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What to focus on in Global Macro for the week of May 23", 2022

Last week, El-Erian told Bloomberg Television that while the US can probably avoid a recession,

“what is unavoidable is stagflation”...“we’ve seen growth coming down and we’re seeing inflation
remaining high.”

In fact, that is exactly what markets fear, and have been pricing.

Chart7: “Stagflation” expectations highestsince Aug'08
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In an environment where supply rather than demand is the major inflation driver, central banks
need to stomp extra hard on demand to move the inflation needle.

Markets are struggling with the extent to which it really is “different this time”. After getting
used to the Fed always having the ability to come to the rescue with liquidity given a
disinflationary backdrop, markets are now faced with a Fed that is so far unphased by falling
markets. Instead, they are, at least so far, welcoming the price action, seeing it as part and parcel
of the tightening financial conditions they are pursuing. On Thursday, following up on a string
of hawkish Fed speakers, Kansas City Fed President Esther George made it clear that the central
bank wasn't deterred by a falling stock market... “I think what we are looking for is the
transmission of our policy through markets understanding, and that tightening should be expected.
It is one of the avenues through which tighter financial conditions will emerge.”

So far, the expected turn lower in inflation is starting to show itself as base effects start to kick
in. However. As mentioned last week, the move away from goods and towards services is so far
holding up further progress.
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Inflation Contributors
Energy cost pressures declined in April while services picked up
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Be it coincidence or cause and effect, the tighter financial conditions are starting to correlate
with signs the economy is slowing.
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Recent economic data has started to disappoint.

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



Stargazer
6) Asset Management

Citi US Economic Surprise Index
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Last week’s poor Empire survey was followed later in the week by a very poor Philly Fed
Manufacturing Survey.

Philadelphia Fed Manufacturing: Outlook
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Perhaps the good news was that prices paid, while still high, may be topping out...
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Philadelphia Fed Manufacturing: Prices Paid
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As Expected Delivery Times fall...

Philadelphia Fed Manufacturing: Expected Delivery Times
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And Expected Unfilled Orders continue to drop.
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Philadelphia Fed Manufacturing: Expected Unfilled Orders
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There was some obvious retail pain at some large stores as consumers shifted away from goods,
and base effects hit, just as inventories have been rebuilt.

Target CEO Brian Cornell’s comments were interesting:

“.. in our other three core merchandise categories, Apparel, Home, and Hardlines, we saw a rapid
slowing in the year-over-year sales trend at the beginning of March, when we began to annualize
the impact of last year’s stimulus payments

While we anticipated a post-stimulus slowdown in these categories and we expected the consumer
to continue refocusing their spending away from goods and into services, we didn’t anticipate the
magnitude of that shift.”

The Fed’s Bullard wasn’t shy to share his thoughts, as usual.

Fed’s Bullard says retailers who don’t
understand that consumers are
stretched thin by inflation are going to
get ‘punched in the face’

Last Updated: May 21,2022 at 12:32 p.m.ET

Source: Marketwatch
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Aggregate of: WMT, TGT, COST, HD, LOW, BBY, W5SM
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Revelio Labs, which parses huge amounts of HR data from all over the country, has detected a
potential initial decline in job postings. We will see if that is confirmed in the coming months in
the jobs data.

Exhibit 1: Share of Revelio industries with yoy decline in new job postings (%)
In Apnil 2022, 22 5% of Revelio industries recorded a yoy declinein job postings, highest since Feb 21,
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Source: Fevelio Labs

In the meantime, the Ukraine war and the Chinese lockdowns continue to foster a stagflationary
environment in the US, and globally.
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Scarcity Shocks
Ukraine war and China lockdowns have lowered growth and raised inflation
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With the lockdowns in China dragging on, policymakers are rightfully getting nervous about
growth.

Sharp Slump

Covid and lockdowns drive China into contraction for a second time
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Not only did the PBoC cut rates last week, but as Bloomberg reported, Premier Li got involved:

Chinese Premier Li Keqiang told local governments to “act decisively” on measures to support
growth in the coming weeks in an effort to bring the economy back on track as soon as possible.

Everyone should “add a sense of urgency” to their actions to counter “further intensified new
downward pressure” on the economy, Li said Wednesday during a trip to Yunnan province in
southwestern China, according to a report in the official Xinhua News Agency.

The Chinese premier also reiterated support for digital platform companies and their public
listings, echoing comments made by Vice Premier Liu He earlier this week that provided another
sign Beijing may be ready to let up on a yearlong clampdown on technology firms.

For what it is worth, Bloomberg’s economics team now sees the US economy outperforming
China’s in 2022, for the first time since 1976.

The stimulus is starting to add up. What isn't clear is how effective it will be or how long the lag
is given ongoing lockdowns.

A $5.3 Trillion Boost
Beijing is pumping more into the economy than 2021, but less than 2020

M Structural PBOC tools M Liquidity via RRR, policy loans PBOC profit transfer
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Source: People's Bank of China, Ministry of Finance, government work reports,
Bloomberg estimates
Note: The budget spend for 2022 is a target figure.

Bloomberg

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


http://www.gov.cn/premier/2022-05/18/content_5691079.htm
https://www.bloomberg.com/news/articles/2022-05-17/china-s-liu-signals-further-support-for-tech-sector

Stargazer
6) Asset Management

Equities - Friday’s options expiration only added to the volatility in an already wild week as $1.9
trillion in equity derivatives rolled off.

Now what? An obviously bad Macro environment for equities is colliding with sentiment and
positioning that have already discounted a good part of that environment.

Chart 34: Whatlevel of risk do you think you're currently taking in your investment?
Net% of FMS investors taking higherthan normal risk levels
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Source: BofA Global Fund Manager Survey

While it obviously isn’t the start of the selloff or portfolio adjustment process, it also isn’t yet a
screaming extreme.

Chart 13: FMS investors most underweight equities since May'20
Net % OW Equities
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The fact that the Fed is currently unable and unwilling to come to the rescue of the markets
given the inflation situation adds a degree of danger that markets have not seen for at least two
decades.

Chart 14: FMS investors most defensive since May' 20
Met % OW defensives (utilities + staples + healthcare)
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That has not been lost on markets.

Chart 1: FMS cash levels rise to highest since 9/11
FMS average cash balance, %
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The positioning in the monthly Global Fund Managers Survey from BoA illustrates the mood.
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Chart 17: FMS investors are bullish cash, healthcare & commodities, bearish bonds & cyclicals
Absolute net % OW

Cash

Healthcare May22 Global FM5S

Commeod Absolute net % OW
Energy
Staples

Banks

US Equities
UK Equities
Telecoms
Technology
Equities
Utilities

EM Equities
Discretionary
Eurczone Equities
Bonds

-75 -55 -35 -15 5 25 45

Source: BofA Global Furnd Manager Survey

On Friday, we hit and bounced off the first Fibonacci retracement level in the S&P. At least, for
now, that may be a level people try to buy against.
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Goldman estimates that 52% of retail positions in NDX stocks accumulated since Jan-2019 have
been sold, while for the SPX about 26% have been sold.
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quantitative measur
increase and selling of NDX single

Our methodology idenifies
$72b of S&P 500 single
stocks bought by retail from
Jan-2019 to Feb-2022...

We estimate 52% of retail
positions in NDX single
stocks accumulated since
Jan-2019 have been sold
while 26¢ S&P 500
stocks have been sold

Amongst the generally out of favor equities, Europe remains the least popular, for obvious
reasons.

Chart21: FMS bearish all regions, but most bearish on EU and EM
Net Yo OW inasset classes
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Despite the war and the energy issues, European equities have been holding up reasonably well,
not making new lows in recent days, while the US has.
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No doubt, a less fervent CB and a weak currency probably help. Not to mention the fact that
investors have already sold. Still, the relative performance is worth keeping an eye on.
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Fixed Income

As noted, there are some signs that market interest rates are topping out. We will see if it gathers
momentum or is just a byproduct of weak equity markets. With an outside week reversal still in
place followed by daily downside reversals and rolling momentum, I have to give it the benefit
of the doubt.
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December 2023 Eurodollar futures are trying to break higher as well.
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Although of dubious value, 5-year breakeven inflation expectations are cracking a bit.
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It is still going to be very interesting to see how yields and the relative performance of banks are
resolved.
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Flows have started to come into Treasuries.
Chart 17: FICC flows to Treasuries
Weekly FICC flows as a % AUM
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Given that we have now seen global negative-yielding debt go from $18Trl to $2Trl in only 9-
months, I would be surprised if some bodies don’t float to the surface. Europe is the epicenter of
this, and I continue to watch the spread between Italy and Germany.
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FX - The dollar saw a meaningful drop from the highs last week as US rates backed off and the
Yuan rallied back a bit, lifting EM FX. More weakness to come if US rates drop otherwise, range.

efill published on TradingView.com, May 22, 2022 13:01 UTC-4

U.5. Dollar Currency Index, 10, TVC 0102.903 H103.261 L102.771 C103.025 +0.157 (=0.15%) UsD

DXY [

101.000

! |
j{ﬂlm!l 100.000

H
|1|. - [H 99.000
P | qu 98.000

$7.000

| HWFJJJ’H{HMW H Hu HLmTuu 96.000
y W b

95.000

F"Pmrwﬂﬂd 94.000
P
¥ Lty 92.000
$1.000

Aug Oct 8 2022 Mar May

B/ Tradingview

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



Stargazer
6) Asset Management

efill published on TradingView.com, May 22, 2022 13:03 UTC-4

AL UL

U.5. Dollar/Chinese Yuan, 1D, FXCM 6.69517 -0.02873 (-0.43%) CNH

6.85000

lh 6.80000

6.75000

USDCNH U
”/

6.65000

=

/ 6.60000

—
—
—_—

6.55000

Mm“} ﬁ:45000
VIR

vy
1 M 6.35000
TN,

6.20000

Aug Oct 8 2022 Mar May

17 TradingView

Commodities - Investors remain very overweight commodities. A lot of that is via energy
exposure which so far has not backed off meaningfully.

Chart43: Net % AA Say they are overweight Commodities
Net% of FMS investors overweight commaodities
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Gold saw a little rally off the lows last week as interest rates backed off and the dollar dropped.
However, we need to regain 1860 for me to focus on it at this point.
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There was a lot of talk about global food prices last week. The fact that Ukraine provides 28% of
globally traded wheat has certainly brought some real pain to various big importers from North
Africa to the Middle East that rely heavily on “the breadbasket of Europe”.

Global food production and prices
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Supply shocks seem to come in clusters, or at least they seem to matter more when they start to
accumulate.

The IMF has been warning about a global food crisis and last week the Bank of England referred
to food price inflation as “apocalyptic”. Increasingly, there are warnings that if things break the
wrong way for producers in the US, the situation could
deteriorate further, both at home and abroad.

Inside the Putin show

T h e What next for SoftBank?

Graphene and decarbonisation

E C 0 n 0 m i s t Is China uninvestible?

There are shortages of fertilizer, herbicide, machinery,
labor, and now increasingly propane (used to dry grain in
The coming silos for storage, who knew?).

f rophe
0od catastrop This is far from my area of expertise, so I will defer to

others regarding which way this breaks. In any case, a
worsening or resolution of the situation is well worth
watching for, given the economic and geopolitical
repercussions that could follow. Talk about a supply
shock that leaves the Fed powerless.

On the bright side, this week’s Economist made me think
of an old colleague of mine who upon seeing it would have
said, “you don’t get that at the lows!”
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Here is a fun piece by Brent Donnelly on “The Magazine Cover Indicator” that seems to work
especially well for commodity markets... A somewhat empirical look at The Magazine Cover Indicator

| by Brent Donnelly | Medium

A chart from the piece...
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This week we have FOMC minutes. Keep an eye out for headlines regarding China tariffs
this week. Eliminating Trump tariffs would probably be the fastest (only) way for the
administration to do much about inflation in the near term. Everyone from Summers to
Yellen is pushing it, but the looming mid-terms are getting in the way.
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Important Macro Data Releases and Events for the Week

Monday . IFO - Business Climate, Current Assessment, and Expectations (May)
5/23/2022
Tuesday é% PMIs across Globe - Manufacturing, Service, and Composite (May)
5/24/2022

g New Home Sales (Apr)
Wednesday .
5/25/2022 . Gfk Consumer Sentiment Survey (Jun)

® BoJ's Governor Kuroda speech

% Durable Goods Orders (Apr)

g FOMC Minutes
Thursday &8
5/26/2022 — GDP (Qu)

% Initial Jobless Claims

g Initial Jobless Claims 4-week average

% Continuing Jobless Claims

g PCE Prices QoQ (Qu)
Friday Core PCE - Price Index MoM and YoY (Apr)
5/27/2022

Personal Income and Personal Spending (Apr)
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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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