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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. Must be an accredited or registered investor to participate in the 42 Macro Pro-to-Pro service.

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. At any point in time, the employees of 42 Macro may own a 
portion of or all the ETF securities discussed in 42 Macro research Content. 

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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Key Takeaways: Tuesday, January 3, 2023
• SHORT TERM (< 3wks): We remain short seasonality heading into Q1. “Flows” had a nice run being in control of asset markets since early-October, but

“Macro” is likely back in the driver’s seat thanks to an extension of Phase 1 – i.e., the Liquidity Cycle downturn.

• MEDIUM TERM (3-12mos): The Fed’s new “substantially more evidence” standard implies the Phase 1 Liquidity Cycle downturn is likely to be extended
well into 2023. #respectthexaxis

• MODAL OUTCOME (High Probability): The Fed has upgraded the tight labor market in its reaction function in lieu of inflation. This is a meaningful shift because of the
resiliency of the US economy and will likely cause the Fed to tighten into well into 2023. From a @42macro Net Liquidity perspective, that likely keeps risk takers from
putting a substantial portion of the excess liquidity in the Reverse Repo Facility to work for several months. S&P 500 fair value ≈ 3600.

• LEFT TAIL RISK (Middling Probability): Our analysis suggests the US economy is at least three quarters away from an #actualrecession. Thus, an #actualrecession that
develops much sooner than our expectation is a material downside risk for risk assets given that it has yet to be adequately priced in. Asset markets would have to price in
the Phase 2 Credit Cycle downturn from the pending lows of the Phase 1 Liquidity Cycle downturn, as opposed to from whatever highs could be achieved in the interim if
Phase 1 and Phase 2 are spaced apart. S&P 500 fair value ≤ 3000.

• RIGHT TAIL RISK (Low Probability): An abrupt end to Zero COVID in China – the world’s second largest economy – may cause a substantial positive shock to global growth.
That outcome is dollar bearish, at the margins, and may catalyze a GOLDILOCKS pain trade given current POSITIONING and trending cross-asset correlations. S&P 500 fair
value ≈ 4100.

• RISK MANAGEMENT:
• SELLS: n/a
• BUYS: n/a
• OVERBOUGHT: n/a
• OVERSOLD: n/a

• EDUCATIONAL RESOURCES:
• https://42macro.com/walkthrough
• https://42macro.com/the-playbook/
• https://bit.ly/3DcrL21

4© 42 Macro LLC. Asterisk* denotes nearly overbought/oversold. 
Two asterisks** denotes overbought/oversold signal based on tenuous VAMS condition.



© 42 Macro LLC. Red = LEFT TAIL RISK positions. Blue = MODAL OUTCOME positions. Green = RIGHT TAIL RISK positions. 
Strikethrough = currently exiting OR dollar cost averaging out of the exposure. Asterisk = includes leverage.

Our Volatility-Adjusted Position Sizing process is based on relative trailing 3yr semivariance. 
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Modal Outcome



© 42 Macro LLC. Data Source: Bloomberg.
Red dotted line = Mar-23 Net Liquidity Target (assumes -$95bn/mo in QT, $0/mo from TGA, and +$75bn/mo from RRP).
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The Hawkish Fed Pivot + Incremental Adverse Inflation And Wage 
Developments Worsened The Outlook For @42macro Net Liquidity



© 42 Macro LLC. Data Source: Bloomberg. Dotted lines = Mar-23 targets.
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We Are Targeting $500bn For The TGA And $2.3tn For The RRP By 
The End Of 1Q23



© 42 Macro LLC. Data Source: CME.
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Since The Start Of Q4 And Through Mid-December, TGA Drain And 
RRP Drain Had Independently And Significantly Nullified QT



© 42 Macro LLC. Data Source: Bloomberg.
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Mission Accomplished On Core Inflation? 
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Perhaps Not Yet, But Almost Certainly By The March FOMC
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Headline CPI: The 7.1% YoY Figure Is Noise; It’s The 3mo SAAR Of 
3.7% That Matters To Asset Markets 
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Core CPI: Powell’s Utter Disregard Of The “Clear And Convincing 
Evidence” Of Services ex-Shelter Disinflation Is Noteworthy
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Underlying Inflation: “Substantially More Evidence” ≠ “Clear And 
Convincing Evidence” 
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The #Math Supported Our “Sticky And Stochastic” View
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With Few Historical Episodes To Study (And Even Less Data), There Is No 
Academic Consensus On What Causes High Inflation Or How To Address It



© 42 Macro LLC. Data Source: Bloomberg.
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Merely Disinflating From Elevated Rates Of Inflation Is Not The 
Bull Case Many Investors Assume It To Be



© 42 Macro LLC. Data Source: Bloomberg.
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Supply Chain Disruptions Have Eased For The Goods Sector, While 
Services Sector Disruptions May Prove Persistent



© 42 Macro LLC. Data Source: Bloomberg.
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The Post-COVID Reduction In Labor Supply Appears Permanent
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© 42 Macro LLC. Data Source: Bloomberg.

Meanwhile, Demand For Labor Is Proving Resilient



© 42 Macro LLC. Data Source: Bloomberg. 
Red dotted line = latest value. Blue dotted line = 2015-19 trend.
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As Such, The Labor Market Remains Tight



© 42 Macro LLC. Data Source: Bloomberg.
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“Remember Me? I Used To Be Everyone’s Favorite Leading Indicator For The US Labor Market, But No 
One Talks About Me Anymore Because Its Neither Sexy Nor Convenient.” – Jobless Claims



© 42 Macro LLC. Data Source: Bloomberg.
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The #Math On Jobless Claims Cycles Suggests An #actualrecession 
Is Not Imminent



© 42 Macro LLC. Data Source: Bloomberg.
24

The 3M10Y Yield Curve Only Recently Inverted
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The #Math On 3M10Y Yield Curve Inversions Suggests An 
#actualrecession Is Not Imminent



© 42 Macro LLC. Data Source: Bloomberg.
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The Household Sector Balance Sheet Is In Excellent Shape



© 42 Macro LLC. Data Source: Bloomberg.
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“Credit Card Debt” Is Not The Near-Term Issue It Is Consistently 
And Mistakenly Made Out To Be 
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The Corporate Sector Balance Sheet Is In Great Shape



© 42 Macro LLC. Data Source: Bloomberg.
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“Higher Interest Rates” And “Inventories” Are Not The Near-Term 
Issues They Are Consistently And Mistakenly Made Out To Be



© 42 Macro LLC. Data Source: Bloomberg.
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The Private Sector In Aggregate Fails To Meet The “Vulnerability + Trigger” 
Criteria The BIS Has Shown To Be A Prerequisite For Economic Downturns



© 42 Macro LLC. Data Source: Bloomberg.
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Strong Household Balance Sheets Are Contributing To Resilient 
Consumer Spending
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Strong Corporate Balance Sheets Are Contributing To Resilient 
Economic Growth
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Yes, Housing Is A Disaster
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… But Housing Is Not The Risk Many Investors Fear It Is
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With No #actualrecession Imminent, “Substantially More 
Evidence” Of A Return To 2% Inflation Remains Elusive
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Jay Powell Is Nearly 70 Years Old; His Legacy Likely Matters To Him 
More Than Many Investors Realize



© 42 Macro LLC. Data Source: Bloomberg. 
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It Can Hardly Be Argued The Fed Fund Rate Is In Restrictive 
Territory



© 42 Macro LLC. Data Source: CME FedWatch Tool.
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Why Would The Fed Hike Rates To 5.00-5.25% In Early-2023 Just 
To Pivot Back To 4.50-4.75% Yearend?



© 42 Macro LLC. Data Source: Bloomberg. 
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… Not Sure, But This We Do Know: The S&P 500 Has Downside To 
~3600 If We Apply A Median Price Multiple To NTM Earnings



© 42 Macro LLC. Data Source: Bloomberg. 
40

The S&P 500 Has Downside To ~2900 If We Apply A Median Stock 
Market Capitalization Multiple To Gross Domestic Income



© 42 Macro LLC. Data Source: Bloomberg. 
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The S&P 500 Has Downside To ~2800 If We Apply A Median Price 
Multiple To NTM Sales
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Are Median Multiples Even Appropriate Now That We’ve Dumped 
TINA In Favor Of Our “New” (Read: Old) Girlfriend TARA?



© 42 Macro LLC. Data Source: Bloomberg. 
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Perhaps Not, But The Rise Of Passive Investing Suggests We May Have To Wait Until 
2H23 To Accumulate Enough Job Loss To Usher In Phase 2 Of The Bear Market



© 42 Macro LLC. Image Source: www.3championshipsin5years.com.
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Right Tail Risk
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Beijing Finally Gave Up The Ghost w/r/t Zero COVID



© 42 Macro LLC. Data Source: Bloomberg.
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A Fed Pivot Would Allow The PBOC To Step On The Gas Pedal
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In The Absence Of Significant Stimulus, China’s Economy Will 
Reopen Into A Classic Liquidity Trap 



© 42 Macro LLC. Data Source: Bloomberg.
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Fed Pivots During Bear Markets Are Almost Always Bullish For 
Risk Assets



© 42 Macro LLC. Data Source: Bloomberg.
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Fed Pivots During Bear Markets Typically Mark The End Of US 
Dollar Strength



© 42 Macro LLC. Data Source: Bloomberg.
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A Weaker USD Would Support Global Growth And Carry Trades



Capital Outflows Are A Key Risk For The US$: Annual 
Net Foreign Capital Flows Into the US Economy And 

US Net International Investment Position

Capital Outflows Are A Key Risk For The US$: Annual 
Net Foreign Capital Flows Into the US Economy And 

Its Trailing 3yr Z-Score
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FYI, Labor Is Still Losing The Timeless Battle Versus Capital
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An Earnings Recession May Be Delayed As A Result



© 42 Macro LLC. Image Source: Google.
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Left Tail Risk



S&P 500 Seasonality S&P 500 Seasonality If Down YTD Through 
11/30, But Oct And Nov Are UP Months

55
© 42 Macro LLC. Data Source: Bloomberg.



S&P 500 CY+0 Seasonality If CY+0 Is Down YTD 
Through November ≥ The 2022 YTD Return Through 

11/30

S&P 500 CY+1 Seasonality If CY+0 Is Down YTD 
Through November ≥ The 2022 YTD Return Through 

11/30
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© 42 Macro LLC. Data Source: Bloomberg. CY+0 = current calendar year. CY+1 = next calendar year.
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The Unprecedented Real Interest Rate Shock May Have An 
Unprecedented Impact Upon Economic Activity
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The Historic Mortgage Rate Shock Will Continue To Slow 
Residential Fixed Investment



© 42 Macro LLC. Data Source: Bloomberg.
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The Historic Corporate Borrowing Cost Shock Will Continue To 
Slow Non-Residential Fixed Investment



© 42 Macro LLC. Data Source: Bloomberg.
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Technical Recession ≠ #actualrecession
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An #actualrecession May Not Be Imminent, But It Is Inevitable: 
Consumer Expectations



© 42 Macro LLC. Data Source: Bloomberg.
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An #actualrecession May Not Be Imminent, But It Is Inevitable: 
Labor Market Conditions



© 42 Macro LLC. Data Source: Bloomberg.
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Per Powell’s Own Words, The “Long And Variable Lags” Of 
Monetary Policy May Not Be As Long As Previously Estimated



© 42 Macro LLC. Data Source: Bloomberg.
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The Fed Sees Core PCE At 3.5% By Yearend 2023; Core PCE Has NEVER 
Declined -120bps Over A 13mo Timeframe Without An #actualrecession



© 42 Macro LLC. Data Source: Bloomberg.
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The Fed Sees U3 At 4.6% By Yearend 2023; U3 Has NEVER Increased 
+90bps Over A 13mo Timeframe Without An #actualrecession



© 42 Macro LLC. Data Source: Bloomberg.
Green Line = 2001 recession peak/trough. Orange Line = 1990-91 recession peak/trough. 

Red Line = GFC peak/tough. Blue Line = mean.
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An #acutalrecession Has NOT Been Adequately Priced In



© 42 Macro LLC. Data Source: Bloomberg. 
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The Chinese Economy Is Operating Well Shy Of Its Normal Demand For 
Physical Commodities… Can It Reopen Without Exporting Inflation?



42 Macro Secular Inflation Model: Our #Math Suggests Core PCE Is Likely To 
Trend 70-130bps Higher Throughout This Decade; Will The Fed Accept 3%?

68
© 42 Macro LLC. Data Source: Bloomberg. Highest weighted features in bold.
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Treasurys Are Grossly Mispriced In A World Where 3-5% Inflation 
Is The Norm



© 42 Macro LLC. Data Source: Bloomberg.
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The US Treasury Cannot Afford For The Fed To Lose This Battle 
With Inflation 



© 42 Macro LLC. Data Source: Bloomberg.
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… Because Private Sector Creditors Will Demand Structurally 
Higher Coupons To Capitalize The US Government



© 42 Macro LLC. Data Source: Bloomberg.
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We Believe Historic Relative Tight Policy Expectations Are A 
Liability For The Euro, Rather Than An Asset



© 42 Macro LLC. Data Source: Bloomberg.
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Taylor Rule Spreads Suggest The Dollar Is Still King For Now 



© 42 Macro LLC. Image Source: Google.
74

Blocking And Tackling



© 42 Macro LLC. Data Source: Bloomberg.
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We Use The 42 Macro GRID Model To Forecast Inflections In The 
Liquidity Cycle And Dispersion Within And Across Asset Markets



US GROWTH: Secular View US GROWTH: Cyclical View
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US GROWTH Agent-Based Nowcast Model



US INFLATION: Secular View US INFLATION: Cyclical View
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© 42 Macro LLC. Data Source: Bloomberg.



© 42 Macro LLC. Data Source: Bloomberg.
79

US INFLATION Agent-Based Nowcast Model



© 42 Macro LLC. Data Source: Bloomberg.
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The GRIDs Are Global



Eurozone GRID Outlook: Moving Past The Worst Of Times In Rate 
Of Change Terms 
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Eurozone GROWTH: Secular View Eurozone GROWTH: Cyclical View
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Eurozone GROWTH Agent-Based Nowcast Model
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Eurozone INFLATION: Secular View Eurozone INFLATION: Cyclical View
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Eurozone INFLATION Agent-Based Nowcast Model
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China GRID Outlook: INFLATION Is The Modal Outcome Absent 
Meaningful Fiscal And Monetary Stimulus

86
© 42 Macro LLC. Data Source: Bloomberg. 



China GROWTH: Secular View China GROWTH: Cyclical View
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China GROWTH Agent-Based Nowcast Model
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China INFLATION: Secular View China INFLATION: Cyclical View
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China INFLATION Agent-Based Nowcast Model
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Four Horsemen Of Economic Risk: DEMOGRAPHICS

91
© 42 Macro LLC. Data Source: Bloomberg, OECD.
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Four Horsemen Of Economic Risk: LEVERAGE
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Four Horsemen Of Economic Risk: POLITICS
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Four Horsemen Of Economic Risk: BALANCE OF PAYMENTS
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Real GDP: DM Real GDP: EM

95© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Headline CPI: DM Headline CPI: EM

96© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Core CPI: DM Core CPI: EM

97© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Headline Unemployment Rate: DM Headline Unemployment Rate: EM

98© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Consumption: DM Consumption: EM

99© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Production: DM Production: EM

100© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Manufacturing PMIs: DM Manufacturing PMIs: EM

101© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Services PMIs: DM Services PMIs: EM

102© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Current Account Balance/GDP: DM Current Account Balance/GDP: EM

103© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Sovereign Budget Balance/GDP: DM Sovereign Budget Balance/GDP: EM

104© 42 Macro LLC. Data Source: Bloomberg. 
Figures shown on a rolling normalized basis relative to the respective economy’s trailing 10yr sample.
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Relative Valuations: GLOBAL EQUITY MARKETS
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© 42 Macro LLC. Data Source: Bloomberg.
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Relative Valuations: GLOBAL BOND MARKETS
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© 42 Macro LLC. Data Source: Bloomberg.
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Relative Valuations: GLOBAL CURRENCY MARKETS
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© 42 Macro LLC. Data Source: Bloomberg.
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Foreign Exchange Model #1:
Real Interest Rate Differentials

(Same Chart ex-Russia)
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© 42 Macro LLC. Data Source: Bloomberg. Top 15 economies by GDP.
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Foreign Exchange Model #2:
Fiscal Impulse

(Same Chart ex-Russia)
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© 42 Macro LLC. Data Source: Bloomberg. Top 15 economies by GDP. Data through 6/30/22.
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Foreign Exchange Model #3:
Terms Of Trade

(Same Chart ex-Russia)
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© 42 Macro LLC. Data Source: Bloomberg. Top 15 economies by GDP. Data through 6/30/22.
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GRID Asset Market Backtests: Stocks
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



GRID Asset Market Backtests: Bonds
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



GRID Asset Market Backtests: Currencies
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



GRID Asset Market Backtests: Commodities
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



GRID Asset Market Backtests: Crypto

115
© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



What Tends To Outperform/Underperform In Each GRID Regime?
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Current GRID Asset Market Backtests Overlay: DEFLATION
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Pending GRID Asset Market Backtests Overlay: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



US Equities
Current GRID Regime: DEFLATION

US Equities
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Communication Services
Current GRID Regime: DEFLATION

Communication Services
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Consumer Discretionary
Current GRID Regime: DEFLATION

Consumer Discretionary
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Consumer Staples
Current GRID Regime: DEFLATION

Consumer Staples
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Energy
Current GRID Regime: DEFLATION

Energy
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Financials
Current GRID Regime: DEFLATION

Financials
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Health Care
Current GRID Regime: DEFLATION

Health Care
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Industrials
Current GRID Regime: DEFLATION

Industrials
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Information Technology
Current GRID Regime: DEFLATION

Information Technology
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Materials
Current GRID Regime: DEFLATION

Materials
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Real Estate
Current GRID Regime: DEFLATION

Real Estate
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Utilities
Current GRID Regime: DEFLATION

Utilities
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Portfolio Construction Candidates
Current GRID Regime: DEFLATION

Portfolio Construction Candidates
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Global Equities
Current GRID Regime: DEFLATION

Global Equities
Pending GRID Regime: GOLDILOCKS

132
© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Commodities
Current GRID Regime: DEFLATION

Commodities
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Fixed Income
Current GRID Regime: DEFLATION

Fixed Income
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Foreign Exchange
Current GRID Regime: DEFLATION

Foreign Exchange
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



Portfolio Construction Candidates
Current GRID Regime: DEFLATION

Portfolio Construction Candidates
Pending GRID Regime: GOLDILOCKS
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© 42 Macro LLC. Data Source: Bloomberg. Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present]. 



We Use The 42 Macro Global Macro Risk Matrix To Approximate 
Positioning And Flows In Real-Time

137
Ticker Key: https://bit.ly/3SEwW0f.  

You may have to copy/paste the link into your browser if clicking on it does not work. 
© 42 Macro LLC. Data Source: Bloomberg. Bullish VAMS = GREEN; Bearish VAMS = RED; and Neutral VAMS = ORANGE.



Global Macro Risk Matrix:
Sum Of Confirming Markets

Global Macro Risk Matrix:
Share Of Confirming Markets
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© 42 Macro LLC. Data Source: Bloomberg.



Global Macro Risk Matrix:
Dominant Market Regime

Cross-Asset Correction Risk 
Indicator (CACRI)
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© 42 Macro LLC. Data Source: Bloomberg.



CROWDING Ivol Premium (Discount) CROWDING Skew

140© 42 Macro LLC. Data Source: Bloomberg.
CROWDING signals tend to work on a short-term time horizon.



DISPERSION Bar Chart DISPERSION Time Series 
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© 42 Macro LLC. Data Source: Bloomberg.

A HIGH number in the DISPERSION Time Series chart implies market internals have rotated in favor of Cyclicals.
A LOW number in the DISPERSION Time Series chart implies market internals have rotated in favor of Defensives.



© 42 Macro LLC. Data Source: Bloomberg. CFTC CoT data through Tuesday.
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POSITIONING



Four Horsemen Of Market Risk:
VVIX/VIX Ratio

Four Horsemen Of Market Risk:
High Beta/Low Beta Ratio

143© 42 Macro LLC. Data Source: Bloomberg. Volatility adjustment factor for the High Beta/Low Beta Ratio = HY OAS. 
Bullish VAMS = GREEN; Bearish VAMS = RED; and Neutral VAMS = ORANGE.



VVIX/VIX Ratio: ↓ Almost Always = Risk Off 

144
© 42 Macro LLC. Data Source: Bloomberg.



High Beta/Low Beta Ratio: ↓ Almost Always = Risk Off 

145
© 42 Macro LLC. Data Source: Bloomberg. Volatility adjustment factor for the High Beta/Low Beta Ratio = HY OAS.



Four Horsemen Of Market Risk:
Small Cap/Mega Cap Ratio

Four Horsemen Of Market Risk:
Value/Growth Ratio
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© 42 Macro LLC. Data Source: Bloomberg.

Volatility adjustment factors for the Small Cap/Mega Cap Ratio = BBDXY and Value/Growth Ratio = CCC OAS.
Bullish VAMS = GREEN; Bearish VAMS = RED; and Neutral VAMS = ORANGE.



Small Cap/Mega Cap Ratio: ↓ Almost Always = Risk Off, Save For 
The Bursting Of The Tech Bubble And 1H08

147
© 42 Macro LLC. Data Source: Bloomberg. Volatility adjustment factor for the Small Cap/Mega Cap Ratio = BBDXY. 



Value/Growth Ratio: ↑ Almost Always = Risk On, Save For The 
Bursting Of The Tech Bubble And 2H08

148
© 42 Macro LLC. Data Source: Bloomberg. Volatility adjustment factor for the Value/Growth Ratio = CCC OAS.



© 42 Macro LLC. Data Source: Bloomberg.
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Why The GRIDs Work
• “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 & Amos Tversky, 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 Mandelbrot, The (Mis)Behavior of Markets pg. 249



Thanks for reviewing.
See you next month!

42 Macro Product Walkthroughs: 
https://42macro.com/walkthrough

42 Macro Playbook:
https://42macro.com/the-playbook/

© 42 Macro LLC 
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