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"The major thing we look at is liquidity as a combination of  an economic overview and how the Fed is responding 

to that economic situation."

- Stanley Druckenmiller, 1988*
“

CFA Society India
11th November’2022



Market returns & Liquidity (capital flows) correlation

“Earnings don’t move the overall market; it’s the liquidity that drives markets.”
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but…..The Global liquidity is shrinking

Reserves have declined by about $1 trn or 7.8%, this year to $12 trillion, the biggest drop since Bloomberg started 
to compile the data in 2003.
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It indicates the funds available to finance commodities, finance global trade and investment in fixed capital formation is now at its worst on

record

‘Liquidity’ matters more than Fundamentals
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What (who) shrunk the Liquidity?

PCI measures market-implied real Fed Funds in one year
from now.

Given how bad the inflation setup is, to

preserve his credibility Powell needs to

convince markets that real Fed Funds will sit in

the +1% area (very tight).

Pay Attention to the Powell Credibility Indicator (PCI)
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…with Fastest tightening ‘ever’…

Will they end up ‘breaking’ something?

Black Monday

Great Bond Massacre led

by Japan & US

US 10Y peaked at 14%

in anticipation of 1970s

style inflation

Dot Com Bubble

Chinese Yuan 

Devaluation
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….which is leading to Ballooning Interest Costs

Interest expense on Public Debt will soon surpass $1 trillion on an

annual basis and become the largest line item in the budget.
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What happens when liquidity Shrinks?
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MOVE Index is telling us Liquidity is shrinking rapidly..

What do these number indicate?

A level near 50 can only occur when the FED actively constrains risk, while a level near 150 

occurs when the FED has lost control.

The MOVE at 150 infers interest rate changes of about 9.5 bps per day, a

volatility that is unsustainable
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Shrinking liquidity leading to rising bond yields
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Also, leading to Headwind for Corporate Profitability

While analysts expect earnings to grow by 8% in 2023

(green dot) a drop in the Global Credit Impulse could

lead to EPS contraction in the double-digit area.

The message seems consistent: going forward earnings are 

likely to disappoint. And disappoint very hard.
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And…events that may add to these Headwinds…

Geopolitics is inflationary - Sign of  the times

Onshoring/Friend-shoring/Reshoring…..is not cheap!!!!

Apple iPhone 14 production costs are now 20% higher
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Labour is also becoming powerful
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Yes, Unionization is Back…
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Rising Labour market issues…

US population 16 years and over with a disability rises

by 3 million people since January 2021
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…will lead to high wage inflation & lower corp profitability
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Why Wage Inflation is here to stay…

Since 1989, the net worth of

young generations has dropped

by almost 20%, while that of

the old has almost doubled.

The value of assets, owned by

the old, soared, while the price

of labor provided by the

young, stagnated.
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Why did we see vast era of ‘Energy Deflation’

Discovery of Ghawar in Saudi Arabia

Dissolution of Soviet union resulting in
vast commodity dumping

China’s massive ramp up of

coal production

US Shale Boom
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The Era of Cheap Energy is ‘Over’
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When energy rises as % of GDP; world gets into trouble

In US it is 7% of  GDP whereas in Eurozone it is  13% of  GDP 

Golden period of  deflation is 

over
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When Inflation hits 8% through history, what happens next? 

'Historically, once inflation spikes above 8%, median inflation takes

about two years to fall beneath 6% before settling around that level

out to five years.

But, this time Inflation has entered a different league…

Fed may have to hike to 5% to 6% as Inflation is

now structural

Economic war has broken out and wars are inflationary

‘Four Ds’ of  inflationary undercurrents: 

De-carbonization + Demographic + De-globalization + Dominance of  fiscal policy
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Macro Backdrop : The opposite of “Transitory” is “Structural”
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U.S Debt/GDP is close to 130% levels; since 1800, 51 out of 52 countries with gross government debt > 130% have

defaulted, either through restructuring, devaluation, high inflation or outright default - Hirshmann Capital

Because, Fed cannot raise the rate dramatically
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Since “age of weaponization” started, some dramatic shifts have 

occurred

• Russia has become ‘un-investible’

• China is widely perceived to be ‘un-investible’ out of fears that China set to

invade Taiwan (and US is only too happy to feed such fears, i.e., Pelosi

visit)

• Europe is perceived to be ‘un-investible’ because of looming energy crisis

Confidential/Not for Distribution



What will change the course of these markets?

• When the Fed eases: This adds liquidity back into the market

Tough Luck. Fed is doing QT, not QE

• When USD weakens : This allows foreign central banks to ease monetary policies

aggressively

Tough luck. USD has just risen had a two standard deviation move to the upside

• When energy prices collapse: This adds liquidity back into the global markets

Tough luck. World is paying the price of underinvestment in carbon energy extraction
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….which leads us to the solution (Liquidity)

October 12 was the day the S&P 500 bottomed and

thus far at least, it has yet to look back.

Perhaps markets are also taking the possibility of

UST buybacks as a sign that a new liquidity injection

is coming
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How Liquidity effects Asset Prices

Inflation lower than expected

Expectation of  less rate hike/expectation of  rate cuts

Leads to lower dollar

Lower dollar means more dollar liquidity

More liquidity means higher asset prices
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Every Decade new winners

The Winners of future could be different..
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Asset Allocation during ‘Stagflation’

‘The odds of a global recession and a change in the macroeconomy are very high and severe not seen in decades. There’s a high probability that

markets at best will be flat for 10 years, sort of like 1966-1982 time period’ – Stanley Druckenmiller
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..In the interim ‘Inflation’ could slowdown..
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…some emerging signs of inflation slowdown…

“USED CAR PRICES ARE ABOUT TO DEFLATE HARD,” 
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Who will get the Global liquidity?

The one who maintains the value of currency

“EM have become DM and DM have become EM”
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Which is why this is…  Brave New World

Amidst unprecedented macro uncertainty, opportunities will arise
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Cop27 – printing $1 trillion Platinum coin to fund

climate
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Ray of Sunshine?

Indian Markets are behaving differently

Fastest growing nominal GDP among major economies
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Investment Framework

Inflationary Bust Inflationary Boom

Deflationary Bust Deflationary Boom

We believe LIQUIDITY & capital flow (smart money) creates fundamentals & once you identify the quadrant you are in, it is easy to do an asset allocation

PRIC

E

ECONOMIC 

ACTIVITY

PRIC

E

ECONOMIC 

ACTIVITY

o Presence of excess credit while wages are

rapidly increasing & inducing high

inflation

o Long: Cash in reserve currency,

commodities

o Short: Bonds, Financial Assets

o Easy credit, Increased flows to

Emerging markets

o Long: Miners, Gold, Commodities,

Emerging market stocks, Real Estate,

Cyclical producers

o Short: US 10-year bonds, US dollar

o Credit Squeeze, Rising credit spread

o Long: US Dollar, DM Long bond & Gold

o Short: EM, Value & commodities,

High yield Bonds

o Low credit creation, reduced flows to

Emerging markets

o Long: US Dollar, High growth, DM bonds,

Companies with Moats

o Short: Emerging markets and Value

Natural Tendency of   

Capitalist economic 

system
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The Brave New World
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Outlook

• Capital flows & Supply chains will move to countries with least negative real rates, young

demographics, low household debt and secured energy supplies in a de-Globalized world.

• Get ready for a capex boom supported by govt guarantees

• In a volatile Macro world, active fund management will outperform passive investments reversing a 10

year trend.

• US bonds are attractively valued but lack enough capital flows to support the supply

• US has weaponized the “Dollar” and Russia has weaponized “Energy supplies” stay cautious and wait

for the resolution.
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Global Asset Allocation fund

Absolute return strategy with focus on minimizing drawdown

 Focus on global liquidity flows

Top-down/Macro driven strategy

Using US listed ETFs/ETNs/Stocks as Investment vehicle

Low volatility using cash opportunistically

Introducing the Liquidity Way of Investing
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Fund Statistics

Cumulative Performance Since Inception (%)

Portfolio performance is gross of fees till 31st October’2022; whereas, Benchmark & peer comparison is net of fees
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Portfolio Benchmark Blackrock Global Multi Asset PIMCO Global Core Multi Asset Fidelity Global Multi Asset

Sharpe:

0.96

Annualized return Since Inception 

(Oct’2018): Prop + Fund

10.53%

Benchmark return Since Inception 

(Oct’2018): Prop + Fund

-1.31%
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Past 4 year analysis of ‘Asset Allocation’

Top 5 holdings
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Aug'2022 Sept'2022 Oct'2022

Uranium ETF Uranium ETF Uranium ETF

Berkshire Hathway Agriculture ETF Berkshire Hathway

Agriculture ETF Mexico ETF Japan ETF

Energy ETF Berkshire Hathway TIPS Bond ETF

US Cash Cows ETF Vietnam ETF Mexico ETF

Average Cash levels (%)
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Fund Operating Structure

Pine Tree Macro Pvt Ltd – India

Aparna Investment Management – Bermuda

(Fund Manager)

Anantam International SPC Fund - Cayman Island

(Underlying Fund)

Investments

(Global)

Investors

(Global)

R
eferral A

gents

Investment Management Services

Please refer to fund’s offering documents for a complete description

Bank
Interactive Brokers – Trading 

Account*

*Amongst the top 5 brokers in the U.S
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Disclaimer

Pine Tree Macro Pvt Ltd (“Pine Tree”): This information provided is for the exclusive and confidential use of the addressee only. Any distribution, use or reproduction of this
information without the prior written permission of Pine Tree is strictly prohibited. The information and any material provided in this document or in any communication
containing a link to Pine Tree’s website is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be
contrary to law or regulation or which would subject Pine Tree to any registration requirement within such jurisdiction or country. Neither the information, nor any material or
opinion contained in this document constitutes a solicitation or offer by Pine Tree or its, directors and employees to buy or sell any securities, futures, options or other financial
instruments or provide any investment advice or service. We do not represent that the information and any material provided on this website is accurate or complete. Pine Tree
makes every effort to use reliable, comprehensive information; but makes no representations or warranties, express or implied or assumes any liability for the accuracy,
completeness, or usefulness of any information contained in this document. All investments are subject to market risks. In no event will Pine Tree or its directors and employees
be liable for any damages including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising out of and in connection with
this website, or in connection with any failure of performance, error, omission, interruption, defect, delay in operation or transmission, computer virus or system failure.

Anantam International SPC Fund (“Fund”) & Aparna Investment Management (“Manager”) : This report does not constitute an offer to sell, nor a solicitation of  an offer to 
buy, interests in Anantam International SPC Fund and is not intended to create any rights or obligations

Aparna Investment Management shall not accept any liability if  this report is used for an alternative purpose from which it is intended, nor to any third party in respect of  this 
report. While all reasonable care has been taken in preparing this report, no responsibility and liability is acceptable for errors of  fact or for any opinion expressed herein

The Anantam International SPC Fund and/or any of  its officers, directors, personnel and employees shall not be held liable and responsible for any loss, damage of  any nature, 
including but not limited to direct, indirect, incidental, punitive, special, exemplary, consequential, as also any loss of  profit, revenue in any way arising from or in connection with 
the use of  this statement in any manner whatsoever. 

Past performance is not indicative of  future results. The Anantam International SPC Fund does not provide any assurances as to the reliability of  such information and you 
should not rely on this information when making an investment decision.

Opinions, projections and estimates contained in this report are subject to change without prior notice. 
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Get In Touch
Registered Office

'LORDS', 7/1, Lords Sinha Rd., Kolkata, WB, 
700071.

Branch Office

202, Rajendra Chambers, 19 Nanabhai Lane, Fort, 
Mumbai – 400001

Write to us
info@pinetreemacro.com

Social Media 

Thank You!!!
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mailto:info@pinetreemacro.com
https://www.linkedin.com/in/pine-tree-macro-952b86238/
https://twitter.com/PineTreeMacro

