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CHINA TRADE DATA COLLAPSE:

Fig. 1: Export growth, import growth and the trade surplus Fig. 2: China's trade with the US
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Source: WIND and Nomura Global Economics. Source: WIND and Nomura Global Economics.



CHINA TRADE DATA COLLAPSE:

Fig. 5: Breakdown of exports by destination Fig. 6: Breakdown of imports by product
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Source: CEIC and Nomura Global Economics. Source: CEIC and Nomura Giobal Economics.



CHINA PLUMMETING PPI INFLATION SIGNALS WEAKER ECONOMY:

Fig. 3: PPl inflation Fig. 4: PPl inflation by sector
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CHINA CREDIT IMPULSE FADES
(12m CHANGE IN NEW CREDIT AS i
A % OF GDP--"FLOW' VS 'STOCK") ’
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M China Credit Impulse 12m change on 11/30/18 -6.9600
China Credit Impulse 12m change on 11/30/18 -6.9600
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AS "ALL-SYSTEM LIQUIDITY' AGAIN DECLINES
POST THE ANNUAL JANUARY "INJECTION'

i inanci JEWVEE] 1363.7000 )
DIMINISHING MAGNITUDES OF THE ROC (3) (CNLNSFIN) —4.6497
PAST TWO JANUARY 'IMPULSES'

(CONSECUTIVE SMALLER "RATES OF

CHANGE' FROM THE ANNUAL JANUARY

LIQUIDITY PUMPING AHEAD OF NEW YR)
—
—
CAUSING A SLOW-BLEED IN CHINESE
| | D [] FINANCIAL CONDITIONS (TIGHTER)
[ ]

|_IChina Financial Conditions on 11/30/

WHICH TYPICALLY SEES CHINESE- AND GLOBAL-
INFLATION SURPRISE INDICES LOWER FROM HERE...

|_IChina Inflation Surprise Index on 12/31/18[KE]
|_IGlobal Inflation Surprise Index on 12/31/13KEX31
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i INDUSTRIAL METALS AND EQUITIES
2000 y ) i NV '_"CYCLICALS VS DEFENSIVES' FADE...

1492.55

B ILICRB Industrial Metals (L1) 1492.55
Cvclicals vs Defensives

WHICH COULD THEN DRIVE INVESTORS TO COVER SHORTS AND RE-BUIL A
POSITIONS IN UST 10Y INTO THIS POTENTIAL 'GLOBAL SLOWING' {t (i

il I I,

M UST 10Y Net Spec Positioning on 12/18/18 -0.381M
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PBoC LIQUIDITY OPERATIONS (30DMA) AND US EQUITIES “VALUE VS GROWTH’ RATIO SHOWS
THE IMPORTANCE OF CHINESE CREDIT IMPULSE ACROSS ASSETS:

Operations 30dma (R1) -26.00
OO NS Value / Growth Ratio (L1)




MARKET UNDERTONES / THEMES / POSITIONING CONTINUE TO FADE THE FED’S ECONOMIC OPTIMISM & DOTS:

POSITIONING--
HEDGE FUND ‘BETA TO SPX" REDUCED BACK NEAR 2018 “VOL EVENT’ LOWS:

HFRX Equity Hedge Index's Beta to SPX 500 0.90

HFRX Equity Hedge Index's 20d rolling-Beta to 5&P 500 down to post " 0.80
Feb lows just as the "dovish” Fed rally erupts 0.70
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HEDGE- AND MUTUAL- FUND BETA TO SPX, %ILE RANK SINCE 2003:

Long Short Beta to S& 500 (1 Month Rolling Priod, Since 3/31/03) i Mutual Fund Beta to S&P 500 (1 Month Rolling Period, Since 3/31/03)
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CTA MODEL POSITIONING ESTIMATES = SHORT RISK-ASSETS, LONG FIXED-INCOME & GOLD:
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RISK PARITY POSITIONING ESTIMATE = DELEVERAGING U.S. EQUITIES AND CREDIT,
ADDING FIXED-INCOME EXPOSURE:

Equities - US
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Commodities - Energy
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EQUITY FUND FLOWS PURGED IN 4Q18, LED BY U.S. EXODUS:
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SHORT-TERM INTEREST RATES CONTINUE TO PRICE-IN A FULL FED RATE CUT IN 2020:

SHORT-TERM RATES CONTINUE TO PRICE-IN

A FULL FED RATE CUT IN 2020 - 0-300

B EDZS-Z0 SPREAD -0.160




..WHILE ALSO PRICING-IN THE END OF THE FED CYCLE, WITH NO MORE CUTS PRICED-IN
BETWEEN MARCH 19 AND DECEMBER “19:




NEGATIVE EARNINGS REVISIONS MOST EXTREME LEVELS GOING BACK 2+ YEAR:

SPX 1500 Earnings Revisions (4w EPS revision changes)

50%

40%

30%

Net Percentage of Upside Revisions

-12%

-20% 316 Q416 Q17 Q217 Q317 Q417 Q'8 Q218 Q318 Q418

*Represents the average 4W EPS Net Revisions for all members, equally weighted, of S&P
1500 based on the net change in analyst estimate revision as % of total constituents.
Source: Bloomberg
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Net Guide SPX performance

Date Spread (%6) Over Earnings
a1l o9 4110 a.8
Q2 09 ~1.90 12.0
Qs o9 13.90 6.7
Q4 09 12.70 3.1
a1 10 9.90 8.9
Q210 ~1L.70 -0.6
BUT NEGATIVE  [::
Q4 10 12.80 5.6
a1l 11 3.50 0.4
0211 -5.80 -16.4
a3 11 -34.90 5.2
a4 11 -11.80 6.5
Q112 6.80 7.4
Q212 -29.20 a.7
Q312 ~1.70 -6.9

HISTORICALLY |z 52 EEE
PRECIPITATED s = =
LARGER SPX = 1 :';'Z

al1s -26.30 2.6
. Q2 1S ~11.80 0.3
_ Qs as -24.30 3.7
Q4 1S -3.50 -0.2
Q116 -3.50 0.2
Q216 -20.10 2.5
Qs 16 -8.80 1.3
Q4 16 -4.20 3.3
avriz ~-A4.10 1.1
Q217 -3.60 0.0
asiz -5.00 1.2
Q417 27.20 0.4
Q118 -1.30 4.2
Q218 ~1.70 3.3
Q318 -8.10 5.2
Q4 18 -26.00
All periods Average 1.3

Median 1.5

Average

ﬁﬂve Earnings '

il Revisions 9% Positive 83%
Positive Earning Average -2.4
Revisions 9% Positive 17%
4th qtr carnings Average 2.1

Returns 9% Positive 67%




“VIOLENT SELL-OFF FROM 52W HIGH” ANALOG TRIGGER = DOWN AT LEAST -17.5%

52W HIGH OVER 67 DAY PERIOD OR LESS:

FROM

Dtss 0 1 2 3 4 5 6 7 8 9 1 1 1 1 1 15 1 17 BlLBJo a]xn B u 5 % 0]
12/21/2018 2T 2% 0% 2% A% 3T A% L% A% S% 6% 0% 74% 8% 0%

8/31/19%8 3% 3% 26% L7% 69% S1% 24% S4% 6% 6% 9% 6% 66% 0% 76% 1L4% 8% 1% ) 95% foe% 6% |20% am 3% 2% 4% 02% | 2e%
9/24/19% 12% 02% -12% 05% 3% 3% 22% 27% 2% 02% -La% -30% -15% 0.4% 1% 1% 0% 26% ) 33% [26% 26% [16% 0.0% 09% 02% -07% 0.8% ] 24%
10/19/1987 5% 14%% 10.4% 10.4% 1% 37% 36% 8% 120% 137% 1L6% 10.7% 13.2% 11.8% 8.2% 6% 105% 9% ) 97% 181% 97% | 66% 76% 81% 96% 86% 6% 2%
3/27/1980 25% 3% 40% 4% 40% 20% 20% S0% 60% 57% 4% A% 3% 2% 20% 63% [7.1% 76% | 76% 8% 4% 7%

VAR - A G ATK IOTK 1% 3% 626 TR T4 SOK A% 7% 0K 102K 97% 1L5% [9.6% 1.0%|132% 10.7% n.m%’&

10/24/1929 0.7 A1,1% -11.1% -20.0% 17.0% -17.7% -22.9% - 3% - | -17.4% 116.1% -16.8% | -17.0% -19.8% - 5

Average 2% 2.6% 1.1% 2% 0% 0% 19 a0% 2% 1% 284 1% 20% 10% L% ogh 208 2% Lagk Jask 34% 2% 21% 20% 30% 27 2% | 26%
Median 25% 35% 30% 29% 37% 3% A% 6% S S A% 3.0% [ 2.6%
%Positive 3%  83% 83% [ 83%
bottom 10%tile - L6.8% -6.9% 6.8
top 10%tile m.sx og% 10.%) 10.5% 100% 10.4% 1219 121%
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Cumulative SPX returns from the SPX being down at least -17.5% over 67 day time period
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SPX cumulative return from Oct9th 2007 to Oct3rd 2008 and Sep20 2018 to Janl14 2009
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CURVE UPDATES—HAS THE FED ‘DOVISH PIVOT’ DONE ENOUGH TO OFFSET
‘POLICY ERROR’ / “TIGHTENING INTO A SLOWDOWN’ CONCERNS?
SHORT TERM CURVES-
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UST CURVES-
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M Federal Funds Target Rate - Upper Bound...

WORRY WHEN |
WE STEEPEN:

BE AFRAID WHEN THE CURVE STEEPENS,
NOT WHEN IT INVERTS--GFC EXAMPLE

2) Curve ultimately steepens

a massive 285bps, and nearly

an entire year before U.S. Equities
show stress

4

1) UST 2s510s begins to steepen in:Nov "06 after
having inverted following the final hike in June '06

M 10year UST - 2yr

S&P 500 Ind L1 3) A full year after the UST curve steepens, SPX
23 () begins what is ultimately a brutal -52% drawdown
from highs made in Oct "07 to Mar "09 lows
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M Fed Funds Target Rate on 12/31/01 (R1) 1 75

B S&P 500 on 12/31/01 (L1)

1148.08

3) Fed cuts three times after the EM
wobbles triggered massively-leveraged
relative value HF LTCM to blow-up
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i 2) Shortly after the curve began steepening,
SPX began a sell-off which ultimately was a
-19.5% drawdown ~3.00
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STEEPENING CURVE IS WHY EQUITIES “VALUE” BEGINS TO WORK AGAIN RELATIVE TO
‘GROWTH’—2S30S AND VALUE / GROWTH RATIO SINCE 2009:

_| _
B VALUE / GROWTH RATIO (R1) 0.6621 = (.9500

4.00004 n | M UST 25305 CURVE (L1)  0.5167
TN _
3.5000 44! IV +0.9000
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2.5000

- - = 0.8000
2.00004 l.w !

E
1.5000+

{IN PERPETUITY" HAVE CRUSHED "VALUE" FACTOR ! I
gEfEn VERSUS "GROWTH"™ SINCE ZIRP / QE BEGAN, AS ) 0.6621
HIGH CASH "GROWTH" ENJOYS A FUNDING ADVANTAGE - uU.ooUu
| OVER MORE TYPICALLY INDEBTED "VALUE" CO'S

1.0000« "EASY" FINANCIAL CONDITIONS / "FLAT CURVES * = 0.7000
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VALUE / GROWTH AND 2510S CURVE SINCE START 2017:

[ NL.VALGROW?2 Index - Last Price (R1) Ryt
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