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What to focus on in Global Macro for the week of September 21*, 2020

Macro Themes on the Radar:

On Wednesday the Fed formally adopted outcome-based forward guidance, declaring the
conditions under which they would next hike rates:

“The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over
the longer run. With inflation running persistently below this longer-run goal, the Committee will
aim to achieve inflation moderately above 2 percent for some time so that inflation averages 2
percent over time and longer-term inflation expectations remain well anchored at 2 percent. The
Committee expects to maintain an accommodative stance of monetary policy until these outcomes
are achieved. The Committee decided to keep the target range for the federal funds rate at o to 1/4
percent and expects it will be appropriate to maintain this target range until labor market
conditions have reached levels consistent with the Committee's assessments of maximum
employment and inflation has risen to 2 percent and is on track to moderately exceed 2 percent for
some time. In addition, over coming months the Federal Reserve will increase its holdings of
Treasury securities and agency mortgage-backed securities at least at the current pace to sustain
smooth market functioning and help foster accommodative financial conditions, thereby
supporting the flow of credit to households and businesses.”

This of course gives them lots of wiggle room as “maximum” employment is hard to estimate and
“moderately exceed” and of course “for some time” are clearly purposefully vague. Still, it is
strong stuff if they really carry it out when inflation hits 2% and unemployment is back at the
lows. For now, however, it just illustrates their commitment to keeping rates low. Things will get
interesting if growth and inflation outperform expectations.

Markets have been happy to drink the Fed’s liquidity and
JAY POWELL | they have renewed their commitment to keep it coming
J) SENT ME. both in terms of low rates and continued QE.

/.
Having said that, it was also clear that the monetary
2 g’ | policy toolbox is giving everything it can. Forward

guidance is one of the last remaining options.
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The emergency facilities that the Fed and the Treasury have put together have had mixed
utilization so far. The following chart is a month old but not much has changed since then.

The Main Street Lending Facility in particular, has been a disappointment. Partially because
banks have been reluctant to participate, but also because the desire to take on more debt has
been minimal. PPP was essentially free money, but loans are a different story.

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



Stargazer
6) Asset Management

The Corporate Credit Facility has been the most effective and has had a very meaningful impact
on the corporate bond market.

The Fed's Emergency Facilities
Actual Purchases vs. Treasury's Stake as of Augast 19
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If the Fed really is committed to effectively raising both employment and inflation and then
letting it run hot, they will have to keep financial conditions very easy.

That means:

Tight corporate credit spreads

Lower USD

Low rates and bond yields

High or at least not falling equity prices

Given where we already are, it will be interesting to see if they can keep all those balls in the air.
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COVID

Europe is seeing a continued resurgence of cases. So far deaths per day are only rising slowly.

E. MEW CASES SOARING ACROSS ELURCPE, DEATHE CREEPIN
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This trend towards lower fatality is
L being seen across the globe. Better
therapeutics, a potentially less fatal
strain, a higher percentage of young
4000 | people among the infected and
L 4500 | better isolation for the elderly all
L3000 | seem to be playing a role.
- 2500
| oppp | SPain and France are being hit
150 hardest. (France now experiencing
over 13,000 new infections daily.)
P 1000 Bt Denmark, the UK and the
gt Netherlands are also seeing renewed
-0 spikes. Until we get a vaccine or
greater herd immunity, COVID

remains a story of rolling outbreaks.
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Chart 8. Spain and France are getting the worst hits this time around
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What to Focus on Now:

It has been a tough September so far for equities. After reversing August’s big gains, we are now
at critical levels in many global indices. US outperformance (led by big Tech) is being challenged.
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Investors have been plowing into tech for the last few months...

Exhibit 21: Whatdo you thinkis currently the nost crowded trade?

Most crowded trades in sep 20

Lang US Tech stocks
1. Long US tech (808G) — strongest consensus

Lang Gald W B EVar
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Other please speciy) mp 0 4. Long Corporate Bonds (6%).
Long Burope Aug-20
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Price action and valuations were getting extreme, but FOMO is powerful. Add to that the huge
amount of options buying in tech and the resulting gamma shorts for market makers and we had
the makings of a blow-off. The ugly reversal has created some interesting charts. The NDX has
put in a rare monthly reversal pattern so far (of course the month isn’t over yet). Generally, an
outside range month like this means we are in for at least a few months of sideways, potentially
further downside.
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Relative performance of the NASDAQ vs. the world ex-US also has an outside range month down.
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As does the NDX vs. the MSCI World ETF.

Another outside reversal month so far...

il

10d 5h

|
QQQ/URTH (MSCI World ETF) Hf 1

2.40

2.20

i f}lr}+1III
w,} + 1

2.00

1.80

It
1 HJJH !
14 tt 1.60

o I++IT}T

1.40

,,_
—
—_
—
e
s

1.20

r{HHh L4
Tty **TfT{{}

Feb 2013 2014 2015 2018 2017 2018 2019 2020 2021

£ TradingView

It isn’t surprising that the FAANG + MSFT looks similar, given the big tech roundtrip in prices
over the last six weeks.
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Or that many of the components do as well... AAPL
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as well as Microsoft...
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Semiconductors have an outside month as well, and the daily chart is hanging at precarious
levels.
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Given these cracks in the rally, it is noteworthy that so far, the VIX is unimpressed.
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The market read seems to be that while tech is off the boil, it is more a reflection of rotation into
other sectors and styles rather than a potential top in equities. The hope is that we are starting a
cyclical rotation and that potentially a benign change of leadership can take place. Out of tech,
healthcare and big caps and into value and small caps.

The Russell is definitely starting to perk up vs. the S&P and we have a big level just above in
terms of relative performance vs. the S&P. Against the NDX it has some real potential as well.
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The flows are starting to show the shift...

Exhibit &: Sept FMS shows start of rotation to cyclicak
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Although positioning could have a long way to go. So far, still no love for Banks or Energy.

Exhibit9: FMS positioning vs. history
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Global flows into equities overall had picked up recently.
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Chart 3: Frenzy into global stocks funded by dash from cash
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As money left the safety of money market funds.

Chart 5: Dash fromcash accelerating, largest since 2010
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However, it is increasingly finding its way into Value stocks.
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Chart 7: Biggest outperformance of small cap value in Sept in 20 years
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Over the last couple of days, we have seen growth stocks fall and value fall less. The big question
is, can we rotate and change leadership away from the high-flying tech stocks without taking
down the entire market? [ think volatility is set to pick up here in equities.
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So far, the rotation has been largely inside the US with regional shifts being shunned. Having
said that, EM is starting to perk up on a relative performance basis. Continued USD weakness
and China economic strength would help turn the trend.
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In a benign rotation with continued USD weakness, EM potentially has upside.

Chart 9. EM FX still looks cheap vs EUR (and USD)
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EuroStoxx have gone sideways now for nearly four months. [ would be careful if the recent lows
come out.
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The EUR heavy Dollar Index is the same price it was nearly two months ago.
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Not to be outdone in the boring department, Bonds have been stuck between better economic
data, large deficits and potential reflation on one hand and zero front end rates at home and
negative front-end rates abroad on the other.
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Bond market volatility is scraping all-time lows as a result.
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It was interesting to note that in the recent BoA fund managers survey, the absence of a vaccine
came in as the top hurdle to higher rates. Its availability would presumably give the reflation

M «

trade wings. Can we infer that the Fed’s “strong forward guidance” will only matter post vaccine?

Exhibit 6: FMS investors believe a vaccine needed for rates to rise
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If the Fed is serious about AIT you can expect this to break higher...
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For now, Gold has been working off its over-bought condition. So far it has held in well. What
happens if equities head south? A lot will depend on what the USD does. I think an interesting
trade is equity downside and gold upside.
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Lots of Fed speakers this week not to mention testimony from both Powell and Mnuchin
in front of Congress.

Important Macro Data Releases and Events for the Week

Monday &£ . . .. .
9/21/2020 = Chicago Fed National Activity Index (Aug) Forecast 1.95, Prior: 1.18
g Fed's Powell SPEECH
g Fed's Brainard SPEECH
g Fed's Williams SPEECH
Tuesday =% BoE Governor Bailey SPEECH
9/22/2020 e 5
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g Existing Home Sales MoM (Aug) Forecast: 5.98m, Prior: 5.86m

Q Consumer Confidence (Sep) Forecast: -14.7, Prior: -14.7

Wednesday . Gfk Consumer Confidence Survey (Oct) Forecast: -1, Prior: -1.8
9/23/2020
0 Markit Manufacturing, Service and Composite PMI's for EU and rest of Europe
gMarkit Manufacturing PMI (Sep) Forecast: 53.1, Prior: 53.1
g Markit Service PMI (Sep) Forecast: 54.7, Prior: 55
g Markit PMI Composite (Sep) Forecast: -, Prior: 54.6
&= Housing Price Index MoM (Jul) Forecast: 0.5%, Prior: 0.9%
&= Fed's Mester SPEECH
g Fed's Chair Powell testifies
@ Fed's Quarles SPEECH
® BoJ] Monetary Policy Meeting Minutes
Thursday o SNB Interest Rates Decision and Monetary Policy Assessment
9/24/2020

0 EU Economic Bulletin

IFO - Business Climate (Sep) Forecast: 93.8, Prior: 92.6
. IFO - Current Assessment (Sep) Forecast: 89.5, Prior: 87.9
& 1o - Expectations (Sep) Forecast: 98, Prior: 97.5
g Initial Jobless Claims Forecast: 850k, Prior: 860k

% Initial Jobless Claims 4-week ave. Forecast: 944k , Prior: 912k

(If

Continuing Jobless Claims Forecast: 13.194m, Prior: 12.628m
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% Fed's Chair Powell testifies
% Treasury Sec Mnuchin SPEECH

g New Home Sales MoM (Aug) Forecast: 892k, Prior: goik

\

* BoE Governor Bailey SPEECH
<8

% Fed's Williams SPEECH

—

Friday & Durable Goods Orders ex-Transportation (Aug) Forecast: 1.2%, Prior: 2.6%
9/25/2020 —
g Durable Goods Orders ex-Defense (Aug) Forecast: 0.1%, Prior: 10.1%
#£= .
== Durable Goods Orders (Aug) Forecast: 1.5%, Prior: 11.4%
g Non-Defense Capital Goods Orders Ex-Aircraft (Aug) Forecast: 1.9% Prior: 1.9%
@ Fed's Williams SPEECH
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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