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Disclaimer
Please do not redistribute this email, any information or communications (our “Content”) provided by 42 
Macro, LLC (“42 Macro”) to any other person, including forwarding, posting, framing or publishing any of our 
content on any third-party website or social media platform without express written permission of 42 Macro.

42 Macro does not provide, and no portion of our Content purports to be, individualized or specific investment 
advice and 42 Macro does not provide investment advice to individuals. All information provided by 42 Macro 
is general in nature and is made without regard to individual levels of sophistication or investment experience, 
investment preferences, objectives or risk parameters and without regard to the suitability of the Content for 
individuals or entities who may access it.

No information provided by 42 Macro, should be construed as an offer to sell, or a solicitation of an offer to 
buy any security or investment vehicle, nor should it be construed as tailored or specific to you, or any reader 
or consumer thereof. You understand and agree that our content does not constitute specific 
recommendations of any particular investment, security, portfolio, transaction or strategy, nor does it 
recommend any specific course of action is suitable for any specific person or entity or group of persons or 
entities. 

42 Macro research Content is based upon information from sources believed to be reliable. 42 Macro is not 
responsible for errors, inaccuracies or omissions of information; nor is it responsible for the accuracy or 
authenticity of the information upon which it relies.
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Introducing The 42 Macro GRID Framework, Which We Use To Measure 
And Map Bottom-Up MACRO Regime Cycles
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The GRIDs Are Global
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Why GRID Works
• “I knew which shifts in the environment caused asset classes to move around, and I knew that those 

relationships had remained essentially the same for hundreds of years. There were only two big forces to 
worry about: growth and inflation. Each could be rising or falling, so I saw that by finding four different 
investment strategies – each one of which would do well in a particular environment (rising growth with 
rising inflation, rising growth with falling inflation, and so on) – I could construct an asset allocation mix 
that was balanced to do well over time while being protected against unacceptable losses.”                          
–Ray Dalio, Principles pg. 70

• “Subjective confidence in a judgment is not a reasoned evaluation of the probability that this judgment is 
correct. Confidence is a feeling, which reflects the coherence of the information and the cognitive ease of 
processing it. It is wise to take admissions of uncertainty serious, but declarations of high confidence 
mainly tell you that an individual has constructed a coherent story in his mind, not necessarily that the 
story is true.” 
–Danny Kahneman, Thinking, Fast and Slow pg. 212

• “You cannot beat the market, says the standard market doctrine. Granted. But you can sidestep its worst 
punches.”
–Benoit Mandelbot, The (Mis)Behavior of Markets pg. 249
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Introducing The 42 Macro Global Macro Risk Matrix, Which We Use To 
Measure And Map Top-Down MARKET Regime Cycles
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S&P 500 VAMS & Probable Range Model WTI VAMS & Probable Range Model
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Bloomberg US Dollar Index VAMS & 
Probable Range Model

10yr Nominal Treasury Yield VAMS & 
Probable Range Model
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10yr TIPS Breakeven Rate VAMS & 
Probable Range Model

USD High Yield OAS VAMS & 
Probable Range Model
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Bitcoin Breakeven Rate VAMS & Probable 
Range Model

Ethereum VAMS & Probable Range Model
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Global Macro Risk Matrix:
Market Regime Signals

Trailing 18mo View
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Global Macro Risk Matrix:
Market Regime Probabilities

Trailing 18mo View
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Global Macro Risk Matrix:
Dominant Market Regime

Since 2015
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42 Macro Dynamic Asset Allocation Framework
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42 Macro Portfolio Construction Process
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GRID Asset Market Backtests: US Equities

16



© 42 Macro LLC. Data Source: Bloomberg 

GRID Asset Market Backtests: US HY Credit Spreads
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GRID Asset Market Backtests: Global Equities
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GRID Asset Market Backtests: Commodities
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GRID Asset Market Backtests: Fixed Income
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GRID Asset Market Backtests: Foreign Exchange
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Systematic Tracking Of CROWDING & DISPERSION Helps #Team42 Identify 
What GRID Regime Investor Consensus Is Rotating Into In Real-Time
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CROWDING: Ivol/Rvol % Spreads DISPERSION: MoM Sharpe Ratios
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POSITIONING: CFTC CoT Net Speculative Futures & Options Positions
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US GRID Outlook: Transitioning From “R” To “D” Later This Summer 
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US GROWTH: Secular View US GROWTH: Cyclical View 
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US GROWTH Agent-Based Nowcast Model
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US INFLATION: Secular View US INFLATION: Cyclical View 
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US INFLATION Agent-Based Nowcast Model
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US VALUATION Overlay
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Global GRID Outlook: Heading For A Soft Patch In GROWTH Later This 
Summer  
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China GRID Outlook: Slowing GROWTH Accelerating To The Downside
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Eurozone GRID Outlook: Transitioning From “R” To “I” This Fall
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DEMOGRAPHICS: Still Disinflationary Across The Developed World 
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BALANCE OF PAYMENTS: Who/What Will Be Called Upon To Finance 
Bipartisan Populism In The US?
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LEVERAGE: In Line With Past Cycles, “Extend And Pretend” Was The 
Global POLICY Response To The COVID Crisis As Well 
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POLITICS: The Drivers Of Populism Suggest The US Has Become An 
Emerging Market From A Political Risk Perspective
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The Most Important Chart In Macro Proves Why [Inflationary] Populism 
Has Bi-Partisan Support In The US
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The Ratio Of Cyclicals To Defensives Suggests We May Have Already Undergone A 
Phase Transition In The Secular Market Regime… Too Much Too Soon, However?
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The Secular Drivers Of US Disinflation Are Still Intact
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Corporate America Continues To Be Dominated By Monopsonies And A 
Broad-Based Preference For Capital Expenditures Over Labor
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US Economic Surprises Are Likely To Be Persistently Negative Throughout 
2H21E, Which May Catalyze Earnings Disappointments As Well
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… Especially With GROWTH Expectations This Elevated And Unlikely To 
Be Downwardly Revised By A Meaningful Degree 
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No Firm Evidence Of Peaking Domestic Price Pressures Yet
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OER Will Likely Keep An Elevated Floor Under US CPI, Even As INFLATION 
Trends Lower Throughout 2H21E
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All-Time High US INFLATION Surprises = Only One Way To Go From Here… 
This Dynamic Has Helped Drive Bearish VAMS Inflections In Interest Rates
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Fastest Rate Of Change In Core PCE Ever = Firms Have Pricing Power
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Pricing Power Among Workers Is Finally Catching Up
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Wage Gains Have Been Broad Based
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… Thanks To All-Time High Labor Demand
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Unemployment, However, Remains Stubbornly High
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Blue Collar Workers Remain At The Epicenter Of The Employment Crisis
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Broadly Decelerating Hours Worked Are Indicative Of More Labor Market 
Slack Than Generally Assumed
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Foreign Central Banks Have Eschewed Dollar Recycling Since 2015
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… Which Implies The Fed Will Be Increasingly Called Upon To Finance Bloated 
US Budget Deficits Throughout The Remainder Of This Fourth Turning
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Will The Fed Be A Willing Participant Or Will They Be Dragged Along By 
Intermittent, Material Corrections In Risk Assets?
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… Declining Terminal Fed Funds Rate Expectations Suggest The Latter 
Catalyst Is A Higher Probability Outcome At The Current Juncture
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The Fed Has A History Of Prematurely Tightening
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… Which Is Why Investor Consensus Is Broadly On Edge Of Late
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Remember The Summer Of 2010?
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… Surely Powell (Fed), Kuroda (BoJ), Lagarde (ECB), And Bailey (BoE) Do
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We Are Unlikely To Observe “Substantial Further Progress” Before The 
Jackson Hole Catalyst (August 26-28)
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… Because The Headwinds To Labor Supply Are More Complicated Than 
Generally Assumed
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… Hence The Squishy June Jobs Report
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Reminder: The US Economy Is Technically Still In A Recession
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Corporate Profits Have Yet To Recover
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The US Services Economy Slowed Sharply In June Amid Rising Fears Of 
COVID-19 Variants
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Things Are Clearly Not Back To Normal To Begin With And Likely Won’t 
Be Until Well After Labor Day
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Investors Have Cash On Hand… How Will It Be Deployed In The Coming 
Months?
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We Still Believe The Current GOLDILOCKS Market Regime May Persist 
Through Late-July/Early-August; From There It Could Get Ugly, However  
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Bitcoin Is Sending A Bearish Medium-Term Warning Signal To Equity 
Investors 
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The Real S&P 500 Earnings Yield Is Sending A Bearish Long-Term Warning 
Signal To Equity Investors
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Commodities Are Seasonally Weak Throughout The Second Half Of The Year
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Bonds Are Seasonally Strong Throughout The Summer And Early-Fall
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Global Reopening Momentum Is Being Threatened By The Confluence Of Waning Fiscal 
Support, The Proliferation Of COVID-19 Variants, And China’s Economic Slowdown
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China’s Credit Impulse Continues To Trend Lower, Increasingly 
Threatening The Sustainability Of The Commodity Bull Market
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Liquidity Dynamics On The Mainland Suggest China’s Credit Impulse May 
Inflect Higher By Mid-To-Late Q4, But Not Much Sooner
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Ultimately The Dollar Will Determine Whether Commodity Reflation Can 
Persist Throughout The Duration Of This GOLDILOCKS Market Regime
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Thank you for participating.
We look forward to #collaborating with you next month.
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