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Historical Performance of Recommended Trades

October 3, 2023
Initial Investment Current Investment
Number Trades MM) MM) Net Total Return
Open 4 20 34 71%
Closed 115 575 1610 180%
Total 119 595 1645 176%

Current Recommended Trades And Recent Closed Trades

Initial Position Pricing Date 10/3/23
MM/
SOM Strategy Date Share Price Date Price Invest (MM)
China Baby Bust, Property Bust And 8/24/23 500  1.00  10/3/23  1.00 5.0 0%
New Delfation Buy 1-yr 5% OTM CNY Put/USD Calls
New Equity Rally Is Overdone Buy 6-month 5% OTM S&P Puts 6/5/23 500  100.00 103123 60.00 3.00 -40%

Buy 6-mon Forward Start ATM Pay Fixed For 1-

Restruck The Fed Does Not Blink 9/12/23 2000  0.00  10/323 023 9.6 92%
years Swap .

Restruck COrporate Credit Opportunitiesin An g\ gy o0 oan And HY Debt 1123 200 10000  10/3/23  100.80 217 333%

Inflationary World

Restruck  The Fed Does Not Blink g:ﬁ pl -yr Forward Start ATM Pay Fixed For Lyears  ch0/,5 2009 900 912223 044 13.8 176%

Restruck  Regional Bank Sell-off Overdone Buy Regional Bank Equites Vs Large Banks or S&P 6/5/23 100 100.00 1/3/00  113.00 18.0 260%

Restruck  The Fed Does Not Blink g:;’ 1’1 -yr Forward Start ATM Pay Fixed For I-years 6/523 2000 0.00 629723  0.63 17.6 252%

New Regional Bank Sell-off Overdone Buy Regional Bank Equites Vs Large Banks or S&P 5/15/23 100 100.00 6/5/23  109.00 14.0 180%

oud Normalization of European Yields Buy Italian Banks Vs Other European Banks or Broad  o,,,,,5 100 10000  ¢/523  110.50 155 210%
European Index

Restruck  The Fed Does Not Blink Buy L-yr Forward Start ATM Pay Fixed For I-years 3,5 3999 .09 6523  0.67 18.4 268%

Swap
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures
Step 1: Identify A Macro Theme

Will Consumer Spending Slow To Push Up Savings As Excess COVID Savings Goes Away?.. Nope...

Will Savings Rates Move Back Up To Higher Historical Levels.... And Consumption Slows As Their Excess COVID Savings Ebbs?

Personal Savings Rate . .
18% Excess COVID Savings And Savings Rate
359, (Using 2019 Average Savings Rate) 3.000
169 Cummulative Excess COVID Savings (RHS)
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1. Federal Reserve Bank of St. Louis FRED data base 4
2. Excess savings based on 2019 average savings rate
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Excess Savings Does Not Matter, Households Still Have Substantial Capacity to Fund Their Spending

Savings Rate And Personal Consumption Cumulative SaVingS And Excess SaVingS Since 2019Q4
(C ption M/M A lized) (Excess = Actual - Target Savings)
5.5% 12.0% 8,000
=l Real Personal Consumption Growth (RHS)
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l—]
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1. BEA 5

2. Board of Governors Of the Federal Reserve, Z1 data base



SOM Macro Strategies
State Of the Markets: Best Long And Short Strategies 202304

Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Consumer Has “COVID” Net Wealth Growth And That Could Fund Multiples Of Current Spending

Household Wealth Growth Has Surged Since 2019.. And this Could Lead to Substantially Higher Consumption vs History

Household Net Welath Growth Since 2019Q4-2023Q2 HH Consumption Growth Out Of Net Wealth By Asset Type

(Using Historical Marginal Propensity To Consume)
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1. Board of Governors z1 Database 6
2. I use marginal propensity to consume of 0.12 for housing wealth, 0.08 for equity/other asset wealth, and assume that cash holdings vs wealth returns to normal
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

For Example, Home Equity Has Been A Strong Driver of Savings Rates And Hence Consumption

Savings Rates Tend To Be Inversely Related Housing Price... Not Surprisingly, A Measure of Home Equity Explains Savings Rates

Savings Rate And Housing Prices Savings Rate And Home Equity/Disposable Income
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Savings Rates Could Go Even Lower As It Still Does Not Fully Reflect The Growth In Home Equity

Given Built In HE, Savings Rates Could Go Close To Zero Over Time

The Lagged Nature of HE Implies That Savings Rates Could Fall...

Potential Housing Prices And Home Equity Wealth/Disposable Savings Rate Vs Home Equity/Disposable Income
Income Paths 22% (10yr MA of HE/DI )
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1
2. Board of Governors zI Database
3 Uses disposable income growth at 5% per year
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Strength In The Housing Market Reflects Too Much Demand And Not Enough Supply

Starts Have Fallen Below Demand Creating A Shortage of 5.5 Million Homes As A Result , Vacancies Are At Or Below Historical Lows

Housing Completions Gap
(2000 2023)
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Home Equity Is Unlikely To Crater Given Positive Fundaments Even With Higher Mortgage Rates

After A Decline Last Year, Housing Prices Are Up this Year.... Reflecting The Fall In Housing For Sale

Median Sale Price +4.5% Year Over Year

4-week rolling average of the median sale price of homes sold

Sep. 03
$378,725

$375,000 +4.5% YOY

$350,000

2022

$325,000

2021

$300,000

$275,000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

REDFIN

Source: Redfin analysis of MLS data

1. REDFIN

New Listings of Homes -9% Year Over Year
4-week rolling average of weekly new listings of homes for sale
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REDFIN

ource: Redfin analysis of MLS data
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Wealth-Fueled Consumption Growth Is Driving A Surge In Near-Term Forecasts of Q3 GDP

Net Wealth Growth Dwarfs Disposable Income Growth... Increase In GDP From PCE and Business Setting Up For PCE

Wealth And Disposable Income Growth Since 2015 Atlanta Fed GDP Now Forecast For 2023 Q3 By Date
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1. Board of Governors zI Database 1 1
2. Federal Reserve Bank of Atlanta
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures
Step 2: Fundamental Economic Framework

Strength In Consumer Spending On Services Is Driving In Part The Uptick In Inflationary Pressures

Companies Are Reporting An Uptick On Spending On Services.. Increased Spending Is Creating Inflationary Pressures

ISM Services PMI
70.0 ISM Services Prices Paid And PCE Services Inflation
920 7%
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65.0 e Service Inflation (RHS)
80
5.2%
5%
75
60.0
70 4%
545 65 3%
55.0
2%
55
50.0
1%
50
45 0%
450 22222288885 5559899883%
CEZEzE2222 8885357988878 85% Bt iaiiieiiiiiiiiiitiy
e 855885553855 5225E5¢8285E¢838FE5¢8¢ RS/ F S LAFTSNAZTS AR FTS LA
nRAa SN ASTSRNRSTSUNAST,LNASTS, AT S YA
1. Bloomberg

2. BLS

12



SOM Macro Strategies
State Of the Markets: Best Long And Short Strategies 202304

Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Energy Inflationary Pressures Are Rising Driven By Increase In Demand With Flat Supply Growth

Oil Demand Is Projected To Excess Supply By 2 MMB/D... Creating Upward Pressure On Energy Prices For The Consumer

World Oil Supply/Demand Balance Gasoline And Oil Prices
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Demand Is Increasing From China, While Renewable Investment Has Choked Off Fossil Supply Growth

China Demand For Oil Is Finally Coming On Line... US Fossil Supply Growth Is Facing The Headwinds From The IRA

. . Company Spending On New Clean Energy Projects In First Year
mb/d China Total Oil Demand of IRA
170
16.0

m Other Investments

>

15.0
m Supply Agreements Total: $271 bil
140 50
m Manufacturing
13.0 m New Projects
120
Jan Mar May Jul Sep Nov

2019 2021 e— 2022 2023

14
1. IEA
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Growing Strength In the Labor Market Could Translate Into The Start of Another Inflationary Cycle

Union Wage Increase Reflect Their Growing Strength Labor Income Is Growing Now That The Cheap Labor Era Is Over

Labor Income As Percentage of National Income

70%
Eight Consecutive Quarters of Union Wage Acceleration
Average first-year wage increase in ratified labor contracts, 2007-2023
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Source: Bloomberg Law labor data. 64%
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2. Federal Reserve Bank of St. Louis FRED data base
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 2: Fundamental Economic Framework

Growing Strength In the Labor Market Could Translate Into The Start of Another Inflationary Cycle

Union Wage Increase Reflect Their Growing Strength Labor Income Is Growing Now That The Cheap Labor Era Is Over

Labor Income As Percentage of National Income
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 3: Find Potential Catalysts
Fed Does Not Cut Rates Because The End Of The Cheap Labor Era Allows A 70s Inflation Cycle To Start

Households
Demand Higher
Higher Wages Import

\ /’ \ { Prices

Wealth . . Households Companies . .
: ‘ Higher Oil - Face Rising Face Rising Higher Oil
Driven Prices Costs (e Prices

Consumption

$38 Trillion of B \ : /
o Companies
Wealth Created Relces Demand

Higher Prices

Since 2019Q4
A 1970s Type Inflationary Cycle
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Higher For Longer--Consumer Spending Is Strengthening As Are Inflationary Pressures

Step 4: ldentify Asymmetric Trades
Buy 6-month Forward, 1-year ATM Payer Swaps

Trade Thesis Rolling To Maturity Effect On A Forward 1-yr Payer Swap

* Trade returns increase as it rolls to maturity up given expectations of Rolling to Maturity Effect of a Forward 1-yr ATM Payer
Fed rate cuts 160 Swap
* Rolling to maturity after 6-months still remains attractive even with the «= {-year Forward

change in Fed futures repricing

. . . . - th F d
— Returns can still be attractive even if the cuts rates given the steepness of the curve 140 = 6-mon orwar
* Cut may not happen an economic soft landing y 129
* The Fed could even raise rates further and faster if inflation rebounds 120
Market Pricing In Substantial Fed Rate Cuts Even After Repricing 100
Fed Funds Forward Curve @«
00 & 80 7 - 78
N K r5.4% @ Curve Now
55% | 53% @@= Curve June 2023 60 59

53% r4.9%

4.9%\

4.4%

5.0%

40

40% 20

0

3.0% & $ S
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1. Bloomberg 1 8
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 1: Identify A Macro Theme
China Is Now Faced With Same Baby Bust, Property Bust And Deflation As Japan

Population Percent Of Young (0-24 yo) For Japan Land Prices And Chinese New Home Prices Japan And China Inflation
China And Japan (Index 1980 =100 For Japan, 2009 =100 for China) (3-Yr Rolling Average)
70% 280 160 50
@=m Japan Land Prices
@ China New Home Prices (2009-23) (RHS)
260 «== China (2004-2023)
150 4% @ Japan
240
220 140 39,
200
130 20
180
160 120 N A Decade of Japan
1% Deflation
140
110
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120
100, 100 100 10,
° Jan-80  Jan-84 Jan-88 Jan-92  Jan-96  Jan-00 -7
Jan-60 Jan-80 Jan-00 Jan-20 Jan-84  Jan-88  Jan-92  Jan-96  Jan-00  Jan-04  Jan-08
Bloomberg 20

1.
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

China’s One-Child Policy Effectively Created A Baby Bust Shaping Their Demographics To That of Japan

One Child Policy Created A Baby Bust From Falling Fertility Rates China’s Median Age Is the Same As Japan’s Prior to Their Bust

Median Age, Japan, Japan 25 Yrs Prior, And China
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

The Baby Bust Has Turned Chinese Demographic Into a Headwind For Their Economy

Young China Has Now Become An Aging China Like Japan... And they Will Get Older Still With Falling Number of Prime Workers

China Population Dynamics China Labor Force Age Compositions And Households With
8% 50% Childern
o ' ° 35 ! 70%
«== Annual Growth Rate of Population 15-65 == Ratio Of Prime Workers to Older Workers
== Old Aged Depency Ratio (RHS) «= Households With Children(RHS)
6% 40% 3 60%
2.5 50%
& 4% Projections 30%
& S
= =
e ] 2 40%
Z & A
O 2% 20%
1.5 30%
v / \ 10%
1 20%
-3% 0%
1960 1970 1980 1990 2000 2010 2020 2030 2040
0.5 10%
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

China’s Demographics Look Similar to That of Japan’s Prior To Their Baby Bust, Property Bust And Deflation

Japan’s Demographics China’s Demographics

oo Japan Population Percent By Age Group

a= Age Group 0-24 yrs

e Age Group 25-54 yrs

e Age Group 55-79 yrs Property Bubble
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

Chinese Investment In Real Estate Has Surged To Almost Double the Level Of the US Bubble Peak

RE Investment Has Financed By Credit Growth--40% of GDP Annual Investment in RE Is Over A Trillion A Year—9% Of GDP
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1. Rogo
Blooml

China Bank Exposure To Real Estate

mm RE Developer Loans % of GDP
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e Total Real Estate Loans in USD (RHS)
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ff, Yang, “ Peak China Housing,” NBER Working Paper 27697, August 2020
berg

$10.0

$9.0

$8.0

$7.0

$6.0

&
n
=]

$4.0

$3.0

$2.0

$1.0

$0.0

Trillion USD

$bil USD

2,000

1,600

1,200

800

400

US And China Real Estate Investment (RE)

mm China RE Investment in USDs

U.S. RE Investment in USDs

e US RE Investment % of GDP (RHS)
e China RE Investment % of GDP (RHS)

I 7T TTI 7T 77 I 77 7 777777778
IS SSSLSSLLSSSSSSLSSS)
II I 77777778
WSS SLSSLLSSSLSSLSS s V|
I ITIITI I 77777777 7/%X77]
IS LSS LSS LSS LS SSL LSS S s V1SS
VLSS LSS S LSS S LSS SSSSSS, PSS LS
VLS SSLSS LSS LSS LSS LSS LSS LSS SSSS ]

ela
%>
2
2,
‘e

15%

13%

9%

~
=
% of GDP

5%

3%

1%

-1%

24



SOM Macro Strategies
State Of the Markets: Best Long And Short Strategies 202304

China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

Chinese Real Estate Has Been Driven By The Demand For Investment Other than Equites or Debt

Chinese Households Hold Most of their Wealth In Housing.... 90% of Purchases Are From Those Who Already Have A Home

Household Wealth By Country

500
450
Figure 16. Number of Dwellings of New Homebuyers
This figure p the of new based on the number of dwellings that they already own at the time of
400 new home purchase.
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1. Rogoff, Yang, “ Peak China Housing,” NBER Working Paper 27697, August 2020 25
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Step 2: Fundamental Economic Framework

Chinese Property Bust Began With The “Three Red Lines (TRL)” Of For Developer Financing

Developer Financing Became Negative After TRL Most Developers Were Closed Out Of Financing Due To TRL

Apr-12 Oct-13 Apr-15 Oct-16 Apr-18 Oct-19 Apr-21 Oct-22
D. Net financing for developers

China: An Increasing Portion of Property Developers Are

(BllllOI‘l RMB) Facing Tighter Financing (in percent of GDP)
35
M Net financin it Selected liabilities by compliance
120 8 Total liabilties with “three red lines” criteria:

30 @ Meets all criteria

O Fails one criterion
25 B Fails two criteria
B Fails all three criteria
20
i Total debt and accounts payable
0 I i i i i i i i

2015 2017 2019 2021H1 2015 2017 2019 2021H1

80

-
v

=
o

40

w

Sources: Capital IQ and IMF staff calculations.
Notes: The bars show selected liabilities of property developers according to their
~40 compliance with the “three red lines” regulatory criteria that were introduced in

August 2020. The criteria are described in footnote 5.
Oct-13 Apr-15 Oct-16 Apr-18 Oct-19 Apr-21 Oct-22

1. China Article IV Report, IMF Country Report 22/21 January 2022 26
2. China Economic Update, “Navigating Uncertainty, China’s Economy in 2023”, December 2022, World Bank
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Step 2: Fundamental Economic Framework

Weakness in the Housing Market From Vacancy Compounded The Funding Shortfall For RE Developers

Chinese Housing Vacancies Are Amongst The Highest In the World.. With A Substantial Inventory Overhand of Over 2.5 Years

China Residential Unsold Inventory
4,000 60

1 Housing Unsold e Number of Months Of Supply

3,500 54
Figure 11. Housing Vacancy Rates by Country

This figure reports the housing vacancy rates in Spain, Italy, China, Austria, Sweden, France, Belgium, Japan, U.S., Denmark, M

Ireland, Finland, Canada, Singapore, Germany, Netherlands, Iceland, Poland, and U K., respectively. M
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Step 2: Fundamental Economic Framework

Weakness In Housing Combined With Headwinds For Developers Have Created A Bust In RE Investment

RE Investments Is Now Negative And A Drag on GDP... Starts Have Fallen 40%, And Sales By 25%

China Real Estate Fixed Asset Investment (FAI)

(12 month Sum, Yoy Change) China Commercial Real Estate (RE) Indicators
15% 30% 50% (12m Moving Sum, YoY change)
40%
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) =309
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-40% == RE Fixed Asset investment
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Step 2: Fundamental Economic Framework

Chinese Housing Prices Are At Bubble Levels And Are Starting To Fall

Chinese New Home Prices Are At US Bubble Peaks... Prices Are Starting to Fall In Almost All the 70 Major Chinese Cities

China Home Price Index Vs US Housing Bubble Index China Existing Home Prices
150 12% 80
== Existing Home Sale Prices Changes YoY
145 10%
e Number of 70 Cities Experiencing Price Decline (RHS) 70
140 8%
60
135 6%
50
130 4%
5
S 125 2% 40
120 0%
30
115 2%
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110 e= US Housing Bubble 2003-8 4%
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100 8% 0
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Step 2: Fundamental Economic Framework

Bank Losses On Real Estate Loans Could Be Substantial if The Last China NPLs Cycle Is Any Gage

NPLs On Chinese Bank Grew to 35% of Loans Losses Then And Losses Now Could Be Substantial

China Commercial Bank NPL vs Gross Loans Ratio

40%
35%
30%
25%
. First Transfer of 1.4
20% Trillion RMB of NPLs
To Asset Mangers
15%
10%
5%
0%
1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005
Fung & Ma, “China’s Asset Management Corporations”, BIS Working Paper no 115. Dec 2005
Turner, tan and Sadegohian, “The Chinese Banking System” , Reserve Bank of Australia, September 2012

Bloomberg

Loans
Outstanding NPLs Value of Losses
(RMB Percent Underlying Cash Recovery % of
Sector Billions) of Loans NPLs Asset  Recovery Rate GDP
Big Four o 0 )
Banks 2001 6,600  42% 3,400 300 60 2% 34%
China
Property 13,174  42% 5,533 487 98 2% 4%
Loans 2023
China
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Loans 2023
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Step 2: Fundamental Economic Framework

Before China, Japan Had A Property Bubble And Subsequent Bust

Japanese Land Prices Quadrupled Supported By Credit... Credit Was The Primary Source Of Funding For Capital Markets

Japan Land Prices And Credit To Private Sector

400 225% Flgure 8 Fund-Ralsing In Capltal Markets by the Private Sector
¥ trillions
30 Land Prices Index to 1976 “
e | an rices index to o, ]
205% 0Bonds with warrants
== Private Credit To GDP (RHS) 2 1 mConvertbg bonds | [
200 90 }---) BStraightbonds 1] e
B Stocks —

185%

250

165%

200

1980 81 82 8 84 85 86 87 8 8 N 9N R

Note: Figures correspond to funding by companies listed on the Tokyo Stock Exchange.
Source: Tokyo Stock Exchange.
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100 125%
Dec-76 Dec-79 Dec-82 Dec-85 Dec-88 Dec-91
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Step 2: Fundamental Economic Framework

Japanese Wealth Growth Led To Unstainable Levels of Consumption

All Assets Followed Land Prices Higher Creating Wealth That Supported A Doubling In Real Personal Consumption

Japan Land Prices And Japanese Equity Index

(Index 1973 = 100) Japan Real Personal Consumption Growth
400 1000.0 G-year Moving Av
-year Moving Average)
22%
900.0 e Real Personal Durable Goods Consumption
350 e [ and Prices
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

BOJ Popped the Asset Bubble With A Rapid Increase in Rates But BOJ Rate Cuts Could Not Stop the Bust

Policy Rates Reached Pre-Bubble Levels Then Were Cut As Fast,,, Yet, Land And Asset Prices Continued Their Free Fall

Japan Central Bank Policy Rate And Recessions Japan Land Pr iceglﬁ?ggfﬂ;‘)“ese Equity Index
Q0 400 1000
e | and Prices
7% . . 900
- = Nikkei (RHS)
800
6%
300 700
5%
600
4%, 250
500
3%
200 400
2% 300
150
1% 200
00 100 100
0

Jan-76 Jan-80 Jan-84 Jan-88 Jan-92 Jan-96 Jan-00 Jan-04 Jan-08
Jan-81 Jan-84 Jan-87 Jan-90 Jan-93

1. Bloomberg 3 3
5

BOJ



SOM Macro Strategies
State Of the Markets: Best Long And Short Strategies 202304

China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

The Japanese Economy Collapsed As Credit, Investment, And GDP Fell With Asset Prices

Credit Supply Fell With Asset Price Declines.... Without Credit, Investment Shrank Driving Down GDP

Japan Land Prices And Credit To Private Sector

400 245% Japan Investment And Real GDP Growth
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Step 2: Fundamental Economic Framework

The Fall In Asset Prices Led To a Surge In Bank NPLs And Losses--“The Japanese Lost Decade”

Reported NPLs Grew Ultimately And Bank Recognized Bad Loans Loan Losses Wiped Out 10 Years of Bank Profits

Japan Land Prices And Bank Nonperforming Loans (NPLs)

Net Profits Of Japanese Commerical Banks
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Step 2: Fundamental Economic Framework

Deflation Is Evident In All Sectors of the Chinese Economy

Deflation to Some Degree Reflects The Lack Of A Credit Impulse Export Prices Are Free Falling To Levels Not Seen Since The GFC

China Producer Price Index And Credit Impulse China Export Price Index
25% 35 125
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20% @ China Credit Impulse (RHS) 120 «= Industrial Supplies
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Step 2: Fundamental Economic Framework

China Faced Similar Pressures Which They Fought With Lower Rates And Government Spending

Demand Did Not Rebound Nor Inflation Even With Zero Rates Government Failed to Push Up Inflation Even With More Spending

Japan: Core Inflation And Central Bank Policy Rate Japan Government Net Debt And Borrowing
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Step 2: Fundamental Economic Framework

China Seems to Headed In the Same Direction as Japan

Inflation Is Falling Even With Lower Policy Rates...

With Government Trying To Spur Growth With Spending

China CPI and Central Bank Policy Rate China Government Borrowing And Debt
5% 4.5% 60.0% -10%
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4.3% 55.0%

-9%
4%
== PBOC Policy Rate (RHS)

-8%

3% 4.0%  500%

-7%

2% 3.8% 45.0%

-6%
0,

% 3.5% 40.0%
-5%

35.0%
0% 3.3% -4%
30.0% 3%

1% 3.0% 2017 2018 2019 2020 2021 2022 2023

Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23

38

1. Bloomberg



SOM Macro Strategies

State Of the Markets: Best Long And Short Strategies 202304

China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

A Rebound Of Investment To Spur Growth Seems Unlikely Given The Slowdown In FAI

Fixed Asset Investment Needs To Accelerated To Reach 5% Growth FAI Has Flatlined the Last Two Years And Is Now Falling

China Real GDP By Components Actual And Rest of 2023

(Assuming 2023 Growth At 5% and Historical Levels of FAI)

China Fixed Asset Investment (FAI)
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Step 2: Fundamental Economic Framework

Capital Investment And More Of It Is The Source of Growth In The Chinese Economy

Growth Needs To Accelerate Given Low Output Per Unit of Capital Chinese Growth = Capital Growth

. . .
China's Incremental Capital Output Ratio (ICOR) Sources of Growth In China, 1978-2017
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Step 2: Fundamental Economic Framework

Chinese Human Capital Still Lags Behind Other EMs Which Is A Headwind To Labor Productivity

Currency Appreciation Has Been A Headwind As Well Their Labor Force Is Undereducated Vs Both EMs And DMs..

China Labor Productivity And CNY

14% 9.0 Educational Attainment of Labor Force
120%
Labor Force With High School Education
e« [abor Productivity 35 Labor Force With a College Edcation
= CNY (RHS)
8.0 80%
10%
7.5 60%
8%
7.0 40%
60
%o 6.5 20%
. 0%
4% 6.0 China  Brazil Turkey Mexico OECD  USA S.Korea Japan  Russia
NS =" A 0 T N O RN =N TN RSN D =N
T B — T T T T T e SO e T e, S e B e s S e B e B s a a a
L T I
AanlB o NN o BN o BN o BN o B o BN I o NN o I o I o B o BN o HN o N o I o N o BN o BN o I o B o B o B o |

41

1. OECD China Economic Survey 2022



SOM Macro Strategies
State Of the Markets: Best Long And Short Strategies 202304

China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 2: Fundamental Economic Framework

Pressure Points Are Growing On the Government to Do Something

Job Shortage For Younger Age Group Has Grown.... Potentially Over 100 MM Young Chinese Do Not Have Job

China Unemployment Rate By Age Group

24% 6.00% X
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Step 2: Fundamental Economic Framework

And There Continues To Be Pressure To Invest All Of Their Savings To Continue Grow

China Needs 30 Years of Current Investment to Reach Korea Chinse Capital Stock Is Still Less than 1/3 of South Korea

China's Real Captial Growth Needed Vs The USA and Korea
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Step 2: Fundamental Economic Framework

Even Current Investment Levels Are Not Enough And Funding Will Be Tight Because of Demographics

Chinese Demographics Is Push Down Savings Over Time

40%

China Dependency Rate And Household Savings
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Historical Investment Is Not Enough, Given Depreciation
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Step 3: ldentify Potential Catalysts
Another Credit Impulse Is Not An Option. It Would Dwarf Historical Levels Given Growth Of China

However, Even A Normal Impulse Would Be Massive in USDs Even More Credit Growth Is Now Necessary To Spur Growth

Credit and Credit Impulse In USDs China Credit Intensity
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Step 3: ldentify Potential Catalysts
So, What Will They Do? The Only Path Is To Go Back To The Trade Model For Growth, But How?

The GFC Put An End To the Trade Cycle For China!-? The End of The Trade Pushed Growth To A Lower Trajectory3

World Exports Vs Projected Exports Prior to Great Finanical Crisis (GFC) China Real Growth Vs Size of Export Sector
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Step 3: ldentify Potential Catalysts
Depreciating the RMB, Can Unlock Trade Model Using The Products From ”Made in China 2025”

Goal : 70% of Core Materials Produced in China by 2025 Made In China Will Be Supported By A Every Area of Their Society

China Trade And FX Made in China 2025 Domestic Market Share By Industry
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1. Made In China 2025, The making of a high-tech superpower and consequences for industrial countries”, MERIC Papers on China, December 2016
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Step 3: ldentify Potential Catalysts
The Trade Model Created Sources Cash To Support Investment

Current Account Reached Almost 10% of GDP After The GFC, Investment Needed Increasing Amount Of Credit

China Savings, Investment And Current Account Funding For China's Investment And Credit Growth
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Step 3: ldentify Potential Catalysts
China Has Supported The Development of the 22025 Products

Selected Government Funds to Support Strategic Sectors! State Funding For Chinese Tech Suppliers is Substantial 2

Table 2: Select Government Funds to Support Strategic Sectors since 2014

China’s tech suppllers recelve generous subsldies @
Date J— Size of reported government subsidies as percentage of total operational revenue in selected enterprises
d Announced Amount (billions) for robotics, industrial software and digitised machine tools
National Integrated Circuit Fund June 2014 $107.5 (RMB 720)
35
E ing Industries Invest t
ey & tndustries nvestmen January 2015 $6 (RMB 40) i 2014 =2015
Advanced Manufacturing Fund June 2016 $3 (RMB 20) .
Venture capital fund for state-owned
enterprise innovative technology August 2016 $30 (RMB 200) 20
and industrial upgrading fund
China Development Bank support for =
Made in China 2025 November 2016 $44.8 (RMB 300) o
China Internet Investment Fund January 2017 $14.9 (RMB 100)
5
Credit lines for China Internet In-
vestment Fund participants January 2017 $22.4 (RMB 150) 0
y - ~ Siasun Estun Boshi Zhiyun Kingdee Inspur Yonyou Digiwin Wuhan Kunming Shenyang
St:et;igm%rznterpmse fund for stra May 2017 $22.4 (RMB 150) Automation Huazhong Shukong
TOTAL $250.7 (RMB 1,680) } Robot makers b i Software developers "Machine tool makers g
- 4 Source: MERICS calculation based on various enterprise reports %
Source: Various.®® &
1. “U.S. — China Economic And Security Review Commission”, 2017 Report To Congress 49

2. “Made In China 2025, The making of a high-tech superpower and consequences for industrial countries”, MERIC Papers on China, December 2016
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 3: ldentify Potential Catalysts
One Outcome of the ”Made in China 2025” Is China Exporting Robotics to The World

Robotics Production Capacity In China Will Grow Substantially Planed Capacity Growth Dwarfs Growth in Chinese Demand

The “robot craze” of China’s local governments ?
China's new local robot industrial parks risk to create overcapacities

Targets for industrial output of local robot hubs (in billion CNY) until 2020

0-25 @ no data
: ;g:?g More robots than needed
Local targets for robot industry exceeds actual demand (in billion CNY) until 2020
@ over 75 Harbin
700
600
Shenyang
( 1] 500
Tangshan Shenfu New Town
Xlanghe ® 400
Tlanjin Dallan 0
Cangzhou
Welfang @  gingdao 200
Luoyang  Xuzhou 100
Baojl [ Changzhou .
Zhang|lagan
Hei'el\lla:l g Kuns%n]ang ¢ Accumulated targets of Estimated slze of
local governments for the robot Indust China’s robot market
Chengdu @ Wuhan@ Wul% .. Shanghal g (1]
° Hangzhou 0
Chongging Jlujlang ® ushui Source: MERICS research, MIT £
Changsha z
Jinjlang
[ J
Guangzhou

Shunde @@ Dongguan
Zhongshan @ shenzhen
Zhuhal

1. “Made In China 2025, The making of a high-tech superpower and consequences for industrial countries”, MERIC Papers on China, December 2016 50
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 3: ldentify Potential Catalysts
Another Example Is the Growth of Chinese Auto Exports, Particularly Electric vehicles

China Is Now Exporting More Cars Than Japan and Germany They Export Almost Double The EVs of Germany

Passenger Car Exports By Country Electric Vehicle Exports By Country
7,000,000 1,000,000
900,000
m Chi
6,000,000 cn . gh"‘a
i erman
na 800,000 y
N Japan
m USA
5,000,000 700,000
Japan
600,000
4,000,000 Germany
2 E 500,000
= =}
=}
3,000,000 400,000
Usa 300,000
2,000,000
200,000
1,000,000 100,000 I I II I I
2017 2018 2019 2020 2021 2022

2015 2016 2017 2018 2019 2020 2021 2022 2023
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 4: ldentify Asymmetric Trades
Buy 1-yr 5% OTM CNY Puts/USD Calls

Trade Thesis The RMB Needs To Devalue 20% To Get Back to GFC Levels

C . .
. China's current growth model is not sustainable Effective BIS Effective RMB Exchange Rate
- Baby bust, property bust, and now inflation are significant headwinds to (2020 =100)
China’s existing growth model 120
- Capital growth and consumption growth cannot support a 5% growth target = Effective RMB

without credit growth

- A credit growth impulse to pull China out of deflation is too large to be 110 e [ffecitve RMB 2002-2008
realistic an causes too many imbalances
. China needs to return to its trade model for sustainable growth
. China needs to depreciate its currency for trade to become an 100

alternative to investment growth alone

- RMB would need to depreciate close to 20% or more to get back to levels
during the trade boom in 2002-2008

90
China Already Produces the Cheapest EV, What Happens With It Devalue?
Electric Vehile Pricing (Euros) 80
80,000 m Average Cost 2015
70,000 m Average Cost 2022
u Cheapest Export EV 2023 70
60,000
50,000
g
5 40,000 60
m
30,000
20,000
50
10,000 TN OO —~A NV OES0DNOD —~AN NN OMS0RND — AN
7 343589853933 335883 290 225225589
S 2 3 5 E B S EE 2 S EE S E E 2R S EE S EEEEEEEE
0 R e N e R
China USA Europe

1. Bloomberg 52
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China Is Becoming Japan With A Baby Bust, A Property Bust And Deflation

Step 3: ldentify Potential Catalysts
Depreciating the RMB Would Offset Make Chinese Workers More Competitive Vs Rest of EM

One Reason Is The Wage Discount For Inland Workers Has Vanished Chinese Labor Intensive Sectors Are Now Uncompetitive

Average Monthly Earnings

1,200
Figure 18: Wage differentials between inland and coastal regions
S 85% .
ey 82% 1,000 China
> 0
- 80%
e
PR
§ 68% e 800
=
© - 60%
e
o a 600 Malaysia
N 2
B [ 40% - Brazil
Thailand
400
o 20% Mexico
19I98 ZOIOO 20|02 20|04 20I06 ZOIOB 20IlO 20|12 20|14 20|16 N
Viet Nam
Inland: Annual earnings (nominal) = === Coast: Annual earnings (nominal) 200
Right: Ratio of inland to coast
Source: China Labor Statistical Yearbook
(1}
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
1. ILO.org data base 53

2. Chen, Li, “ Estimating the Scale of Relocation of Labor-Intensive Manufacturing from China: Facts and Potentials,” Institute of New Structural Economics, Peking University, December 2019
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

Equity Valuations Are Back To Levels Before CB Hikes, Even Though Rates Are Substantially Higher

Euro Area Equity Valuations Vs Pre-ECB Rate Hikes US Equity Valuations Vs Pre-FED Rate Hikes

Performance of Euro Equities vs 10-yr Euro Govenment

Yields Peformance of US Equities vs 10-year Treasury Yields
115% 0.0% 105% 1.5%
e= Furo Stoxx 600
== DAX e Nasdaq
110% e= 10-yr Euro Gov Yield (RHS, Inverted) 100% == S&P
0.5% @ 10-yr US Treasury Yield (RHS) 2.0%
1.0% 2.5%
100% \ 90%
1.5% 3.0%
95% 85%
2.0% 3.5%
90% 80%
4.0%
2.5% o
85% o 75%
80% 3.0% 70% 4.5%
0 B 0
AT A N N A S T B N
Apr-22  Jun-22 Aug-22 Oct-22 Dec-22 Feb-23 Apr-23 Jun-23 ’ 4 ’ X7 / 2 2 3 ’ <
p 2 p vg& 5&\ & N Qze Q"? vs& 5"0 & &
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

Valuations Have Rebound Even Though Earnings Have Fallen Based On Earnings Yields

Euro Area Earnings Yields Have Fallen As Rates Have Risen... Same in the US Equity Market

Euro Stoxx Proj Earnings Yield vs Euro Gov 10-yr

US Equity Proj Earnings Yield vs 10-yr Treasury

10.0¢ .59
e 3.5% 6.5% 5.0%
9.5% e S&P
3.0% 6.0% 4.5%
e Nasdaq
9.0%
2.5% @ US 10-yr Treasury Yield 4.0%
oso 5.5% (RHS)
B (]
3.5%
0% 2.0% 5.0%
3.0%
7.5% 15% 4.5%
2.5%
7.0% ’
1.0% 4.0%
6.5% e= Euro Stoxx Earnings Yield 2.0%
. 0.5%
«= Euro 10-yr Gov Yield (RHS) ° 3.5% o
. 1.5%
6.0%
0,
5.5% 0-0% 30% 1.0%
5.0% -0.5% 2.5% 0.5%
" N " v v v v Vel Yol Yol ¥l " " " " v v v v Yol Yol Yol Yol
» v » v » Vv g » > o v »oy A v WAGEAY oV v A
so %QQ QQ @‘b s\}‘\ %QQ QQQ @‘)‘ 500 %QQ Qé’ SPQ Y’Q‘ s& 0:4\ s@? Y’Q‘ 50 09& S‘) V’Q‘ SQ oﬁf&
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

US Equity Earnings Have Risen On Real Basis But Has Falling Recently As Rates Have Gone Up

Nasdaq Earnings Have Fallen On Both A Real And Nominal Basis While S&P Earnings Have Been Flat

Nasdaq Earnngs And Inflation S&P Earnings And Inflation
200 —— 12%
200 —— 12%
=  Real Nasdaq Earnings == o Real S&P Earnings
Nasdaq Earnings S&P Earnings
180 e== One Year Inflation (RHS) L 10% 180 «== One Year Inflation (RHS) F10%
160 - 8% 160 - 8%
g g
I =
=) Il
= [=))
& 140 6% =
Q Q 140 F 6%
< 2
= E
120 - 4%
120 | 40,
100 - 2%
100 F 2%
80 - 0%
Dec-19  Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22  Jun-23 30 0%
- 0

Dec-19  Jun-20 Dec-20 Jun-21 Dec-21  Jun-22 Dec-22 Jun-23
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

S&P Earnings Also Went On A Nominal Basis As Inflation Surged During the 70s

S&P 500 Price And Earnings And Inflation

(1970-1982, Shaded Areas Recessions)
300 — r 18%

a= S&P Index
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S&P Earnings
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

In Contrast to Today, Real Earnings Were Flat Vs Stat of the 70s Inflationary Cycle

S&P 500 Earnings And Inflation

(1970-1982, Shaded Areas Recessions)
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

In Contrast To Today, Earnings PE Valuations Fell ......
S&P 500
(1970-1982, Shaded Areas Recession)
300 22
275 20
- S&P
18.3
250
S&P Earnings 18
248.6
225 = Price/Earnings (RHS) 6
g 200
%‘ 14
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E 12
E 150
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8
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50 4
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 2: Fundamental Economic Framework

As Interest Rates Rose

S&P 500 Inverted PE And Fed Funds

(1970-1982, Shaded Areas Recession)
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 3: ldentify Potential Catalysts
Equities Could Fall if Central Banks Keep Rates Higher For Longer To Deal With Persistent Inflation

ECB Policy Rates Have Moved Higher For Similar Reasons Fed Funds Pricing Has Already Moved Higher With Hawkish FED

Euro Zone Implied ECB Rates US Implied Fed Funds Rates
5.0% 6.0%

~ Current
5.5% '

4.5%
- Current

5.0%

4.0%
4.5%

4.0%
3.5%

3.5%

3.0%

3.0%

2.5% 2.5%
Policy Rate IM 3M 6M 1Y 2y 3Y Policy Rate 1M 3M 6M Y 2Y 3Y
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 3: ldentify Potential Catalysts
Long Maturity Interest Rates Used To Value Equities Have Followed Policy Rates Higher

ECB Policy Rates And 10-yr Euro Government Yields Fed Funds And US 10-yr Treasury Yields

ECB Deposit Rate and Euro 10-yr Gov Yield Fed Funds And US 10-yr Yield
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Buy Equity Puts---Valuations Do Not Reflect Higher Rates

Step 4: ldentify Asymmetric Trades
Buy 6-month 5% OTM Puts On S&P

Trade Thesis Implied Vols Near Lows

*  Buy 6-month 5% OTM S&P puts S&P 6-mon implied Volatility

50%

e Catalysts

—  Equities could fall if central banks keep
rates higher for longer to fight inflation

45%

—  Equities could fall with stagflation 40% — T
economy or in a recession

—  Equities could fall if the market starts 35% o
pricing in falling profit margins,
particularly for S&P 30%

*  Why S&P puts?
—  Shorting US, not European equities to
avoid the potential of an uptick in China
stimulus

25%

20%

—  S&P could be repriced down substantially
without the Nasdaq PM tailwind

—  Puts not an outright short with a stop 10%
. . . Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22 Jun-23
because implied vol is near a 10-year low

15%

64

1. Bloomberg



SOM Macro Strategies

State Of the Markets: Best Long And Short Strategies 202304

Copyright (¢c) SOM Macro Strategies. 2023. All rights reserved. The information
contained herein has been obtained from sources believed to be reliable, but is not
necessarily complete and its accuracy cannot be guaranteed. No representation or
warranty, express or implied, is made as to the fairness, accuracy, completeness, or
correctness of the information and opinions contained herein. The views and the other
information provided are subject to change without notice. This report has been created
without regard to the specific investment objectives, financial situation, or particular
needs of any specific recipient and are not to be construed as a solicitation or an offer to
buy or sell any securities or related financial instruments. Past performance is not
necessarily a guide to future results. Company fundamentals and earnings may be
mentioned occasionally, but should not be construed as a recommendation to buy, sell, or
hold the company’s stock. SOM Macro Strategies accepts no liability for any damage
caused by any virus transmitted by this company’s emails, website, blog and Apps.

65



