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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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Something’s got to give

US asset markets are pricing in disinflationary world-beating US growth, but this is not supported by leading
indicators.

US Core CPI YoY

YTD US Equities, USD, Fixed Income vs VP US Core CPI Long Leading Indicator (Advanced 15 months)
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Source: Bloomberg, Morgan Stanley, Macrobond and Variant Perception
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Almost all indicators point to modest USD weakness

Growth and interest-rate differentials, as well as inflows to the USD, all suggest the dollar is topping and should

soon begin trending lower.

Some Fl inflows to US are are being left unhedged, but this only stores up more dollar weakness later.

DXY Index 6m/6m

vs Net Portfolio Inflows into US Securities

20
15 500
10 300
5 100
0
5 -100
-10 -300

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

= DXY Index 6m/6m (LHS)
= y5 Met Portfolio Inflows into US Securities Trailing 6 Months (RHS)

"~ VARIANTPERCEPTION

130
125
120
115
110
105
100 !
95
90

1995

2000

2005

Trade-weighted USD
vs G7 Real Rate Differentials

2010

2015

2020

= Trade-weighted USD (LHS) === G7 5y Real Rate Differential vs USD (RHS)

Source: Bloomberg, Morgan Stanley, Macrobond and Variant Perception
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US equities and bonds have limited upside too

US bonds look rich to fair value, and equities seem fairly valued and we don’t see them as having much upside.

Economic leading indicators need to markedly change direction, otherwise bonds, equities or the USD should
be lower.

US 10y Yield S&P 500 vs Estimated Fair Price Using the "Rule of 20" US Core PCE YoY (2 Year MA, Advanced 12 months, Inverted)
vs VP Fair Value US 10y Yield (PE multiple should be 20 minus the inflation rate) S&P 500 P/E Ratio (2 Year MA)
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Not just a “technica

adjustment

The Fed’s cut to its IOER — for the first time outside a target-rate cut — is a harbinger for the growing tension
between more activist fiscal authorities and their central banks, who will have to become increasingly pliant.

Federal Reserve - Main Interest Rates
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The collateral glut from fiscal stimulus

Too much safe-asset collateral relative to Fed reserves is pushing up the Fed Funds rate. The Fed needed to cut
the IOER to prevent a stealth rate hike — keeping their political masters happy — despite the fact it was fiscal
policy that dragged rates higher.

0/N Repo (General Collateral) - Fed Interest on Excess Reserves

US Primary Dealers' Inventories of UST Notes and Bills JPY, GBP, EUR & US LIBOR Investor's Net UST Yield After FX Hedging
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The Treasury’s account at the Fed

The Treasury is also having more influence on monetary policy due to the increased average size of its account
at the Fed.

US Treasury Cash Balance Federal Reserve Account (6m MA) US Treasury Cash Balance Federal Reserve Account ($ bns)
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Lending conditions little improved in latest Fed survey

The Fed’s pivot has not been successful in loosening bank-lending conditions or increasing demand for loans.

US Fed Lending Survey C&I Loan Demand Net % of Banks of Tightening Standards (Advanced 6 months) C&I Loans YoY
vs Net % of Banks Tightening C&I (Inverted, Advanced 6 Months) US Industrial Production YoY vs Net % Stronger Demand for C&I Loans (Advanced 6 months)
30
7.5 40
-10
2.5 ¥ 10 20
5 2.5 ' V 30 a° 0
75 -I' 50 -20
125 70 -40
175 90 60
1995 2000 2005 2010 2015 2020 1995 2000 2005 2010 2015 80
2000 2005 2010 2015 2020
== |JS Fed Lending Survey Loan Demand (LHS) === |J3 Industrial Production YoY (LHS)
== Net % of Banks Tightening Standards (Inverted, Advanced 6 Months) (RHS) = Net % of Banks Tightening Standards for Large Firms (RHS) = C&| Loans YoY (LHS) === Stronger Demand (RHS)

Source: Bloomberg, Morgan Stanley, Macrobond and Variant Perception
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Some of tighter bank-credit’s implications

Banks’ reduced willingness to make consumer loans points to weaker retail sales. Also, lending standards point

to fewer buybacks, which have been a major support for the market in recent years.
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China’s liquidity incrementally improves

China’s easing shows further signs of making at least modest improvements to the liquidity picture in China.

China 1Y & 5Y Corporate Credit Spreads
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China 10y Yield
vs China TSF - M2 YoY (Advanced 6 Months)

2005 2008 2010 22 2014 2006 2018

= China Govt Bond Generic Bid Yield 10 Year (LHS)
= China TSF -China M2 YoY (Advanced 6 Months) (RHS)

Source: Bloomberg, Macrobond and Variant Perception
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China’s growth looks to have turned a corner

Easier liquidity in China beginning to support growth, as well as hosuing and other interest-rate sensitive

sectors.

China Li Keqgiang Index
vs China Credit Impulse (Advanced 3 Months)
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China, Beijing SouFun-CREIS Floor Space Started & Completed Yo
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But, external headwinds will remain a growth impediment

Slowing US manufacturing, the lagged effects from the global rate-hike cycle, and ongoing trade tensions will
all keep a lid on the level of improvement in China’s growth.

MSCI World YoY
vs VP China LEl (Advanced & Months)
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US ISM New Orders to Inventory Ratio (Advanced 6 Months)
vs China Coincident Growth Index YoY
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Source: Bloomberg, Macrobond and Variant Perception
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If you, or a colleague, would like to receive Variant Perception
research; please email us at sales@variantperception.com or call

+1 (704) 926 1116
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