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Welcome to The MacroReport 

What’s inside: 
  
 The recent announcement by China to widen the yuan’s trading band can be 

interpreted in enough different ways to keep a roomful of economists debating for 
days. Is this act of doubling the band width against the dollar intended as an 
economic herald of China’s imminent change of leadership? 

  
 The slowdown in China’s growth seemed to fall somewhere into the “Goldilocks” 

encampment, as it didn’t quite meet the criteria of either the Hard Landing or Soft 
Landing schools. Is the drop in China’s GDP from 8.9% to 8.1% an intended 
consequence of a tightly controlled economy or the beginning of a downtrend with a 
global kick? 
 

 Back in February, the IMF offered up a variety of possible directions for China’s 
economy, including what was regarded at the time as a somewhat pessimistic take 
on the impact of a deteriorating European economy. With Spain’s bond yields 
returning to levels dubbed “unsustainable,” will China suffer from the unleashing of 
the PIIGS? 
 

 With the Chinese government’s recent threat to block a $12 billion order of Airbus 
jets in retaliation for the EU’s proposed carbon emission fees, there seems to be no 
shortage of trade issues simmering between the world’s largest economies. Will 
Wall Street be scalded if matters heat up and come to a boil?  

  
 The MacroReport will consider three scenarios driven by a combination of these 

circumstances and events, and conclude with a series of economic factor-based 
ETF portfolios and QuickResponseTM stock choices geared to each scenario. 

  
Please Note: The MacroReport introduces a valuable interactive component that now 
is available to our subscribers. MacroReport InterActive provides a “quick response”  
to major economic shifts on a daily basis and gives access to the most current 
revisions and adjustments made to our optimized ETF and stock portfolios.  
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Yuan Strikes Up an Expanded Band 
 
For the first time in five years, Beijing has widened the daily trading band of the yuan, 
doubling the range that it had previously traded against the dollar. The shift, based on 
a daily rate set by China’s central bank, increased the band from 0.5% to 1.0%.  
 
For a government that holds on extremely tight to its currency reins, this is a significant 
increase. It might be viewed as a solid gesture by China to allow the demands of the 
market to set a fair value on the currency. It can also be seen as a move in the direction 
that China’s new incoming leadership will assume, maintaining the increasingly open-
market momentum that the current leader Premier Wen has been quietly building. 
 
The move also makes sense in view of the current and projected slowdown of the 
world’s second largest economy. With a shrinking account surplus hitting 2.7% in 2011 
primarily due to a decrease in exports, the resulting weakened currency has made this 
an opportune time for Beijing to claim it is accommodating U.S. demands to allow the 
yuan to appreciate, when in reality it is actually addressing its own internal concerns. 
 
Timing is everything, however, certainly in comedy and definitely in regard to the 
markets. So a question to consider is, “Why now?” 
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The currency move may have been timed to coincide with the recent G24 meeting in 
Washington. It is not uncommon for Beijing to attempt to gain leverage in advance of 
any international meeting, and the currency move—one seen in a positive light by both 
the International Monetary Fund (IMF) and the U.S. government—could serve to 
achieve that aim.  
 
The timing of the move might also be seen as an effort to remove attention from a 
high-level scandal that offers up all the intrigue and drama of, well, an intriguing 
Hollywood film or a typical Washington scandal.  
 
When a top China politico, Bo Xilai, was unceremoniously yanked from his lofty 
position over allegations that his wife was involved in a murder, expectations of a 
major power struggle surfaced, evoking concerns that the financial reforms now under 
way in China might be waylaid in advance of the once-in-a-decade leadership 
transition that is scheduled to take place later in the year.  
 
However, the announcement of the widening of the yuan’s trading band has allayed 
those fears to a large extent, and has indicated to China-watchers that the progressive 
currency moves are likely to continue apace, which is something akin to glacial creep.  
 
The Bottom Line: Neither Wall Street nor the Asian stock markets illustrated much of 
a reaction to the big announcement by the People’s Bank of China. However, as a 
harbinger of things to come, the widening of the yuan band may eventually prove to be 
a major factor in decompressing the Chinese economy at a rate that contributes to a 
softer landing than otherwise might be likely to occur. 
 
Still, it remains to be seen if the yuan is actually allowed to trade within the full range 
of the widened band, or if Beijing’s continued tight capital controls will effectively keep 
it as contained as it has been over the last several years. 
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Cool Down But No Melt Down 
 
China’s National Bureau of Statistics reported mid-April that the country’s first quarter 
GDP expanded at the rate of only 8.1% year-on-year, compared to the previous 
quarter’s 8.9%, was just enough to send the equity market lower in China and the 
futures market down in the U.S. Although the Asian markets recovered for the day 
better than Wall Street, it is clear that sentiment towards China leans towards the side 
of concern.  
 
This begs the question: Exactly how closely should investors be monitoring this 
economic behemoth?  
 
 

According to an IMF report on China published earlier in the year, while the current 
regime in Beijing is doing a lot of the right things to ward off a hard landing, which 
might be defined as a drop to sub-6% GDP-growth level, multiple dangers remain.  
 



To begin with, China’s trade surplus, a staple in its breakneck expansion since the early 
1980s, has started to shrink, continuing a three-year downtrend. Taken as a share of 
GDP, 2011 saw a decrease to 2%, off 1.1% from 2010. Another key indicator of the need 
for China to shift its economic focus may be seen in its dwindling export levels. While 
exports increased by 7.6% in Q1, that number reflected the lowest level of growth since 

the global economy swooned back in 2008-2009. 

 

 

 

 

 

 

The shift from a China economy that has been fattened up on a diet of investment-led 
growth and an export-heavy trade surplus to an economy geared toward greater 
domestic consumption will be a difficult transition to make without a certain level of 
disturbance. Beijing will likely continue to explore ways to accomplish this using its 
own brand of quantitative easing, though the fear of inflation looms like a shadow cast 
from the Great Wall. 

Foreign investment declined in March, a continuation of a five-month trend. The 
decline is being attributed to the impact of the ongoing disaster that is the European 
Union’s sovereign debt crisis, along with the general malaise of the global economy. 

One of the key remedies put forward by the IMF report was the need for China to shift 
towards greater domestic consumption. This is a huge area of growth, and if an  

Sabrient.com   |   MacroRisk.com  6 

 Source: IMF 



  
  
 

Sabrient.com   |   MacroRisk.com  7 

 Source: IMF 

effective transition can be made in this direction, it well might be the solution to 
China’s current economic imbalance. For example, while U.S. domestic consumption 
as a proportion of GDP was 88% in 2010, China’s population contributed a relatively 
anemic 35%.    
 
The Bottom Line: With a population base on track to hit 1.5 billion in this decade, the 
potential of success resulting from a shift in this direction is apparent. The key to this 
strategy’s success will lie with Beijing,  which, after years of inducting its population 
into the cult of savings, must reverse the psychology and convince its newly 
prosperous citizens to become ardent consumers. 
 
Deflating a Real Estate Bubble? 
 
One component of China’s economy with an extremely high potential to inflict serious 
damage on its economy is the possibility of a real estate bubble. Initially fueled by a 
combination of minimal property taxes and the fact that Chinese investors simply had 
few options other than real estate if they wanted a return on their money, the market 
has now cooled down. The cooling effect is courtesy of government-directed efforts 
as opposed to free-market actions. 
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China’s government is hoping to minimize any future fallout that may occur due to a 
sharp downturn in the market, whether as a result of a domino-effect originating from 
a Eurozone-based event or rising inflation. It is closely monitoring the inflow of 
overseas funds in an effort to limit speculative investment in its domestic real estate 
market, as well as imposing limits on the ability of families to purchase second and 
third homes. As well, rising interest rates should help serve as a deterrent to investors 
who have been able to capitalize on cheap mortgage-loan rates. 
 
The Bottom Line:  As evidenced by the sub-prime mortgage debacle of 2008, the 
ability of a housing-related bubble to inflict heavy carnage on an economy, both 
domestic and global, is apparent. How China’s real estate market is handled by its 
leaders over the course of the next six months will go a long way to establishing 
whether China ultimately lands hard or lands soft. 
 
Trade Wars Found Lurking Just Below Horizon 
 
Beijing’s recent threat to halt the delivery of about $14 billion in Airbus jets is chillingly 
indicative of how China is not hesitant to wield its massive economic clout. 
 
In response to the European Union’s efforts to impose carbon emission fees on 
commercial jets that make use of its airspace, China’s government demonstrated its 
dissatisfaction by threatening to pull the plug on a massive order it had placed with 
Europe’s largest manufacturer of aircraft.  
 
Though the U.S. happens to line up with China in this particular battle, centered upon 
the EU’s valiant attempt to control carbon emissions over the skies of Europe, there 
are a number of other trade-related issues that pits the U.S. in direct opposition to 
China.  
 
Although the United States and Europe are China’s top two trading partners, 
combining for close to 50% of that country’s total exports, Beijing has routinely 
established that it tends not to be the  first to blink. 
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Granted, China’s recent move to widen the yuan’s trading band apparently addressed 
one of the main issues that have continually surfaced during numerous U.S.-China 
trade negotiations. However, in any event, it is certain that the move was initiated 
first and foremost to address China’s domestic concerns, not those of one of its 
foremost trading partners. 
 
Still, in terms of trade relations, there are two key issues that have the potential to 
disrupt the current dynamic between the planet’s two remaining superpowers.  
 
First, there is the virtual monopoly China has on rare earth metals. They have 
managed to control 95% of the market, and since the metals are used in a number of 
high tech applications, including a multitude of weapons, it’s not much of a stretch to 
see how the U.S. might find itself at a disadvantage in future trade negotiations.   
 
Washington’s fears are not unfounded, as evidenced by China’s recent announcement 
that it would reduce exports of the metals by 35%. This is on top of earlier reductions 
by Beijing in both 2009 and 2010. The U.S. concern regarding Beijing’s monopoly was 
voiced just last month, when Washington announced it was enlisting the World Trade 
Organization in its effort to reverse China’s harsh export restrictions on rare earth 
metals. 
 
Second, there is the matter of U.S. politics. The presumptive Republican nominee for 
president, Mitt Romney, has made a campaign promise that illustrates the potential 
that partisan politics can play in this arena. He has promised that he’d declare China a 
currency manipulator on “day one” of his presidency, should that occur. That attitude, 
together with the make-up of the next U.S. Congress, could relocate a number of 
trade-related issues closer to the front burner than they are at the moment. 
 
The Bottom Line: Beijing might flex its biceps in response to U.S. posturing, and the 
subsequent round of maneuvers could escalate into economic trouble for all involved. 
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Spain’s Tottering Economy May Land Hard on China 

As stated in February’s IMF report and reiterated in a recent Global Financial Stability 
Report update, the risks to the global economy continue to rise sharply.  A chief culprit 
contributing to that negative sentiment is the Eurozone, no thanks to its tenacious 
sovereign debt and banking crisis. 
  
The European Central Bank’s (ECB) implementation of LTRO-1 and LTRO-2 served as 
a surprisingly effective balm that helped heal the substantial level of fear that had 
permeated the global equity markets throughout the majority of the second half of 
2011. That relief is fading, as can be seen by the return of Spain’s 10-year bond yields 
to the 6% level. Should the yields hit 7% and remain there for a sustained duration, 
Spain will be forced into a default situation as debt hits unsustainable levels. 
  
True, the IMF has just secured pledges of $430 billion, bringing to nearly a trillion 
dollars that is, hypothetically, available to buffer defaults from the key PIIGS, Spain 
and Italy. The Eurozone’s underlying problems remain and are akin to the adage about 
yachts: “A hole in the water one throws money into.” The systemic problems of the 
European Union are unlikely to be solved with bailouts. 
  
The current round of elections being held in France, and soon Greece, wouldn’t seem 
to affect China directly. However, if leadership tacks left, the austerity measures 
demanded by investors are likely not to get enacted. This could easily lead to defaults 
by multiple Eurozone countries, and the “mild” recession predicted for the region 
could ramp up to something more severe. The resultant lack of import orders to 
China, which is close to being the EU’s largest trading partner, would be reflected 
relatively quickly in China’s economy. 
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The Bottom Line: According to one dark scenario painted by the IMF, China would be 
impacted by a EU recession to a high degree, cutting its growth by half and impacting 
it to the tune of 4%. Should this occur, there would be no question China would 
experience a hard landing, along with the rest of the global economy. 
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The Ultimate Bottom Line 

While the concept of Hard Landing versus Soft Landing is a catchy metaphor, it offers 
a black-and-white picture of a landscape that is more accurately painted in shades of 
grey. 
  
In the case of China’s economy, there are indications that equilibrium is being 
achieved, as may be evidenced by recent currency moves, as well as by the apparent 
recognition of its leaders for the necessity to shift from an export-orientation model 
towards a domestic consumption-based model. Still, unwieldy factors such as rising 
inflation,  real estate bubbles, and volatile global markets are difficult to manage and 
even harder to predict. Ultimately, there remains a high level of volatility that is 
important for investors to factor into their portfolios. 
 
Currently, the Soft Landing scenario seems to be the one that is unfolding. But to 
continue the metaphor, the landing is an extended process rather than a one-off 
event, and while the landing gear may be down, the plane is still in the air and far 
above the runway.  
  
Should the European sovereign debt crisis deteriorate to a level beyond containment 
and into contagion, there seems to be little question that it would have a sharp impact 
on China’s economy. Could it be sufficient to pummel growth down to a sub-6% level? 
Probably. That is the terrain where the Hard Landing is to be found. 
  
As for Trade Wars, that scenario contains elements that lend credence to innumerable 
Black Swan possibilities. Like wars of any stripe, a trade war could erupt despite the 
fact that a thousand common-sense reasons remain for it not to be entered into.   
 
Note:  The charts and graphs on the next several pages provide an in-depth analysis of 
the three scenarios and offer Optimized ETF Portfolios for each scenario and 
QuickResponseTM stock portfolios based on single macroeconomic factors. 

 



Focus:  China—Three Possible Economic Scenarios 
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These changes were then analyzed in terms of their impact on a set of 18 MacroRisk 
Factors, developed by MacroRisk Analytics, and from there, on the Indexes and 
ETFs that are being analyzed. 
 
Emerging trends within each scenario may be tracked by using either commodity 
spot prices or representative ETFs that consist of stocks or indexes that best reflect 
the respective asset, such as USO, GLD, and VXX. 

The Scenario Box:  Soft Landing, Hard Landing, and Trade Wars  

A strong case may be made that China is currently in the middle of a “Soft 
Landing.”  However, there are more than enough factors in play, both within and 
without the country, which could conspire to amp up the categorization to a “Hard 
Landing.”  

A less robust case could be argued that China is already on the precipice of “Trade 
Wars,” as certain elements are already in place. Whether or not circumstances 
shift conditions further into that direction depends on a number of political and 
economic concerns, perhaps equally weighted between the U.S. and the EU. 

The assets that were selected as proxies to best reflect trends within the multiple 
scenarios include copper, as a proxy for manufacturing sector in China; the 
Australian dollar, to reflect China’s infrastructure; and price of grains, which has a 
strong impact on both short and longer term GDP. 

The three economic scenarios were constructed by considering changes in each of 
the driving factors as shown in the following table: 

 
 

Source: MacroRisk Analytics 

http://www.macrorisk.com/
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Current Status of the Economy 

China Scenarios at a Glance 

Economic scenarios, such as the Soft Landing, Hard Landing, and Trade Wars 
scenarios, can be represented in terms of factors. For most stocks, funds, and indexes, 
the 18 MacroRisk Factors, taken together, explain over 95% of the movement in price 
over time. 
 
Each of the 18 MacroRisk Factors is represented by 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 drops below 
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 top 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. 
 
This graph provides a snapshot of the current economy. 

Source: MacroRisk Analytics 



Soft Landing Scenario 

Comparing the Soft Landing scenario to the current economic status illustrates 
that some of the resulting economic trends are already programmed into the 
economy.  In particular, the Soft Landing scenario will result in a similar condition 
with respect to auto sales and unemployment rate.  The decline in orders for new 
durable goods is important as is the anticipated increase in agricultural exports.  
The market decline in the FTSE and Tokyo Stock Exchange Index are also 
noticeable. 
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The following series of graphs provide a snapshot of the three China scenarios: 
Soft Landing, Hard Landing, and Trade Wars. In turn, each of the three projected 
scenarios are then compared to the current economic status, providing an easy, 
visual reference. 

China Scenarios at a Glance 
 

Source: MacroRisk Analytics 



In a Hard Landing scenario, investor uncertainty skyrockets, and the FTSE 100 and 
Tokyo Stock Exchange Indexes decline. Commodity prices fall, particularly those 
that were in high demand due to Chinese expansion.  The U.S. dollar rises in value 
as investors seek a safe haven.  Orders for new durable goods, along with the PMI, 
softens. The dampening in both the real estate market and the overall domestic 
GDP, due to the softening bilateral trade with a post-Hard-Landing China, is likely.  

However, the net result for the U.S. may be positive. The rush of capital back into 
the U.S. will be associated with easing credit, as demonstrated by the faster 
growth of M2 relative to the monetary base and the softening of bond yields.  The 
unemployment rate will likely fall, and consumers will respond with an increase in 
housing starts and automobile purchases.   
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Source: MacroRisk Analytics 

Hard Landing Scenario 
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The Soft Landing scenario has a somewhat surprising number of similarities to 
the Hard Landing scenario. Still, it is more muted in its effects on credit markets, 
durable goods orders, and the FTSE and Tokyo Stock Exchange Index. 
Additionally, under a Soft Landing,  agricultural exports remain more stable, and 
corporate cash flow is expected to increase to a greater degree than for a Hard 
Landing. 

Soft Landing vs. Hard Landing 

Source: MacroRisk Analytics 
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Source:  MacroRisk Analytics 

Trade Wars would result in an increase in the domestic economic activity 
measures in the United States. Still, it could also be expected to mute the 
fragile U.S. economic recovery. Inflation would go up some, while 
unemployment likely would fall compared to the current levels. Bond yields 
would be expected to fall below the current levels, while housing starts would 
be a bit smaller than otherwise expected. Meanwhile, credit availability, as 
measured by comparing the changes in the M2 money supply to the monetary 
base, is expected to be relatively more restrictive.  

Trade Wars Scenario 



Scenario-Based Optimized ETF Portfolios 
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The following optimized portfolios are based on our analysis of the three China 
scenarios as seen through the prism of the 18  MacroRisk Factors referenced on the 
preceding pages. 
   
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. 
 

Source: MacroRisk Analytics 



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 Optimized Stock (S&P 1500) Portfolios 

The following optimized portfolios are based on our analysis of the three China 
scenarios as seen through the prism of the 18  MacroRisk Factors referenced on 
the preceding pages. 
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Charts of Optimized S&P 1500 Portfolio Weights 

Source: MacroRisk Analytics 
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Charts of Optimized S&P 1500 Portfolio Weights 

Source: MacroRisk Analytics 
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Sabrient’s QuickResponse TM  Stocks 

To construct the QuickResponseTM stock portfolios, Sabrient applied its proprietary 
quantitative methodology to single macroeconomic factors that lend themselves to 
backtesting for verification.  For this report, we used strong and weak trends of the 
Australian dollar, copper prices, the euro, 10-year Treasuries, and the VIX to identify stocks 
that should outperform their benchmarks during each trend.  For updates, go to  
MacroReport InterActive. 

Strong/Weak Australian Dollar Trends 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods of a rising Australian dollar.  
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The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods of a falling Australian dollar, and could be considered “defensive 
Australian dollar” stocks. 

http://www.sabrient.com/macroreport/


Strong/Weak Copper Trends 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods of dramatically rising copper prices. 

 

Sabrient.com   |   MacroRisk.com  26 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods when copper prices are low or falling and could be considered 
“defensive copper” stocks. 



Strong/Weak Euro Trends 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform 
the market during periods of a dramatically rising euro. 

 

Sabrient.com   |   MacroRisk.com  27 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods when the euro is low or falling, and could be considered 
“defensive euro” stocks. 



Strong/Weak 10-Year Treasuries Trends 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods of dramatically rising 10-year Treasury prices. 
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The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during periods when 10-year Treasury prices are low or dropping. 



Strong/Weak VIX Trends 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market during dramatically rising VIX levels.   
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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. 

The Sabrient model indicates that these QuickResponseTM Stocks should outperform the 
market when VIX levels are low or dropping, and could be considered “defensive VIX” 
stocks.  



Correlation of Index-Based Returns: 
MSCI International and Regional Indexes to MSCI China Index 

These two tables list the international and regional indexes with the highest and lowest 
correlations with the MSCI China Index. The tables include correlations of returns, 
which illustrate short-term information. 

30 

It is probably no surprise that the indexes showing the greatest returns correlation with the 
MSCI China Index are Asian indexes, with the Zhong Hua and the “Golden Dragon”  being 
almost perfectly correlated. 

Given the extent of China’s influence on the American capital markets, it may be a surprise 
that the USA Index is the least correlated of the MSCI International and Regional Indexes.  
Also relatively uncorrelated with China are European, North American, and various world 
indexes. 
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Correlation of Index-Based Values: 
MSCI International and Regional Indexes to MSCI China Index 

These two tables list the international and regional indexes with the highest and lowest 
correlations with the MSCI China Index. The tables include correlations of  the index 
values which capture longer term trends. 

31 

Similar to the returns table, the Zhong Hua and “Golden Dragon” are the most correlated 
with the MSCI China Index. Canada, Australia, and the EAFE index all have high value-
correlations as well. 

Philippines edges out the USA as being the least correlated in values with MSCI China, but 
now several of the other Asian countries join the list, including Indonesia, Thailand, Japan, 
“Far East”, and Malaysia.   
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Correlation of Index-Based Returns: 
MSCI International and Regional Indexes to MSCI Far East Index 

These two tables list the international and regional indexes with the highest and lowest 
correlations with the MSCI Far East Index.  The tables include correlations of returns, 
which illustrate short-term information. 

32 

In terms of returns, the MSCI Far East Index has greatest correlation with various Asian 
indexes, and least correlation with USA and various European indexes. 
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Correlation of Index-Based Values: 
MSCI International and Regional Indexes to MSCI Far East Index 

These two tables list the international and regional indexes with the highest and lowest 
correlations with the MSCI Far East Index. The tables include correlations of  the index 
values which capture longer term trends. 

33 

In terms of values correlations with the MSCI Far East Index, the list is dominated by Asian 
indexes including Singapore, which was absent from the previous high correlation 
rankings.   

The list of low correlations is again led by the Philippines, followed by USA, Indonesia, 
North America, Thailand, and various European indexes. 
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Correlation of ETFs to the ISM Purchasing Managers Index 

The following tables list the ETFs with the highest and lowest correlations with the ISM 
Purchasing Managers 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 following 
tables, the differences between these lists may be significant. 

34 

In terms of returns, the highest correlations with the PMI are dominated by gold, uranium, 
Yen, and Peru.  The lowest returns-correlations are with natural gas, retail, mortgage, and 
muni-bond funds. 

In terms of value correlations with the PMI, the highest correlations are with timber and 
transportation ETFs, followed by a mix of technology, commodities, Turkey, and Italy ETFs.  
The lowest correlations are with various bond ETFs. 

Sabrient.com   |   MacroRisk.com  

Source: MacroRisk Analytics 



Correlation of ETFs to Dow Jones–UBS Copper Index 

The following tables list the ETFs with the highest and lowest correlations with the Dow 
Jones–UBS Copper 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, 
the differences between these lists may be significant. 

35 

Copper’s daily returns are most highly correlated with other metals, emerging markets, basic 
materials, and natural resources.  Copper is negatively correlated with returns of short basic 
materials funds, China short funds, and other shorted emerging markets and commodities. 

Copper’s values are most highly correlated with base metals, but Canadian dollars, emerging 
markets materials, and Latin America small caps are also on the list.  The lowest values-
correlations components  are primarily bond funds. 
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Correlation of ETFs to Dow Jones–UBS Grains Index 

The following tables list the ETFs with the highest and lowest correlations with the Dow 
Jones–UBS Grains 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, the differences between these lists may be significant. 

36 

The highest returns-correlations with the Grains Index are with other commodities and 
energy funds.  On the other hand,  the Grains Index trend has the greatest values-
correlation with commodities, precious metals, and several different currencies. 
 
The lowest returns-correlations are mainly the shorts of China, energy, Brazil, and basic 

materials.  The lowest values-correlations are primarily with bonds. 
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Correlation of S&P 1500 to the ISM Purchasing Managers Index 

The following tables list the S&P 1500 stocks with the highest and lowest correlations 
with the  ISM Purchasing Managers 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 stocks and those on the previous 
tables, the differences between these lists may be significant. 
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The returns correlation between the PMI and the S&P 1500 are similar in magnitude to those 
with the ETFs, but are not quite as large in magnitude. The highest is with Dreamworks 
(+18%), but the top 15 correlations also includes such consumer oriented stocks as Papa 
Johns, Peets Coffee, Autozone, Gamestop, and Genesco. The negatively correlated stocks 
relative to the PMI returns include a fairly random mix of stocks including Apple, General 
Dynamics,  Zale Corp, and Novatel.  The positively values-correlated stocks include health, 
technology, and business products stocks.  The negatively values-correlated stocks include 
resources, pharmaceuticals, McDonalds, and Dollar Tree. 
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Correlation of S&P 1500 to Dow Jones–UBS Copper Index 

The following tables list the S&P 1500 stocks with the highest and lowest correlations with 
the Dow Jones–UBS Copper 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 stocks and those on the previous 
tables, the differences between these lists may be significant. 
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It is not surprising that returns of copper and energy stocks are the most correlated with  the 
Copper Index’s returns, or that chemical and heavy equipment are on the list as well.   
Highly correlated, though not one of the usual suspects, is ManpowerGroup, Inc.   

The lowest returns-correlations are with a grab-bag of consumer oriented companies 
including tires, soft-drinks, foods, billing services, and books.  The highest values-
correlations include resources and energy companies, as well as a diverse  group of media-
related  stocks (e.g., Boston Scientific, Valassis Communications, and Netflix).  The lowest -
correlations once again include pharmaceuticals and consumer oriented companies. 
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Correlation of S&P 1500 to Dow Jones–UBS Grains Index 

The following tables list the S&P 1500 stocks with the highest and lowest correlations with 
the Dow Jones–UBS Grains 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 stocks and those on the previous tables, 

the differences between these lists may be significant. 
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The Grains Index has high returns-correlations with energy and drilling companies, and 
highest values-correlations with potash, healthcare, and Netflix.  

 The lowest returns-correlations are with automotive-related, foods, and books while the 
lowest values-correlations include energy companies, pharmaceuticals and convenience 
food stores (e.g., McDonalds and Casey’s General Stores). 
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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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Sabrient Systems, LLC 
www.sabrient.com 
115 S. La Cumbre Lane, #100 
Santa Barbara, CA  93105 
805.730.7777 

MacroRisk Analytics 
www.macrorisk.com 
750 East Walnut Street 
Pasadena, CA  91101 
888.502.3605 
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