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Medium term reflationary trends...
... At what point do higher prices become self limiting by curbing down demand?
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Markets are calling the Fed's bluff ...
... Now pricing a Fed's reaction function that is more hawkish than officially argued:
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Historically, bear steepening periods tend to coincide with equity price acceleration:
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Chart 3:

In 2021, there is no equity bubble to burst ...

... Assuming continued cyclical improvement, this leaves ample room for yields to rise without tightening financial conditions:
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Valuations are still not particularly stretched ...
... Especially not for the cyclical heavyweight:
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US, UK e-commerce penetration:
y ' 4-5 years' growth [0
' | front-loaded over the
! il crisis, will it stick?
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Financials EPS estimates are catching up to overblown Tech expectations:

The Tech sector has realised its potential .
over the Covid erisis, it has matured and .
should no longer trade like "young and hot", |
earnings growth estimates could deflate
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Financials still trade at a large discount to Tech sectors ...
... Is this really warranted?

Financials vs Tech Equity Risk Premium (using estimated 12-month forward earnings)
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The post-Covid cyclical sea-change suggests the financials' discount is unwarranted ...
... And that the ERP spread will continue to mean revert:

f 3IDI market-based leading cyclical indicator based on the Real curve slope (5y5y vs 1y)

Financials vs Tech Equity Risk Premium (using estimated 12-month forward earnings) - inverted
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Can equity indices keep advancing without the financial repression crutch?
Let us not forget that sustainable reflation is -- above all -- good news for stocks:

Sustainable reflation
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equity risk premia
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NIRP's effect on banks has been lethal ...

By having to resort to financial repression, the ECB squeezed bank margins and killed money velocity:
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Against common economic sense, low real interest rates are not stimulative:
They lead to more saving in expectations of lower future earnings, depress demand and lead to a worse macro equilibrium:
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Chart 12:

The Covid crisis has seen the emergence of greater "socialism":
... This time the fiscal stimulus has hit the real economy and the poorest cohorts, this is most likely to boost final demand:
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The real yield curve is still catching up to the cyclical recovery:
Expansionary

IDI market-based cyclical leading indicator based on the Real curve slope (5y5y vs 1y)
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The Fed repricing is still greatly lagging the improvement in the cyclical outlook ...
... As measured by the performance rotation between defensives and cyclicals:
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The reflationary outlook is intact and bearish USD:
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Real yield differentials continue to point to a continuation of the downward trend:
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Chart 17:

Confusing USD signals:

We have moved away from a bull real curve ing to bear

10yr US real yield

USD Nominal Broad Effective Exchange Rate
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This report is a piece of research ("JDI research”) provided by JDI Research Limited a private limited company registered
in England and Wales, company number 09977951 ("JDI research limited"”).

JDI research is provided only to investment professionals who have been pre-qualified to receive it by JDI research
limited. Each piece of JDI research is sent to one or more investment professionals who have requested that JDI research
limited provides research to them. Each piece of JDI research is intended for the use of the person to whom it is
addressed (the "Addressee”) and the colleagues affiliated to the same entity as the Addressee as agreed in writing
between the Addressee and JDI research from time to time (the "Additional Addressee(s)"), if any. If you are not the
Addressee or an Additional Addressee, please delete this piece of JDI research and destroy any copies. Please also email
or telephone Juliette Declercq at JDI research (+44) 7769724879 or juliette.declercq@jdiresearch.com so that JDI research

can take steps to see that you do not receive further JDI research.

JDI research is not an offer to buy or sell any specific investment. JDI research is and is intended to be a general market
view. It is not and is not intended to be general or specific investment advice nor a personal recommendation concerning
a specific investment, investment product or investment service. JDI research limited expects that all investment
decisions taken by Addressees or Additional Addressees will be decisions made by the Addressee or Additional
Addressee based on specific advice or specific recommendations made by an investment adviser or taken by an
investment manager. Since JDI research limited does not provide investment advice nor carry on any other investment
business it is not regulated by the U.K Financial Conduct Authority nor by any other regulator of investment business.
JDI research is based on publicly available information, obtained from sources that JDI research limited considers to be
reliable. However, JDI research limited does not represent that it is accurate and it should not be relied on as such. The
opinions and conclusions expressed in any piece of JDI research are current as of the date of publication and JDI
research limited does not accept any responsibility to update any such opinions or conclusions in the light of developing
events or circumstances. All forward looking statements, even if they appear to be presented as fact, must be treated as
opinions or judgements, and JDI research limited accepts no liability or responsibility if any opinion or judgement proves
to be inaccurate in whole or in part. Without limitation of the foregoing, JDI research limited shall not be not liable for any
loss or damage of any kind resulting in any way from or alleged to result in any way from JDI research or the use of JDI
research by any Addressee or Additional Addressee or by any other person.
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