year and higher than expected inflation was also a hedge against getting
better than expected employment numbers over the Summer on top of the already unexpectedly
high inflation prints we have seen. The markets were increasingly being priced for a potentially
irresponsibly dovish Fed; some of the air is now being released from that balloon.
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After Powell, came the Bullard interview on CNBC. Rather than soften the hawkish message he
repeated it, and that was more than markets could stomach.

The more hawkish tone had big implications for the markets. Maybe they were exaggerated by the
looming quarter and half-year end, and quadruple witching, but either way it was nasty.

The big flattener drove price action. With front-end yields jumping and long-end yields falling,
the impact was felt across asset classes. The biggest positionings with the most direct link to the
rates move were hit the hardest. There may well be more unwinds to come next week.

Further out, I am watching two things carefully:

With some States now ending the extra unemployment payments early, and the entire program
due to end in September, do we get an increasingly powerful rebound in employment?

This chart is now well worn but still powerful... Either we get a strong rebound in labor market
participation or else we need a big surge in wage growth to fill the job openings gap. Both scenarios
sound potentially hawkish for the Fed going forward.
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This next chart is an interesting one as well, and could also be titled “retail sales artificially high”
I suppose. This has been a rare recession where retail sales went up, as government payments and
a lack of “experiences” to spend money on conspired to concentrate spending and boost savings.
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Chart 3: US nonfarm payrolls artificlally low
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One of the biggest questions going forward is to what extent consumers will spend the increased
saving they have accumulated. Some research says that after pandemics and large shocks,
households have historically tended to be more risk-averse and continue to hoard their cash. This
question of excess savings vs. consumption is a big one for markets and the Fed. It is at the heart
of the debate around r*, the real neutral rate. The higher the propensity of consumers to save, the
lower the r*, and the lower the steady state of growth. A low r* would mean that when the Fed
does hike it won't be able to hike much before it runs into a slowing economy.

Last week’s Fed hawkishness led to lower long-end yields. That is very unusual given that they are
not even close to starting the hiking cycle. This has people thinking about how low the real neutral
rate actually is... this is going to be a hot topic if the flattening continues.

What to Focus on Now:

Equities
Heavily positioned trades and themes had a hard time last week as they got flushed.

Recent outperformers and most inflation trades took it on the chin. The nasty price action did
some damage as we ended the weak breaking some big uptrends and with a number of weekly
reversals in various indices.
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YTD equity flows have been dramatic, and all that positioning makes the price action extra
twitchy.

In nominal terms, annualized...

Chart 13: Recordannuallzed YTD equlty Inflows
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and in % of AUM.

Chart 14: Recordannualized YTD equity Infl ows as 9% of AUM
Annualequity infiows % ofALIK since 2002 (2021 ¥TD annualized)

W Ecyuity fows a5 % of AL
700 Vel

Boyuity infiows % of AL =
I % annualized, biggestever

30N

105

=105

-30%

-5
2G04 0E DS 07 DE 0 01 12 13 14 15 e 17 a8 19 20 21 22

Source Bafa Glnhal invest ment Strategy, EPFR global

Befa GLOBAL RESEARCH

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



Stargazer
6) Asset Management

Industrials, which had been particularly strong recently and had become very overbought, saw a
big break.
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Financials had a tough week as well as the curve flattened.
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Flows have been coming out of tech growth stocks as value and small caps were seen as more
reflective of the narrative and with less duration.

Chart 12: Largest 6-week tech outflowsince Jan’19
E-week cumulative flows to tech stocks (Sbn)
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However, this week’s curve flattener caused the NASDAQ to break higher vs. the Russell. Looks
like there is more to come...
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Europe has been the beneficiary of inflows and with positioning now higher than it has been for
a while, didn’t escape the late week carnage either.

Chart 11: WeeklyEurope flows highest since Feb’ 18
Weekly flows to Europe equities (5bn)
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So far, EM has held up relatively well as the drop in bond yields has partially canceled out the
rising dollar. We will see if the USD move continues, if so, it will be a problem for EM.
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Bonds

The unusual flattening of the yield curve at this point in the cycle has been dramatic.

Decade On
reasury yield spread set for biggest weekly fall since Fed's Operation Twist
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Nominal 30-year yields broke down in their own right.

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



Stargazer
6) Asset Management

usD
2,700

2.600

/

J]T. / 2.500
w 2.400

=

US 30 year yield

=

/ 2.300

/w/ 2.200
|

2.100

\
\‘ =

A 1.900

/ 1.800

"V 1.700

Ly

it

1.600

1.500

1.400

1.300

Uy

1.200

1.100

1.000

0.900

0.800

Ep Nov 2020 Mar

Jul

Sep

MNow

2021

Apr Jun Aug

2% TradingView

This price action and how it interacts with the USD will be key to watch next week. We have a
number of US Treasury sales that will be interesting to see: $60bn in 2Y, $61bn in 5Y, $62bn in 7Y.
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The big rally in the USD looks
consistent with the jump in
front-end real rates.

For the moment at least it is
the adjustment in relative
tightening expectations rather
than long end yields that
continues to drive the USD.

Well, that and positioning, which
was meaningfully short USD vs.
DM.
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Commodities

Figure 2: Commaodities and the dollar are the same trade

We have seen broadening weakness
in commodities as they have recently
stalled after big rallies. Lumber for

80% QE temity example is now already 50% off its
0% highs. Softs and industrial metals
have come of the boil as well.
40%
With a shift in the dollar, it is always
20% worth remembering the virtuous and
0% vicious cycles that the dollar and
0% commodities tend to experience as
they feed off each other’s price action.
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This goes to highlight the leveraged
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1920 power the Fed can have over inflation

via the USD/Commodity channel.
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Copper, which had stalled recently broke down last week. More USD strength will not help.
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Gold had a very tough week as higher front-end yields and a rising USD took it back through the
1840 level and triggered a deluge of stops.

21ysp0

2080.000

% 2040.000
Gold

ﬂ 2000.000
iH WHLW 1960.000
il fod | 1920.000

T, -
f Y ;M‘M Mﬂﬂﬂh h N‘Mh

P 1800.000

LJ.L['H{% u 1764.235
WW’DM 1720.000
1680.000

1640.000

1600.000

| 1560.000
1520.000
1480.000

440,000

Jun Aug Oct 16 2021 Mar May Jul

£ TradingView

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



Stargazer
6) Asset Management

In the other column...

Need to keep an eye on China’s growth given its sway on global GDP.

Chart 7: Chinaeconomy has slowed
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S&P500 Labor Intensity: According to BoA research - "In 1986, it took 8 employees to generate
USs$1 million in revenue. Today, the S&P 500 is 70% less labor intensive than it was in the 8os".
There are probably numerous factors contributing here, including technology and outsourcing

etc., but still interesting.

Exhibit 10: S&P 500 is 70% less labor intensive than it was in the 80s
S&P 500 total # of employees to total revenues ratio
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A much quieter week ahead now that the Fed is behind us. However, there are still some key
events to watch out for, including the release of the flash PMIs on Wednesday, the Bank of England
meeting on Thursday, and speeches by various central bankers including Fed Chair Powell and
ECB President Lagarde.

Important Macro Data Releases and Events for the Week

Monday . .
6/21/2001 e PBoC Interest Rate Decision (Sunday Night ET)
% Chicago Fed National Activity Index (May) Forecast: -, Previous 0.24
Q ECB's President Lagarde speech
g Fed's Williams speech
Tuesday Consumer Confidence (Jun) Forecast: -2.9, Prior: -5.1
6/22/2021 e 7
@ ECB's Lane speech
0 ECB's Schnabel speech
g Fed's Chair Powell testifies
Wednesday e Markit Flash PMI's across Europe
6/23/2021

0 ECB's De Guinos speech

‘w’ Retail Sales MoM (Apr) Forecast: -5.1%, Prior: 3.6%

% Fed's Bowman speech

Markit Manufacturing PMI (Jun) Forecast: 61.5, Prior: 62.1
Markit Service PMI (Jun) Forecast: 70, Prior: 70.4

Markit PMI Composite (Jun) Forecast: -, Prior: 68.7

ECB's President Lagarde speech

(i @ (I A am

Fed's Rosengren speech
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@ European Council Meeting

Thursday .
6/24/2021 ® BoJ's Governor Kuroda speech
. IFO Surveys
j“ bj BoE Interest Rate Decision and Monetary Policy Summary
K1 I
% Initial Jobless Claims Forecast: 380k, Prior: 412k
% Initial Jobless Claims 4-week average Forecast: -, Prior: 395k
% Continuing Jobless Claims -, Prior: 3.518M
% Durable Goods Orders (May) Forecast: 1.9%, Prior: -1.3%
% Nondefense Capital Goods Orders ex Aircraft (May) Forecast: -, Prior: 2.2%
&= GDP Annualized (Q1) Forecast: 6.4, Prior: 6.4
ore xpenditures Qo 1) Forecast: 2.5%, Prior: 2.5%
#E Core PCE Expenditures QoQ (Qu) F %, Pri %
% PCE Prices QoQ (Qu) Forecast: -, Prior: 3.7%
g Fed's Williams speech
e European Council Meeting
Friday % Personal Income MoM (May) Forecast: -2%, -13.1%
6/25/2021 -~
E Personal Spending MoM (May) Forecast: 0.4%, Prior: 0.5%
— P 8 y 5
% Core PCE - Price Index MoM (May) Forecast: 0.6%, Prior 0.7%
& Core PCE - Price Index YoY (May) Forecast: 3.5%, Prior 3.1%
— Y 35 3
g Michigan Consumer Sentiment Index (Jun) Forecast: 86.4, Prior: 86.4
% Fed's Rosengren speech
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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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