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Welcome to the MacroReport. 

 The fever of concern that investors have experienced due to the Eurozone debt 
crisis seems to have abated somewhat, primarily due to the ECB’s prescription of 
LTRO-1 and 2. Will it facilitate a long-term cure or simply provide shorter term relief 
of symptoms? 

 Based on the majority of quotes generated by the leaders at the first EU summit of 
2012, the Eurozone is apparently embarking upon a paradigm shift towards fiscal 
union and growth and away from crisis management and default. Will the latest 
rosy assessment led by the tandem of Merkel and Sarkozy prove to be a more 
accurate read than previous prognostic attempts? 

 The latest deal cut by Greece to address its next round of debt obligations was a 
classic deal in compromise, meaning none of the parties involved left the table fully 
satisfied. Will the elections in April render the exercise moot and reopen Pandora’s 
Box? 

 The current round of saber rattling between the U.S., the EU and Iran may prove to 
be little more than theater geared toward an Iranian audience about to embark on 
its own election cycle. In such a volatile environment, can the performance 
accidentally escalate into tragedy? 

 Last week’s G-20 meeting in Mexico served up some pointed retorts and a side of 
stern comments, all directed towards the Eurozone’s request for additional funds. 
Will Germany take the requisite steps of priming the pump with euros in order to 
attract IMF cash?  

 The MacroReport will consider four scenarios driven by a combination of these 
circumstances and events, and conclude with a series of economic factor-based 
portfolios and individual stock and ETF choices geared to fit the various scenarios. 
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LTRO-The Sequel 
  
The European Central Bank’s (ECB) first three-year Long-Term Refinancing Operation 
(LTRO), which has been referenced on more than one occasion as “the bazooka,” was 
launched in December and, like a gun brought to a knife fight, proved to be a most 
formidable weapon.  

Banks embraced the offer of cheap money, securing nearly 500 billion in euros in the 
process. The ECB’s generous provisions included 1% interest over three years, and, 
perhaps of greater significance, collateral requirements for the new loans were greatly 
eased. This allowed cash-strapped Eurozone banks to post lower quality assets, even 
illiquid ones, as collateral.  

The LTRO seems to have brilliantly addressed the liquidity crisis suffered by the ailing 
small and medium Eurozone banks, many of them suffering from a rash of PIIGS 
(Portugal, Ireland, Italy, Greece, and Spain) depositors taking their money and running 
to stash their hard-earned euros in bigger and better capitalized core member banks.  

In surprisingly short order, the fear of a Greek default and the potential for contagion 
that had permeated the markets for the latter part of 2011 seemed to lift.  

A prime intention of the ECB was to bring down the soaring bond yields of the weaker 
Eurozone member nations, and the LTRO helped accomplished this goal. Though a 
sizable amount of the borrowed funds went to roll over existing debt, a sufficient 
amount of sovereign debt was purchased to contribute to the reversal of soaring bond 
yields experienced by the peripheral Eurozone member-nations. (See Chart 1 on page 
9.) 

So what could ECB’s President, Mario Draghi, do for an encore? Like Hollywood, he 
went for the sure thing, and LTRO-2 was offered up at the end of February.  
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Taking up the latest round of “cheap money” offered by the ECB, banks borrowed 529 
billion euros, which was pretty much in the sweet spot of estimates. The fear of 
insufficient demand on one hand and excessive demand on the other turned out to be 
unwarranted. Hope remained that the second round of the three-year LTRO would 
infuse sufficient cash into the banking system and out to the community in general, 
another target of the ECB’s LTRO effort. 

The Bottom Line: Is a trillion euros adequate to solve the liquidity problems of the 
small and medium banks? Perhaps. Yet the looming issue of a regional credit crunch 
remains, and the patient may be chronic. If the de facto quantitative easing generated 
by the ECB’s dual LTRO efforts fail to adequately penetrate into the broader Eurozone 
economy, then the resultant lack of growth could make a broad-based EU recession 
inevitable. 

The First EU Summit of 2012 Was a Back-Slapper 

The first European Union Summit of 2012 proved notable for both a relative lack of 
drama and the self-congratulatory tone of many of the attending EU leaders. 

While there are certainly several incidents within the last nine months when Angela 
Merkel, the German Chancellor, and Nicholas Sarkozy, France’s President, graced the 
podium and stood shoulder to shoulder to affirm solidarity in an effort to calm spooked 
investors, the subsequent actions often failed to follow words, and the calming effects 
wore off quicker than gold plating on a tin ring. 

This time, the leaders of the core Eurozone countries managed to convey greater 
conviction than in the past, no doubt due to the general perception that the Eurozone 
is finally on track to finding a solution to the sovereign debt crisis that has shaken its 
foundation. 
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Many of the European leaders expressed a common sentiment that this summit was 
the first in a while that wasn’t geared towards full-tilt crisis management, but words of 
caution never seemed to trail far behind the optimism.  

The one concrete action that occurred was the signing of the fiscal treaty that was 
discussed at last year’s final summit of 2011. The pact reflects the tough new budgetary 
rules sought by Ms. Merkel, and would require all 17 members of the Eurozone to 
balance their budgets. 

What likely stands in the way of this intention is the fact that, according to the 
European Commission’s latest report, the Eurozone is drifting back down into 
recession. (See Chart 2 on page 9.) 

For the EU as a whole, the expectation is that, for 2012, real GDP is highly likely to 
stagnate. For the Eurozone, real GDP is predicted to shrink by 0.3%, which reflects a 
significant 1% revision. Key factors contributing to the recessionary numbers include 
an increase in sovereign debt yields since last year’s projections coupled with the 
anticipated effects of the widespread austerity measures. 

It is certainly telling that before the ink was dry on the new fiscal pact, Spain 
announced it had raised its 2012 deficit target to 5.8%, more than 30% above its 
previous deficit-to-GDP target for the year. With Spain experiencing a debilitating level 
of unemployment, it may be hard not to see it as a harbinger of things to come for the 
periphery countries.  (See Charts 4-7 on page 10.) 

The Bottom Line: Put simply, though Ms. Merkel referenced the necessity for new 
programs to promote growth, it is hard to see a gain in GDP as the cumulative effects 
of Eurozone austerity kicks into the next gear. 
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Iran Stars in Bad Theater 
  

In considering worst-case scenarios in the investment arena, one eventually ends up 

analyzing an area of even greater volatility than the Eurozone, and that is Iran. While it 

has become something of a hedge fund manager’s parlor game to ponder the 

possibilities of contagion emanating from a Greek default, it is considerably more 

difficult to imagine the consequences that could arise in the event of an Iran war, which 

would go far beyond just the rise in crude prices. (See chart 3 on page 9.)  

 The ongoing concern regarding Iran’s nuclear program has prodded the U.S. to 

increase its level of sanctions, including authorization for banks to freeze Iranian 

assets. The EU, which imports around 600,000 bpd of Iranian crude, has hopped aboard 

the sanctions train, imposing similar moves. In addition, they have called for an 

embargo against Iranian oil. 

 Iran responded by threatening to block the strategically important Straight of Hormuz, 

thereby limiting the flow of oil-bearing tankers. This, however, makes no sense in any 

form, as it would be a perfect example of cutting off one’s nose to spite one’s face, as 

Iran needs the oil revenue more than its customers need the oil. This may be evidenced 

by the fact that Iran is desperately trying to move its crude, 18% of which is normally 

exported to the EU, by offering China discounts, extending India’s credit, and bartering 

with smaller Asian countries.  

 The real problem now is that Israel is nervous, and that it wants to calm itself through 

the elimination of its worst nightmare, a nuclear Iran. It probably figures it can handle 

the political fallout more easily than the other sort. 
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The Bottom Line: Economically speaking, Iran doesn’t have much wiggle room—it has 
resorted to bartering its crude, a clear sign of desperation. The real wild card is Israel—
can the U.S. mitigate Israel’s interest in military action? Obama’s recent meeting with 
Netanyahu, where the U.S. leader told his Israeli counterpart to go diplomatic, serves 
as political cover should Israel opt for preemptive action. 

The Latest Greece Deal: Cut and Run? 

Greece has managed to stave off default for the moment, agreeing last month to yet 
another series of extreme austerity measures and draconian conditions in exchange for 
130 billion euros, part of which will go to its March debt payment.  

The compromise was a classic one in many ways, in the sense that, clearly, no one was 
happy with the facets of the deal.  

Certainly not the private investment community, who collectively received “a haircut” 
of 53.5%, slightly more off-the-top than the previously projected 50%. While it is a deal 
that still requires the approval of two-thirds of the majority of private sector 
bondholders in order to trigger the collective action clauses (CACs), it is one that is 
expected to move forward, allowing the deal to proceed. 

The key benchmark introduced into the deal was a targeted reduction of debt-to-GDP 
ratio of 120% by 2012, a somewhat optimistic goal considering it currently stands at 
159%. The IMF has expressed doubts as to the attainability of the target, indicating 
129% seems more likely. However, the financing gap between these numbers would 
require yet another financial intervention, perhaps by the ECB. 

In many ways, however, all these targets may be moot, as 2020 is a long way off by any 
measure, certainly in economic and, perhaps even more important, political terms.  
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As far as Greece is concerned, it has, for this new deal, effectively agreed to relinquish a 

surprising level of sovereign control. By agreeing to let the Troika of the ECB, the 

European Commission (EC), and the International Monetary Fund (IMF) maintain a 

permanent presence in Athens as a way of monitoring the conditions of the deal, 

Greece is subjecting itself to a high level of public humiliation.  

With Greece holding its national elections next month, this certainly may become a 

factor. It is quite possible that the Greek electorate may express its anger and 

resentment at the polls, choosing to bring to office politicians who are riding the 

sentiment of anti-austerity. A new set of elected leaders may then become obliged to 

negate any recent agreements made by their predecessors, and Greece will insist on 

more amenable terms.  

Germany and the wealthier Eurozone members may balk at further concessions, and 

default may become the only other option. 

The Bottom Line: The Eurozone will likely do whatever it takes in order to allow for an 

orderly default, which to a large degree is what is already occurring. Efforts to build a 

firewall—a fund adequate to cover the estimated cost of contagion and often equated 

to an amount adequate to bailout both Italy and Spain—will continue.  

However, actions by Greece to accelerate its exit from the Eurozone could shift an 

orderly default to a disorderly one. 
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Key Eurozone Bond Yields              Key Eurozone Growth Trends       

Major Conflict Events Impact on Crude Prices 

Source: OECD 

Chart 2 Chart 1 

Chart 3 
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Unemployment in the Eurozone 

Chart 6 Charts  7 

Charts 5 Charts 4 
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Focus:  Eurozone-Four Possible Economic Scenarios 

There are enough factors in the mix that is the Eurozone that the variations of 
“the cake that could be baked” might seem unlimited. Broadly speaking, 
however, the outcomes may be categorized as follows: No Greek Default, Orderly 
Greek Default, Disorderly Greek Default and Iran War.  
  
These four economic scenarios were constructed by considering changes in each 
of the driving factors as shown in the following table: 

 

The Scenario Box: No Greek Default, Orderly Greek Default,  
Disorderly Greek Default , and Iran War 

These changes were then analyzed in terms of their impact on the 18 MacroRisk 
Factors (described below) and from there on the Indexes and ETFs that are being 
analyzed. 

 

11 Sabrient.com   |   MacroRisk.com  



Focus:  Eurozone-Four Possible Economic Scenarios 

Of our 18 MacroRisk Factors, which generally explain over 90% of the variance of 
most ETFs, stocks, funds, and indexes, we focused on the FTSE 100, the Gold 
Price Index, the Dollar/Euro Exchange Rate, the yield curve, and an Energy Price 
Index. 
  
In addition, we considered movements in certain indexes: (1) movements in the 
Eurozone Large-Cap Bank Returns Index (KEBITR), due to the potential impact 
on larger European banks from a Greek default or Iran war; (2) movements in the 
DAX Volatility Index (DAX), used to reflect general concern in the German 
economy as a proxy for “healthy Europe”; (3) movements in the CBOE Market 
Volatility Index (VIX), reflecting uncertainty in the U.S. market; and (4), in the 
instance of an Iran war,  movements in the Private Transportation Motor Fuel  
Cost Index (PCIUMFU), a U.S. index, to proxy the impact of disruptions to the 
world petroleum supply. 
  
The 18 factors shown in the MacroRisk Status graph are: 
 
   FTSE 100 
   Gold Index 
   Corporate Bond (BAA) Yield 
   Consumer Price Index 
   Short-Term Government Bond Yield 
   Intermediate-Term Government Bond Yield 
   Long-Term Government Bond Yield 
   Tokyo Stock Exchange Index 
   Euro Exchange Rate 
   Agricultural Exports 
   Housing Starts 
   Monetary Base 
   M2 Money Supply 
   Corporate Cash Flow 
   Unemployment Rate 
   Auto Sales 
   New Durable Goods Orders 
   Energy Prices 
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Eurozone Scenarios at a Glance 

Source:  MacroRisk Analytics 

The following graphs provide a snapshot of the four scenarios. Each of the 18 
MacroRisk Factors has a corresponding bar on the graph: these bars signal 
whether the value of each Factor is higher or lower than normal. If the bar sits on 
top of the line, the value is higher than average, if the bar hangs down from the 
line, the value is lower than average.  
  
On the graph, any MacroRisk Factors that are inside the green zone are 
behaving normally. These are colored blue. The closer the bar is to the edge of 
the green ”normal” zone, the more the Factor has been changing recently.  
  
If a Factor goes up or down significantly, the bar crosses the green boundary line 
and turns red, indicating a level of risk potential.  
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Eurozone Scenarios at a Glance 

Source:  MacroRisk Analytics 
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Scenario-Based Optimized ETF Portfolios 

Please note that in general, the optimized portfolios may be regarded as 
representative of a “forward-looking” perspective of six months out, timed from 
events that trigger each respective scenario. 
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Charts of Optimized ETF Portfolio Weights 

Source: MacroRisk Analytics 
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Charts of Optimized ETF Portfolio Weights 

Source: MacroRisk Analytics 
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Scenario-Based Strong/Weak Stock Performers 

The Top 20 Scenario-Specific Performance Rankings on this page and the next use 
Sabrient’s award- winning proprietary quantitative methodology to identify stocks 
that should outperform the benchmarks based on single macro-economic events. 

The Strong Dollar Performers are the top 20 stocks that our model indicates will 
outperform the market during periods of a rising U.S. dollar. The Weak Dollar 
Performers list the top 20 stocks that we believe will outperform the market during 
a weak-dollar environment, and could be looked at as “defensive dollar” stocks.  
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Scenario-Based Strong/Weak Stock Performers 

The “oil stocks” tables show similar scenarios for rising and falling oil prices.  The 
Strong Oil Performers list the top 20 stocks that our model indicates will outperform 
the market in an environment of dramatically rising oil prices.  The Weak Oil 
Performers show the top 20 stocks that should outperform the market when oil 
prices are low or dropping, and could be considered “defensive oil” stocks.  

Please note that the stocks on these lists are intended as long positions and are not 
recommended for shorting. Future editions of The MacroReport will likely include 
lists of short candidates for these and other scenarios.   
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Correlation of Index-Based Returns and Values: MSCI 
International and Regional Indexes to MSCI Europe Index 

These four tables show the MSCI country and regional indexes which have the 
lowest and highest correlations with the MSCI Europe Index. Correlations of returns 
illustrate short term information, while correlations of values capture longer trends. 

 

Among MSCI country and regional indexes, 
Asian countries and Far East regions have the 
lowest return correlations to the MSCI Europe 
Index. 

Most of the MSCI country and regional indexes 
whose returns are most correlated with the 
MSCI Europe Index are European indexes, but 
also include the "World Ex-USA" index. 

When comparing the MSCI country and regional 
indexes whose values are least correlated to the 
MSCI Europe Index, Far East indexes are joined 
by the USA, New Zealand, Ireland, and Greece. 

The MSCI national indexes of France, Germany, 
Belgium, and Sweden have the highest 
correlation of values with the MSCI Europe 
index. 
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Correlation of Index-Based Returns and Value: MSCI 
International and Regional Indexes to MSCI Greece Index 

These four tables show the MSCI country and regional indexes which have the 
lowest and highest correlations with the MSCI Greece Index. Correlations of 
returns illustrate short-term information, while correlations of values capture 
longer trends. Please note that most of these correlations are significantly 
weaker than the previous correlations to the MSCI Europe Index. 

When listing the MSCI country and regional 
indexes whose returns are least correlated to 
the MSCI Greece Index, Far East indexes 
dominate the list. 

The MSCI national indexes of Portugal, the 
Netherlands, Denmark, and Austria have the 
highest correlation of returns with the MSCI 
Greece index. 

Among MSCI country and regional indexes, 
Asian countries and Far East regions also have 
the lowest value correlations, but are joined by 
the New Zealand, the USA, Ireland, the UK, and 
Switzerland. 

Most of the MSCI country and regional indexes 
whose index values are most correlated with the 
MSCI Greece Index are other European national 
indexes. 
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Correlation of ETFs to Athens Stock Index:  
Returns and Values 

The following four tables list the ETFs with the highest and lowest correlations 
to the Athens Stock Exchange index. The tables include correlations of returns, 
which illustrate short-term information, as well as correlations of the index 
values which capture longer term trends. 
 
The ETFs whose returns have the lowest correlations with the Athens Stock 
Exchange include U.S. Bear funds, while the highest correlation of returns 
include a wider variety of funds. U.S. Government Bond ETFs have the lowest 
correlation of values, while the related inverse ETFs join other funds with the 
highest correlation of values.  
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Correlation of ETFs to KBW Large Cap Banking Index: 
Returns and Values 

The following four tables list the ETFs with the highest and lowest correlations 
with the Keefe, Bruyette, & Woods Bank Sector index (BKX). The tables include 
correlations of returns, which illustrate short-term information, as well as 
correlations of the index values which capture longer term trends. 
 
Several national and regional index ETFs are present among those with the 
highest returns and values correlations to the BKX, while Government Bond ETFs 
also fill the bottom 15 lowest correlations to the BKX. 
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Correlation of ETFs to VIX Volatility Index: 
Returns and Values 

The following four tables list the ETFs with the highest and lowest correlations 
with the VIX volatility index. The tables include correlations of returns, which 
illustrate short-term information, as well as correlations of the index values 
which capture longer term trends. 
 
The ETFs with the lowest correlation of returns seem to be large cap indexes, 
with some of the corresponding inverse funds appearing in the Top 15 list of 
highest correlation of returns as well. Major indexes also appear regularly 
among those with the highest and lowest correlation of values. 
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Correlation of ETFs to DAX Volatility Index: 
Returns and Values 

The following four tables list the ETFs with the highest and lowest correlations 
with the DAX volatility index. The tables include correlations of returns, which 
illustrate short-term information, as well as correlations of the index values 
which capture longer term trends. 
 
Although there are shared patterns between these ETFs and those on the 
previous tables related to the VIX, the differences between these lists are 
significant. 
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Correlation of ETFs to CPI Private Motor Fuel Index:  
Returns and Values 

The following four tables list the ETFs with the highest and lowest correlations 
with the CPI of Private Motor Fuel. The tables include correlations of returns, 
which illustrate short-term information, as well as correlations of the index values 
which capture longer term trends. 
 
The highest return correlations are, not surprisingly, topped by a crude oil ETF, 
but also include agricultural commodity and currencies, including the Russian 
Ruble and Swedish Krona. The highest value correlation, however, contain 
primarily U.S. Treasury and Gold funds. The ETFs with the lowest correlation of 
returns and values contain an array of different types of funds. 
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Disclaimer 

This information contained in this report is neither a solicitation to buy nor an offer to sell securities. 

Sabrient Systems, LLC (Sabrient), is an independent California limited liability corporation. Other than 
annual or monthly fees from subscribers to its rankings, strategies, products, and services, and a 
percentage of the AUM of the ETFs that track the Sabrient indices, Sabrient does not receive, directly or 
indirectly, any consideration for publishing its rankings, strategies, or indices. Sabrient is not an 
investment advisor, and this report is not investment advice. 

MacroRisk Analytics is a creation of the Center for Computationally Advanced Statistical Techniques 
(c4cast.com, Inc.).  

Customer agrees not to publish, reproduce or otherwise disclose any data, information or reports 
generated by or based on The MacroReport.  Except to the extent otherwise stated in this agreement, 
The MacroReport is provided to customer “as is” and without any warranties, express or implied, and 
c4cast.com, Inc. (“c4cast.com”) and Sabrient and the applicable manufacturers and authors of the data 
information or technology underlying The MacroReport (“underlying technology”) disclaim any and all 
warranties regarding The MacroReport or any results therefrom, either express or implied, including but 
not limited to the implied warranties of merchantability or fitness for use or for a particular purpose. 

c4cast.com and Sabrient represent and warrant that they own or otherwise have represents and warrants 
that it owns or otherwise has the right to offer The MacroReport, and to deliver The MacroReport, if and 
when applicable, to customer. Any and all resulting actions or omissions taken by customer based on the 
use of or results obtained from The MacroReport are taken by customer at customer’s sole and exclusive 
risk and decision, and customer will indemnify and hold c4cast.com and Sabrient and their directors, 
officers and employees harmless from any and all damages and liabilities of customer and of all third 
parties (except to the extent stated elsewhere) arising from customer’s use of and access to The 
MacroReport. The MacroReport is not error-free, and is also not warranted by c4cast.com or Sabrient to 
be available for any minimum period of time. 

Third party data information used by c4cast.com or Sabrient has not been verified nor is c4cast.com or 
Sabrient responsible to verify the accuracy of such information. Furthermore, c4cast.com and Sabrient 
are not responsible for any updates to previously used third party data information nor advising customer 
of any such updates. Neither c4cast.com nor Sabrient nor any manufacturer or author of The 
MacroReport or underlying technology shall be liable for any indirect, consequential, punitive, special or 
incidental damages, third party damages, or for any loss of profits even if advised of such possibility 
arising from this agreement, the unavailability, use of or access to The MacroReport.  c4cast.com and 
Sabrient are not responsible for the performance or quality of The MacroReport. 

Except to the extent related to the proprietary indemnity obligations stated below, should for any 
reason, whether under contract or tort law or otherwise, c4cast.com or Sabrient is liable to customer, 
c4cast.com’s and Sabrient’s maximum liability shall not exceed the amount(s) paid by affected customer 
for The MacroReport giving rise to such damages or liability. Notwithstanding the foregoing in this 
paragraph, c4cast.com and Sabrient shall hold customer harmless and will defend customer from and 
against all damages and liabilities (including, but not limited to all third party reasonable and entitled 
attorneys’ fees and legal costs) and claims made by or actions commenced by third parties that The 
MacroReport infringes any United States patent, copyright, or other proprietary right, or is based on 
trade secrets misappropriation of such third parties, provided that customer (i) provides prompt notice to 
c4cast.com and/or Sabrient of such claim or action, (ii) permits c4cast.com and/or Sabrient to control the 
defense of such claim or action, (iii) provides reasonable assistance in the defense or any claim or action, 
and (iv) c4cast.com and/or Sabrient is granted the sole right to settle such claim or action. 
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