
Darius Dale, Founder & CEO

Macro Scouting Report
Monthly

Friday, October 29, 2021



© 42 Macro LLC

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

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

No information provided by 42 Macro, should be construed as an offer to sell, or a solicitation of an offer to 
buy any security or investment vehicle, nor should it be construed as tailored or specific to you, or any reader 
or consumer thereof. You understand and agree that our content does not constitute specific 
recommendations of any particular investment, security, portfolio, transaction or strategy, nor does it 
recommend any specific course of action is suitable for any specific person or entity or group of persons or 
entities. 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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Introducing The 42 Macro GRID Framework, Which We Use To Measure 
And Map Bottom-Up MACRO Regime Cycles
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The GRIDs Are Global
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Why GRID Works
• “I knew which shifts in the environment caused asset classes to move around, and I knew that those 

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

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

• “You cannot beat the market, says the standard market doctrine. Granted. But you can sidestep its worst 
punches.”
–Benoit Mandelbot, The (Mis)Behavior of Markets pg. 249
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Introducing The 42 Macro Global Macro Risk Matrix, Which We Use To 
Measure And Map Top-Down MARKET Regime Cycles (Ticker Key)
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Global Macro Risk Matrix:
Sum Of Confirming Markets

Since Jan-20
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Global Macro Risk Matrix:
Share Of Confirming Markets

Since Jan-20
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Global Macro Risk Matrix:
Dominant Market Regime

Since Jan-15
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Cross-Asset Correction Risk 
Indicator (CACRI)

Since Jan-15
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Top-Down Market Regime Summary Table Bottom-Up Macro Regime Summary Table
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What Tends To Outperform/Underperform In Each GRID Regime?
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S&P 500 VAMS & Probable Range Model WTI VAMS & Probable Range Model
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Bloomberg US Dollar Index VAMS & 
Probable Range Model

10yr TIPS Breakeven Rate VAMS & 
Probable Range Model

15



© 42 Macro LLC. Data Source: Bloomberg 

10yr Nominal Treasury Yield VAMS & 
Probable Range Model

USD High Yield OAS VAMS & 
Probable Range Model
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VVIX/VIX Ratio VAMS & Probable Range 
Model 

High Beta/Low Beta Ratio VAMS & 
Probable Range Model 
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Small Cap/Mega Cap Ratio VAMS & 
Probable Range Model 

Value/Growth Ratio VAMS & Probable 
Range Model 
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CROWDING: Volatility Risk Premia DISPERSION: MoM Sharpe Ratios 
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POSITIONING: CFTC CoT Net Speculative Futures & Options Positions
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42 Macro Dynamic Asset Allocation Framework
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42 Macro Portfolio Construction Process
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Our Current Portfolio Construction
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US GRID Outlook: Welcome To “GRID 0”
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US GROWTH: Secular View US GROWTH: Cyclical View 

25



© 42 Macro LLC. Data Source: Bloomberg 

US GROWTH Agent-Based Nowcast Model
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The Unwind Of “Peak Delta” May Serve To Mitigate Supply Chain 
Disruptions Stemming From The US Labor Market
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That Said, The Cost Of Doing Business Is Likely To Continue To Creep 
Higher Over The Medium Term
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Global Manufacturing PMIs Need To Demonstrate 
Strength To Start Q4 To Stave Off Negative RoC Trends

Global Services PMIs Should Bounce Post The Peak Impact 
Of The Delta Variant, But For How Long?
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Supply Chain Disruptions May Be Past Peak In Impulse Terms, But… 
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… Past-Peak Supply Chain Disruptions ≠ No Supply Chain Disruptions 

31



© 42 Macro LLC. Data Source: Bloomberg 

Supply Chain Disruptions Are Hardly Impacting Earnings: Defensives
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Supply Chain Disruptions Are Hardly Impacting Earnings: Cyclicals
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Thus Far, The Impact Of Supply Chain Disruptions Has Mostly Been Felt Via 
Rising INFLATION, But Slowing GROWTH Is An Emergent Risk: Auto Sales
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Thus Far, The Impact Of Supply Chain Disruptions Has Mostly Been Felt Via Rising 
INFLATION, But Slowing GROWTH Is An Emergent Risk: Industrial Production
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If INFLATION Continues To Surprise To The Upside From Here, Risk Assets 
Are Likely Doomed… 
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… Because The “Patient” (Read: Risk Assets) Cannot Survive Without 
Increasing Quantities Of “Medicine” (Read: Liquidity) 
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Will The Consensus Wall Of Worry Surrounding INFLATION Catalyze 
Another “Santa Claus Rally” On The Other Side Of The Debt Ceiling?
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With A Two-Thirds Chance Of A Positive Resolution, Investors Should 
Continue To Ignore How The Fiscal POLICY “Sausage” Is Made Down In D.C. 

• Bull Case (33%): Debt Ceiling lifted with no GOP support and President Biden’s $3.5tn “Build Back Better” Agenda is 

haircut by $1.5tn and both that and the $550bn physical infrastructure get signed into law by mid-November

• Base Case (33%): Debt Ceiling lifted with no GOP support and President Biden’s $3.5tn “Build Back Better” Agenda is 

haircut by $2tn and both that and the $550bn physical infrastructure get signed into law by late-November/early-

December 

• Bear Case (33%): Debt Ceiling breached in early-to-mid December and both President Biden’s $3.5tn “Build Back 

Better” agenda and the $550bn physical infrastructure bill languish in the halls of Congress indefinitely amid the 

growing ideological divide among progressive and moderate Democrats… will the party in control of both houses of 

parliament and the executive branch sow the seeds of its own destruction in the 2022 mid-terms and beyond? 
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This We Know: Investors Have Near Record Amounts Of Cash On Hand
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This We Know: Net Liquidity Supply Is Unlikely To Inflect Lower For At 
Least Another Quarter Or Two
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This We Know: Overnight Repo Market Activity Suggests Ample Capacity 
For Asset Markets To Offset The Return Of “The Bully” Later In Q4

42



© 42 Macro LLC. Data Source: Bloomberg 

US INFLATION: Secular View US INFLATION: Cyclical View 

43



© 42 Macro LLC. Data Source: Bloomberg 

US INFLATION Agent-Based Nowcast Model
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DEMOGRAPHICS: Still Disinflationary Across The Developed World 
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The Secular Drivers Of US Disinflation – i.e. Demographics, Technology, 
And Globalization – Are Still Largely Intact
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Corporate America Continues To Be Dominated By Monopsonies And A 
Broad-Based Preference For Capital Expenditures Over Labor
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Cyclically Speaking, We Are Starting To Observe Evidence Of Past-Peak 
Domestic Price Pressures
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Core CPI Momentum Has Been Cut By 75%
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The Key Drivers Of INFLATION At Present Do Appear To Be Driven By Temporary 
Supply/Demand Imbalances, Rather Than Something More Permanent: Used Cars
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The Key Drivers Of INFLATION At Present Do Appear To Be Driven By Temporary 
Supply/Demand Imbalances, Rather Than Something More Permanent: Hotels 
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The Key Drivers Of INFLATION At Present Do Appear To Be Driven By Temporary 
Supply/Demand Imbalances, Rather Than Something More Permanent: Airfares
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Less Volatile Measures Of INFLATION Are Showing Signs Of Slowing 
Down As Well
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Even If We Are Proven Right On Our Call For INFLATION To Trend Lower 
Over The NTM, OER Will Keep An Elevated Floor Under Those Metrics
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Our Model Is Calling For Just Shy Of 4.5% Shelter CPI Over The NTM

55

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

US Shelter CPI YoY Upper Boundary Lower Boundary Median Projection



© 42 Macro LLC. Data Source: Bloomberg 

Median CPI Has Exploded Out Of Its Post-GFC 2-4% SAAR Range
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Trimmed Mean PCE INFLATION Remains Structurally Depressed, But New 
Highs For The Six-Month Annualized Time Series Bears Watching
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POLITICS: The Drivers Of Populism Suggest The US Has Become An 
Emerging Market From A Political Risk Perspective
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The Most Important Chart In Macro Proves Why [Inflationary] Populism 
Has Bi-Partisan Support In The US
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BALANCE OF PAYMENTS: Who Will Be Called Upon To Finance Bipartisan 
Populism In The US?

60

United States

Australia

Austria
Belgium

Brazil

Canada

Chile

China

Denmark

Finland

France

Germany

Greece

India

Ireland

Israel

Italy
Japan

Korea
Netherlands

Norway

Poland

Portugal

Russia

South Africa

Spain

Sweden

Switzerland

Turkey

United Kingdom

Eurozone

-16%

-14%

-12%

-10%

-8%

-6%

-4%

-2%

0%
-10% -5% 0% 5% 10% 15%

x-axis: Current Account Balance as a % of GDP
y-axis: Sovereign Fiscal Balance as a % of GDP



© 42 Macro LLC. Data Source: Bloomberg 

Foreign Central Banks Have Eschewed Dollar Recycling Since 2014
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… Which Implies The Fed Will Be Increasingly Called Upon To Finance Bloated 
US Budget Deficits Throughout The Remainder Of This Fourth Turning
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Rising Terminal Fed Funds Rate Expectations Suggest The Probability Of A 
Structurally Dovish Fed Has Risen Modestly Since The September FOMC

63



© 42 Macro LLC. Data Source: Bloomberg 

That Said, The Market Is Increasingly Pricing In The Risk Of A [Current] 
POLICY Mistake By Pulling Forward Rate Hikes Into 2022
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Can The Fed “Set It And Forget It” With Respect To Tapering Or Will They 
Have To Giddy Up In The Coming Months?
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Absent Substantial Further Progress On The Vaccine And Treatment Fronts, The 7+ Million Americans 
Out Of Work Due To The Pandemic Are Unlikely To Quickly Return To Work Anytime Soon
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We Are Already Observing Evidence Of Hysteresis Starting To Set In 
Within The US Labor Market
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How Much Higher Can Long Rates Go In Light Of Our “Jackson Five” vs. 
“Hanson Brothers” View?
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US VALUATION Overlay
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China GRID Outlook: The Negative RoC Trend In GROWTH Appears Set To 
Deepen Over The Next Few Months
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China GROWTH: Secular View China GROWTH: Cyclical View
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China GROWTH Agent-Based Nowcast Model
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LEVERAGE: In Line With Past Cycles, “Extend And Pretend” Was The Global 
POLICY Response To The COVID Crisis As Well… Now Beijing Wants Out 
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China’s Credit Impulse Continues To Trend Lower, Which Is A Factor Investors 
Should Consider When Increasing Their Allocation To Commodities
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Liquidity Dynamics On The Mainland Suggest China’s Credit Impulse Is 
Unlikely To Inflect Meaningfully Higher Anytime Soon
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The Transition To A Secular Weak Dollar/Higher Nominal GDP Environment Will Not Be Nearly As Linear 
As The Path Investors Convinced Themselves Of At The Early-June Peak Of The REFLATION Trade
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Ultimately The Dollar Will Determine Whether Commodities Can Broadly 
Break Out Of Their Multi-Month Consolidations And Form New Bubble Highs
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China INFLATION: Secular View China INFLATION: Cyclical View
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China INFLATION Agent-Based Nowcast Model

79



© 42 Macro LLC. Data Source: Bloomberg 

China VALUATION Overlay

80



© 42 Macro LLC. Data Source: Bloomberg 

Eurozone GRID Outlook: GROWTH Should Be Flat-To-Up Through Q1, But Upside 
Surprises INFLATION From Here Will Perpetuate A Negative RoC Inflection
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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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An Energy Crisis Has Quickly Overtaken COVID-19 Complications As The 
Biggest Threat To Europe’s GROWTH Outlook
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Comparative Base Effects Imply Incremental Pain On The INFLATION 
Front In Q4
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Where Will The Incremental BOEs Come From?
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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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Eurozone VALUATION Overlay
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Bull Case: Post-Delta Bounce In GROWTH Coupled With Flat-To-Up 
INFLATION In Q4 = REFLATION
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Bear Case: Supply Chain Disruptions Feed Into Festering Cost-Push 
INFLATION, Causing Consumers And Businesses To Retrench = INFLATION
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REFLATION: US Equities INFLATION: US Equities
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REFLATION: Commodities INFLATION: Commodities
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REFLATION: Fixed Income INFLATION: Fixed Income

94



© 42 Macro LLC. Data Source: Bloomberg 

REFLATION: Foreign Exchange INFLATION: Foreign Exchange
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REFLATION: Global Macro INFLATION: Global Macro
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REFLATION: Portfolio 
Construction Candidates

INFLATION: Portfolio 
Construction Candidates
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Our Current Portfolio Construction
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Crude Oil (BNO, USO)
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Defensives (DEF)
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Ethereum (ETHE)

101



© 42 Macro LLC. Data Source: Bloomberg 

Broad US Equity Beta (EUSA, RSP, VTI)
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Eurozone (EZU)
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Bitcoin (GBTC)

104



© 42 Macro LLC. Data Source: Bloomberg 

Mega Cap Growth (MGK, QQQ)
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Gasoline (UGA)

106



© 42 Macro LLC. Data Source: Bloomberg 

Natural Gas (UNG)
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Uranium (URNM)
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Long Bond (EDV, TLT)
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High Yield Credit (HYG, JNK)
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5-10 Year TIPS (TIP)
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US Dollar (UUP)
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GRID Asset Market Backtests: US Equities
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GRID Asset Market Backtests: US IG Credit
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GRID Asset Market Backtests: US HY Credit
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GRID Asset Market Backtests: Global Equities
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GRID Asset Market Backtests: Commodities
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GRID Asset Market Backtests: Fixed Income
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GRID Asset Market Backtests: Foreign Exchange
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Thank you for participating.
We look forward to #collaborating with you next month.
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