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DEVELOPING A
VARIANT PERCEPTION

Variant Perception’s data-driven
approach helps decision-makers
identify the most asymmetric trades
and investments. We’ve built a
framework to identify major turning
points and extremes in markets.
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US growth cycle is long in the tooth

US investment and inventory to sales suggest we are in
the later stages of the current growth cycle.
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US Inventories/Sales Ratios
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But US LEIs are holding up for now

US LEIs have been boosted by mostly “soft” survey US Nominal Yield Curve vs
and financial markets data. Hard data has been more Real Yield Curve
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US recession remains key macro theme

VP Weekly Growth Index
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The risk of a US recession in the next 3-4 months

remains low for now, but things can change quickly. Mﬂmm [\M “M )‘f\
i L Ly

-10%

-15%

-20%

-25%

-30%

QO T N O ¥ W O Ix 0 O O — N M % W0 © M O D O - N M T WO O N~ 0

2292292292299 32999 v oy oy Y YT Y

2 2 2 o 2 02 2 2 49 2 2 29 2 2 2 2 90 2 2 020 02 9 02 2 2 2 49 02 9 9

O [o) [0) [7) [o) O () [0) [5] [o) O () [0) O [o) O [0} [o) O [o) O [o] [o) O [o) [0) [o] [o) O ()

o o o o T o o o i T o o T o o o o o T T o o T o o T e e T
US Recessions ——VP Weekly Growth Index

Variant Perception Recession Input Stress Indices

US Recessions vs Diffusion of VP Recession Models
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US credit cycle has definitively rolled over

Almost all fundamental leading indicators we track
show the US credit cycle is slowing, making fed
hikes and rises in real rates a key risk.

US Loan Officer Survey, C&l Loans, Stronger Demand -
Tightening Standards, Advanced 9 Months vs C&I Loans

-10

-20

1885 2000 2005 2010 2015

= Commercial & Industrial Lending Yo' (RHS)
Small Firms (2m fad) (LHS)

= Large & Medium Firms (8m fwd) (LHS)

"~ VARIANTPERCEPTION

US M1 Growth + Yield Curve Steepening (Advanced 2 Years)
vs Car Sale Total Annualized YoY
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Global liquidity also deteriorating sharply

The fall in global excess liquidity is akin to removing

the safety net from risk assets, making markets much
more vulnerable to shocks.

Jun-91
Jun-92
Jun-93
Jun-94
Jun-85

I Jun-96

USD Denominated Global Excess Liquidity (Advanced 12 Months)

@ Jun-97

= Jun-88

M

Gold / Copper Ratio (Advanced 6 months)
vs ISM Manufacturing

Jun-99
Jun-00

Jun-01
2 Jun-02

anufact

€

£

rin:

@

{

Jun-03

Jun-04

S)

VP Extended Business Cycle Financing Index

(Advanced 9 months)
vs US Manufacturing ISM

1 65

4 30

50%
40%
30%
20%
10%
0%
-10%
-20%
-30%
-40%

vs Crude Spot
140% -4
120% r 70 -
3

100% r

80% B

60%

40% | 1

20% | " o

0%

-20% | -1

-40% -

-60% |-

80% L 13 30 L4
T [(s] 0 Q o™ = (o] o] (=] N T [(e] ©Q (=] o~ s [(s] s} D o))
[=e] [-e] @ (o)) ) GI) [+>] [} o (=] [e] o CI) — — -— ~— ‘T 1 1
5 5 & & & & & &5 5 B 5 &5 5 & & 8 B =8 5 5
< < < < < < < < < < < < < < < < < < w w

= Crude Spot Price YoY

"~ VARIANTPERCEPTION

= |JSD-Denominated Global Excess Liquidity, 12m fwd (RHS)

Source: Bloomberg, Macrobond and Variant Perception
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China is also rolling over

China Broad and Shadow Credit Growth Gm/f6m

Liquidity conditions have tightened dramatically in China 4
and underlying data is weakening, despite headline -
growth numbers holding up. o
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Equities

Caution is warranted, but we are yet to turn outright
bearish. Changing market regimes and a weak outlook for
profits suggests caution in H2. But without a US recession
or outright sell signals, shorts are likely to be difficult too.

Market Regime - Intermarket Relationships
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Fixed Income

Conflicting clues likely to continue. Focus on tactical

opportunities.

10y US Treasury Total Return
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Dollar

DXY Dollar Index vs G7 Real Rate Differential
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OUR COMPANY

Variant Perception is a leading independent
investment research provider that equips money
managers, both institutional and individual, with
actionable investment advice.

Not satisfied with the state of economic research,
we set out to build our own set of tools that
answered the questions we had about financial
markets, asset allocation and asset management.

Our perspectives are often those of outsiders, and
that’s probably for a reason. We’re an eclectic
group of people. Our team is a mix of veterans
from Wall Street, NASA and the Navy Seals.
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MONTHLY

The most compelling macro
themes, every month

Your time is precious — you want an overview
of global markets that cuts through the noise
and highlights relevant emerging themes. No
country-specific analysts here, simply the top

themes across geographies and asset classes.

THEMATICS
The big stories, the best
opportunities

VP SERVICES
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LEADING INDICATOR WATCH

Around the world in 15 minutes

Want a quick rundown of what our leading
indicators are saying? This monthly
‘dashboard’ highlights our proprietary country
and sector-specific leading indicator forecasts,
both on the economic and liquidity side.
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CONFERENCE CALLS

Connect directly with our
Partners

Get direct access to our team of Research

WEEKLY
Timely trading and positioning
updates, weekly
Our Weekly tracks the evolution of our tactical
trading and portfolio positioning ideas as they

arise. This publication alerts you of any
pressing updates to our themes.

4

UNDERSTANDING SERIES
White Papers that demystify
macro drivers

Key investment philosophies shouldn’t be
opaque. We've laid out the way we look at the

Big themes don’t follow a timeline. We're always on
the hunt for the next big investment idea — we've
covered shale, biotech, Australian housing, China,
the euro breakup, and many others before they
played out. Thematics often include on the ground
due-diligence to complement our top-down analysis.

/€ VARIANTPERCEPTION

Partners with our monthly conference calls, open
to all clients. In these 30 minute calls, you'll hear
us review our best macro themes and have a
chance to ask any pressing questions.

world for our clients, so they can trust and
understand our approach.
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RECIPIENTS ARE NOT PERMITTED TO FORWARD THIS PUBLICATION WIHOUT THE EXPRESS WRITTEN CONSENT OF VARIANT PERCEPTION®.
VARIANT PERCEPTION DISTRIBUTES ITS PUBLICATIONS ON A PAID SUBSCRIPTION BASIS ONLY.

© Copyright by VP Research, Inc.
VARIANT PERCEPTION is a federally registered trademark of VP Research, Inc.

( O N I ( I U S It is a violation of US federal and international copyright laws to reproduce all or part of this publication by email, xerography, facsimile or any other means. The
Copyright Act imposes liability of $100,000 per issue for such infringement. The publications of Variant Perception are provided to subscribers on a paid subscription

basis. If you are not a paid subscriber of the reports sent out by Variant Perception and receive emailed, faxed or copied versions of the reports from a source other

than Variant Perception you are violating the Copyright Act. This document is not for attribution in any publication, and should not be disseminated, distributed or
copied without the explicit written consent of Variant Perception.

Disclaimer: Variant Perception’s publications are prepared for and are the property of Variant Perception and are circulated for informational and educational
purposes only. The content of this report is intended for institutions and professional advisers only. This report is not intended for use by private clients. Recipients
should consult their own financial and tax advisors before making any investment decisions. This report is not an offer to sell or a solicitation to buy any investment
security. Variant Perception’s reports are based on proprietary analysis and public information that is believed to be accurate, but no representations are made

VL concerning the accuracy of the data. The views herein are solely those of Variant Perception and are subject to change without notice. Variant Perception’s
\s VAR'ANTPE RCEPTI ON principals may have a position in any security mentioned in this report. All data is sourced from Bloomberg unless otherwise stated.



