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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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Equities, the USD and the Yield Curve
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Global overview

Shorter-term our leading indicators are still positive,

but the environment is soon likely to become more
challenging.

MSCI All-Country World 6m/6m

vs Diffusion of World Equity Markets with +ve Expected 6m Returns
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Source: Bloomberg, Macrobond and Variant Perception
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M Bazed on PMI Manufacturing

US Money and Yield Curve Index (Advanced 2 Years)
vs S&P 500 YoY
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US recession remains key macro theme

Old cycles die quickly. That is why it’s more important VP Weeky rowthndex
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h be alert f ' The risk of a US
than ever to be alert for a recession. The risk of a
recession over the next 3-4 months remains low for .
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T h e ra ti O to Wa tC h Rolling 3yr Correlation of Stock and Bond Annual Returns

vz 10yr Real Yield
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Post-crash dynamics

Stocks are displaying “harmonic oscillation”, and
another re-test of the February lows is likely.
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Fundamental stock supports wavering

Many of the fundamental supports for stocks look
vulnerable, including corporate profitability and P/E

multiples.

US CPI YoY (Advanced 18 months; reversed)

S&P500 Shiller CAPE Ratio
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Source: Bloomberg, Macrobond and Variant Perception

Fed NY Underlying Inflation Gauge YoY (advanced 16 months)
vs US Core CPI YoY

4.0
3.0

2.0

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

=== |JS Core CPI YoY === FRBNY Underlying Inflation Gauge YoY

US Profit Margins & RoE
vs VP US Wage Short Leading (Inverted, Advanced 21 Months)
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USD: a two-sided price

The USD’s performance is related to the US’s
performance relative to the rest of the world.

Trade tensions could be the catalyst for a stronger
USD.

Percentage of DM PMIs in Expansion

vs DXY YoY (reversed)
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Medium-term USD drivers

Real-rate differentials continue to favour the dollar.
Moreover, the real yield curve points to a higher USD.

Ranked 2y Real Rate Differential vs USD
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US 2510s Yield Curve and DXY Correlation (1y rolling, inverted)
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US yield curve biased steeper

We see the US yield curve (2s10s) with a steepening bias in

2018.

VP Fair Value US 10y Yield
vs US 10y Yield
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Source: Bloomberg, Macrobond and Variant Perception
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Higher LIBOR-OIS here to stay

LIBOR-OIS is highly unlikely to return to its late 2017
levels. LIBOR is linked to trillions of USD of loans and
its rise over and above OIS will have chronic (rather
than acute) effects across the economy.

US LIBOR-0IS Spread
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3m USD LIBOR (Advanced 6 Months)

vs US Household Debt Ratio % of Disposable Income (YoY % change)
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vs US High Yield Spreads
2000 20
1750 f 10
1500 0
1250
-10
1000
750 20
500 -30
250 -40

2006 2008 2010 2012 2014 2016 2018

= |JS HY Spreads (LHS)
= US Commercial Paper Outstanding YoY (Advanced 18 months, 6m MA) (RHS)

Source: Bloomberg, Macrobond and Variant Perception

10

8

L= = ]
Yo

(%]

12



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.



