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EX)é_%ISRT—TERM MODEL SHOWS USD SENSITIVITY FLIPS TO ‘NEGATIVE’ PRICE
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SPX LONG-TERM MODEL SHOWS ‘REAL RATES’” AND ‘INFLATION EXPECTATIONS’
SENSITIVITY FLIP TO ‘NEGATIVE’ PRICE FACTORS FOR S&P 500 AS WELL:
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First, a pure read on ‘tighter financial conditions’:
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Next a read on the negative Chinese credit / financing impulse:

CHINA CREDIT IMPULSE FADES
(12m CHANGE IN NEW CREDIT AS
A % OF GDP--'FLOW' VS 'STOCK")

AS 'ALL-SYSTEM LIQUIDITY' AGAIN DECLINES
POST THE ANNUAL JANUARY "INJECTION'

lChina All-System Financing on

DIMINISHING MAGNITUDES OF THE ROC (3) (CNLNSFIN) -34.277
PAST TWO JANUARY 'IMPULSES'

(CONSECUTIVE SMALLER "RATES OF

CHANGE' FROM THE ANNUAL JANUARY

LIQUIDITY PUMPING AHEAD DF NEW YR)

CAUSING A SLOW-BLEED IN CHINESE
FINANCIAL CONDITIONS (TIGHTER)

L JChina Financial Conditions on 7/31/18JRIEN]

WHICH TYPICALLY SEES CHINESE- AND GLOBAL-
INFLATION SURPRISE INDICES LOWER FROM HERE
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... INDUSTRIAL METALS AND EQUITIES
 'CYCLICALS VS DEFENSIVES' FADE...

WHICH COULD THEN DRIVE INVESTORS TO COVER SHORTS AND RE-BUILD
POSITIONS IN UST 10Y INTO THIS POTENTIAL 'GLOBAL SLOWING'
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Late cycle behavior from autos and homebuilders ‘rhyming’:

AUTOS AND HOMEBUILDERS TEND
TO "LEAD" AND "PEAK" PRIOR TO
THE END OF HIKING CYCLES /
BEGINNING OF EASING CYCLES
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Regarding my focus on the shape of the yield curve—it’s not the inversion, but the
STEEPENING that equities investors need to worry about—which is a mid-2019 story to
me, as the mkt begins to ‘sniff out” a slowdown and end of the fed hiking cycle. This in

turn will see hikes removed from front end, and will steepen the curve.
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BE AFRAID WHEN THE
CURVE STEEPENS--NOT
WHEN IT INVERTS
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Late cycle:

| WDFEDPRFG Index - Last Price KRR

DALLAS, FED PRICES PAID FOR RAW MATERIALS--7 YEAR HIGHS
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Philly fed prices paid at cycle highs / prior recessions:

PHILLY FED "PRICES RECEIVED' AT CYCLE-HIGHS;
TYPICAL OF "PRE-RECESSION™ PHASE BEHAVIOR
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Nabe wage surveys and recessions:
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u-rate and recessions:
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Crude and recessions (late-cycle inflation):

CRUDE OIL PRICE INCREASES DURING
"LATE-CYCLE" / "PRE-RECESSION"
PHASE
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Consumer confidence expectations minus present conditions (overshoot):

CONSUMER CGTIDEHCE EXPECTATIONS - PRESENT CONDITIONS
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A ROUGH 9 WEEKS FOR EQUITIES HF’'S:

SINCE START OF JULY, S&P 500 RUNS WILD
VERSUS HEDGE FUND L/S AND M/N---BOTH
OF WHICH MODESTLY RECOVERED INTO THE
AUGUST MOMENTUM RALLY BEFORE AGAIN
FALTERING INTO SEPTEMBER'S "MO' FADE

5.5165
-2.9464
L BHFR EQ M/N RETURN on 9/7/ 18 [EtNEELS
| BHFR EQ L/S RETURN on 9/7/ 18 EERibkis
[ HMAQR L/S RETURN -1.9654
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REVERSALS ABOUND—“MOMENTUM” FACTOR DOWN SHARPLY, AS “WINNERS” (GROWTH,
CROWDING, VOL, BETA) SOLD AND “LOSERS” (VALUE, QUALITY) MEAN-REVERT HIGHER:
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THE HEDGE FUND MARKET “GRAB” OF THE PAST MONTH—20D BETA OF HFR EQ HF
INDEX TO SPX AT HISTORIC HIGHS:

HFRX Equity Hedge Index's 20d rolling-Beta to S&P 500 gaps from just 0
30% at start-of Aug to the current ~75% as "Market” exposure is "grabbed”

r
B Beta(SPX Index PROOS, 20,00 (HFRXEH) 0.7477
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YESTERDAY’S MOVE SHOWS THAT ‘QUANT” MOMENTUM ACTUALLY OUTPERFORMED
‘ACTIVE’ MOMENTUM (PURE FACTOR, MKT NEUTRAL):

ACTIVE MOMENTUM (PURE FACTOR, MKT NEUT)
OUTPERFORMS QUANT MOMENTUM (SECTOR NEUT)

| " | B Last Price -1.3347
\

|

QUANT MOMENTUM (SECTOR NEUT) OUTPERF
ACTIVE MOMENTUM (PURE FACTOR, MKT NEUT)

YESTERDAY'S MOVE LOOKED MORE LIKE AN
ACTIVE FUND / DISCRETIONARY TRADER
PROFIT-TAKE AFTER THE BIG MOMENTUM RUN

Jan Feb Mar Apr May Jun Jul
2018
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MY EQUITIES HF L/S MODEL SEES THE PAST WEEK'’S GAIN MONETIZED:
B B8 oass7

MY EQUITIES L/S HEDGE FUND MODEL HAD
EXPERIENCED A +2.2% BOUNCE IN A WEEK,
BEFORE YESTERDAY'S ACCELERATED MOVE
LOWER WITH THE "MOMENTUM'" PROFIT-TAKE

74 27 78 79 30 31 3 4 :
Aug 2018 Sep 2018
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SEASONALITY OF “TWO HALVES” IN SEPTEMBER FOR SPX (SINCE "94):
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RATIO OF ‘CASH / ASSETS’ TO ‘EBITDA / EV’ SEES A +24% MOVE IN A MONTH AS A
“GROWTH OVER VALUE” PROXY:

'LARGEST 25D MOVE IN 'CASH/ASSETS' : 'EBITDA/EV' RATIO DATING BACK TO 2010, A PROXY Q
9 FOR "GROWTH" DOMINANCE OVER "VALUE" IN U.S. EQUITIES
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‘CASH/ASSETS : EBITDA/EV’ RATIO = MOMENTUM MARKET NEUTRAL, AS YOUR
LONGS ARE “GROWTH” AND YOUR SHORTS ARE “VALUE":

"MOMENTUM" = LONG GROWTH, SHORT VALUE

Normalized As Of 07/02/2018
N1 MOMENTUM FACTOR M/NERHS
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AS A REMINDER-- U.S. EQUITIES “VALUE / GROWTH” RATIO AND UST 2s30s CURVE
SINCE FED’S CRISIS RESPONSE:
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"EASY" FINANCIAL CONDITIONS / "FLAT CURVES
h:{ﬁh IN PERPETUITY" HAVE CRUSHED "VALUE" FACTOR
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“CASH / ASSETS” FACTOR (AS “LONG GROWTH, SHORT VALUE” PROXY) +9.0% IN AUGUST, WHILE
“EBITDA / EV” FACTOR (AS “LONG VALUE, SHORT GROWTH” PROXY) IS -9.0%:

'MOMENTUM' = LONG GROWTH, SHORT VALUE

Normalized As Of 07/31/2018
[_N1Y MOMENTUM FACTOR 8.15 o~ At

__N'VALUE/GROWTH® PROXY (EBITDA/EV FACTOR) I o.1o

'GROWTH/VALUE' PROXY (CASH/ASSETS FACTOR) JEKv +8.05

~ 8041.34%
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U.S. EQUITIES FUNDS FORCED TO “CHASE” AFTER THE PAST TWO MONTHS OF PERFORMANCE PAIN, AS
EVIDENCED BY HEDGE FUND LONG-SHORT AND HEDGE FUND MARKET-NEUTRAL PROXY RETURNS:

SINCE START OF JULY, S&P 500 RUNS WILD
VERSUS HEDGE FUND LONG-SHORT AND HEDGE
FUND MARKET-NEUTRAL PROXIES 'SMASHED'

Jul 31 Aug 15
2018
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“WORLD OF ONE TRADE” —MSCI
ASIA PAC EQUITIES / ETHEREUM
CRYPTOCURRENCY / INDUSTRIAL
METALS / AQR LONG-SHORT
EQUITIES / UST 2510S CURVE
/RISK PARITY PROXY SINCE JUNE:
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