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BOILING FROGS 2.0

1 EXECUTIVE SUMMARY — 17™ OF JANUARY



MACRO THOUGHTS

“If you put a frog in boiling water, it'll jump straight out. If you put it in cold water and
gradually bring it to the boil, it'll sit right there until it dies.” - John Niven

US Inflation is at 40 year high hitting 7%. We were never part of “team transitory” for
those who have been following us closely.

For the first time in a decade, monetary policy is too easy in most emerging markets as
well as in some advanced economies.

European energy woes: You can’t reverse years of misguided ESG policies (Renewables)
and lack of investments in CAPEX in a few quarters. We believe oil prices will continue to
surge and energy woes will not disappear overnight.

As reported by oilprices.com, Germany is to become a net power importer for the first
time since 2002.

Iron ore prices are bouncing back into life, making the recommendation we made for VALE
even more enticing.

Fixed Income versus floating expenses (energy ones in particular...). With deeply negative
yields, it is hard to be attracted by Investment Grade. We prefer in that context utilities
and REITS over “fixed income”.

If real yields are rising with the risk of a normalizing FED then no wonder “high duration”
sectors such as TECH in general and ETF ARKK are facing more headwinds in the process.

The Atlanta Fed is downsizing its expectations for US GDP Q4 growth expectations on top
of disappointing December retail sales. Can you finally spell “stagflation”?
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https://oilprice.com/Latest-Energy-News/World-News/Germany-To-Become-Net-Power-Importer-For-The-First-Time-Since-2002.html?fbclid=IwAR2XuWxVW_b-Ba5W8Vqol_cQ1YlwKKlXamtOeD8o6dRyYbjKLC6MVbFslEU
https://oilprice.com/Latest-Energy-News/World-News/Germany-To-Become-Net-Power-Importer-For-The-First-Time-Since-2002.html?fbclid=IwAR2XuWxVW_b-Ba5W8Vqol_cQ1YlwKKlXamtOeD8o6dRyYbjKLC6MVbFslEU
https://oilprice.com/Latest-Energy-News/World-News/Germany-To-Become-Net-Power-Importer-For-The-First-Time-Since-2002.html?fbclid=IwAR2XuWxVW_b-Ba5W8Vqol_cQ1YlwKKlXamtOeD8o6dRyYbjKLC6MVbFslEU
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BOILING FROGS 2.0

U.S. inflation hits 7%, highest in 40 years

Real US December retail sales still up 9.7% y/y (using 3-month average), but only +0.5% last
3 months annualized.

Is inflation aIready taklng a b|t of US Consumptlon?
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Expect uptick in inflation-related ETF launches to continue...

Running Hot
Latest inflation data shows prices rising at fastest since 1982

mU.S, CPI
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Graph source - Bloomberg - Twitter
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'On the face of it, higher inflation of rents in 2022 is a very safe bet. 6% or 7% is likely by
year-end, which would be the highest level in three decades.’ — Bloomberg

Rents: Supply Is Falling and Prices Are Rising

Zillow showed rents surging in 2021, while vacancies tumbled
BUS Zillow Rent Index All Homes YoY - Mid Price (R1) M Rental Vacancy Rates U.S. Houses And Apartments - Last Price on 9/30/21 (L1)
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BOILING FROGS 2.0

“Euro-zone monetary policy may be among the world’s most dovish, but the currency bloc
is far ahead of the U.S. in phasing out pandemic stimulus, UniCredit’s chief European

economist says” — Bloomberg
ECB is effectively trapped on top of rising energy prices.

Soaring Inflation
Central banks are struggling with price gains far above target

M Euro-area inflation U.S. inflation on 11/30/21
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Graph source - Bloomberg - Twitter
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Food prices around the world are back to where they were during the 2011 crop crisis

We warned last year about the growing “pitchfork rising risk”.

Check That Receipt
Global food prices hit highest since 2011, adding inflationary pressures
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Source: Bloomberg Bloomberg @

Graph source - Bloomberg - Twitter
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Italians, the world’s biggest consumers of pasta, face surging prices for the staple food
Political risk in Italy is as well rising...

Pasta vs Bruschetta
With spaghetti price rising in Italy bruschetta is getting more competitive

Pasta  Olive oil / Bread / Tomatoes Mozzarella

Jan  Apr Jul
2019

Source: Istat

Graph source - Bloomberg - Twitter
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BOILING FROGS 2.0

® Hang Seng leading so far in 2022 closely followed by FTSE 100 and Taiwan. Fed hawkish
tone has weighted heavily on the NASDAQ (down -4.8%). Risk of war in Ukraine has also
taken its toll on the MICEX index in Moscow down 5% YTD.

l Dow Jones Industrials l S&P 500 l NASDAQ Composite Korea KOSPI Shanghai Shenzhen I Taiwan Weighted TAIEX CAC 40 l FTSE 100
b +6.00%
l FTSE MIB l IBEX 35 | NIKKEI 225 l Hang Seng | Moscow - MICEX l Deutsche Boerse AG DAX
b +5.00%
HSI +4.21%
b +3.00%

+0.52%

FTSEMIB -1.01%
-1.17%

b -3.00%

SHSZ300 -4.32%

CCMP -4.80%
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Graph source — KOYFIN - Macronomics
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BOILING FROGS 2.0

® US Sectors performance YTD:

® Energy (XLE) is heavily leading the pack (+16.23% YTD). Airlines are bouncing (+5.45%)
while Healthcare is down by 4.84% YTD (XLV).

¢ While gold is up, gold miners continue to lag with GDX down 3.31% YTD.

| Energy l Health Care l Industrials Technology l Financials l Utilities Gold Miners | Airlines +20.00%
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Graph source — KOYFIN - Macronomics
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BOILING FROGS 2.0

® High beta US High Yield has bounced back significantly from the recent weakness.

® Bond volatility affected high beta but finally things are settling down a bit and once again
CCCs (8.04% Yield) are benefiting from the rise in the energy sector and oil prices of
course.

| US High Yield (Broad) US High Yield BB US High Yield B | US High Yield CCC
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Graph source — KOYFIN - Macronomics
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BOILING FROGS 2.0

® We continue to dislike US Investment Grade because of “convexity” risk given both

duration and credit risks are very extended and also given “inflation” levels.

® Equities or Investment Grade? We continue to favor “equities” in that context.
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Graph source — KOYFIN - Macronomics
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BOILING FROGS 2.0

RUB against the USD has been impacted by rising geopolitical risks. The GBP has gained
over the USD. South African Rand has been weakening since the beginning of the year. We
are not discussing Turkish Lira at this stage as it continues to weaken on the back of
significant rising inflation.

| USD / Japanese Yen | Euro/USD | Brazilian Real Chinese Yuan Offshore | Thai Baht | South African Rand Russian Ruble | Norwegian Krone

Mexican Peso l British Pound / USD
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Graph source — KOYFIN - Macronomics
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BOILING FROGS 2.0

®  ARKK High Beta ETF continues to struggle while darling TESLA has overall performed in the
last 6 months.

REFINITIV

Graph source - REFINITIV EIKON - Macronomics
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BOILING FROGS 2.0

® ARKK High Beta ETF YTD is clearly on a downtrend whereas overall TESLA remains fairly
flat. The high beta ARKK ETF continues to deflate.

REFINITIV

Graph source - REFINITIV EIKON - Macronomics
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BOILING FROGS 2.0

®  Will Chinese TECH bounce back during the Santa Claus Rally we asked. It was down by 12%
when we discussed it last month. They have started bouncing back a little to only down
7.58% over the last 3 years. Not convincing yet it seems.

NASDAQ 100 ETF

KWEB ETF

REFINITIV

Graph source - REFINITIV EIKON - Macronomics
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BOILING FROGS 2.0

® But Chinese TECH YTD is up by 1.97% when NASDAQ is down by -4.48%. The year of the
Tiger for Chinese TECH? We wonder.

® As we argued last month there is potential for further gains in 2022.

KWEB ETF

NASDAQ 100 ETF

REFINITIV

Graph source - REFINITIV EIKON - Macronomics
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BOILING FROGS 2.0

French Luxury : Dramatic reversal in the luxury sector. While Hermes was clearly
dominating the luxury game in the last 6 months over LVMH, more recently Chinese
clampdown on corruption has taken its toll on top of correction in “growth stocks”.

REFINITIV

Graph source - REFINITIV EIKON - Macronomics

Private and Confidential January 2022




BOILING FROGS 2.0

®  French Luxury : YTD Hermeés is down 15% while LVMH only down by 7%.

® Chinese anti-corruption blitz is weighting. President Xi Jinping, who is expected to address
the CCDI’s conference, warned officials there would be “no mercy” for those who broke

the rules.

REFINITIV

Graph source - REFINITIV EIKON - Macronomics
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BOILING FROGS 2.0

“As the most highly rated major luxury stock, trading at 59 times estimated earnings,
Hermes has fallen more steeply than lower-rated peers. Its 15% drop in 2022 compares
with declines of 6.3% for LVMH and 5.1% for Kering SA, both of which trade on multiples
about half that of their smaller peer.” — Bloomberg

Less "A La Mode'

ough start to the year for one of the hottest luxury names
Normalized As 0f 01/02/2019 M Hermes MSCI Europe Textiles Apparel & Luxury Goods Index

A

///w\/"" Maad e

2019
Source: Bloomberg Bloomberg B

Graph source - Bloomberg - Twitter
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3 INFLATION IS LEADING TO STAGFLATION?



INFLATION IS LEADING TO STAGFLATION?

¢ Consumer sentiment is UMich Consumer Sentiment Survey: Current Conditions

now lower than April
2020, the height of the
lockdowns. And the
stock market is 100%

130

higher. 110
® Wedo not thinkitisa
good recipe.
® University of Michigan %
Current Conditions
sub-index fell to new
cycle lows this January. i |

® 732 vs. EXp 738 ¢

(Prior 74.2) % |
1995 2000 2005 2010 2015 2020
—— UMich Consumer Sentiment Survey: Current Conditions Recession
®  Lowest print in OVEer @ S i bssiesm Unverstyof eigan S Gopts
decade,__ Graph source — Refinitiv Datastream - Twitter
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INFLATION IS LEADING TO STAGFLATION?

®  Downsizing US GDP Q4 growth expectations, Atlanta Fed GDPNow edition:

Evolution of Atlanta Fed GDPNow real GDP estimate for 2021: Q4
Quarterly percent change (SAAR)
10

Atlanta Fed
GDPNow estimate
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_-"!Il.._-.-'——_---— J
4 -——rr'’'iood )
3 . Range of top 10
and bottom 10
2 . average forecasts
1
0 r T T T T T T T
28-Sep 80ct 18-0ct 28-0ct 7-Nov 17-Nov 27-MNov 7-Dec 17-Dec 27-Dec 6-Jan

Date of forecast

Sources: Blue Chip Economic Indicators and Blue Chip Financial Forecasts
Mote: The top (bottom) 10 average forecast is an average of the highest {lowest) 10 forecasts in the Blue Chip survey.

Graph source — Atlanta Fed - Twitter
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U.S. retail sales slumped in December by the most in 10 months. Inflation and omicron may
be hurting the economy a bit more than expected:

Big Pullback in Spending
U.S. retail-sales measures both decreased in December, missing forecasts

M Total retail sales (MoM change, SA) / Retail sales ex-autos (MoM change, SA)

Total sales est. = -0.1%

Ex.-autos est. = 0.1%

| | | ! | | i | |

Dec Feb Apr Jun Aug Oct Dec y Jun Aug Oct
2019 2020

Source: U.S. Commerce Department, Bloomberg survey

Graph source - Bloomberg - Twitter
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INFLATION IS LEADING TO STAGFLATION?

“U.S. workers 16-24 years old have strongest wage growth on record, +10.5% y/y” — Liz
Ann Sonders;

Watch rising wages in 2022 for cues on FED rate hikes.

US inflation is becoming broader and broader across products. 60% of the CPI items are
rising at more than 4%

M US Atlanta Fed Wage Growth Tracker Age 16-24 Years
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WGTR24YR Index (US Atlants Fed Wage Growth Tracker Age 16-24 Years) Monthly 01JAN1990-31DEC2021

avTiVal

13 |'14|'15/'16|'17 | "18 | '19 | 20 | '21
Copynght® 2022 Bloomberg Finance LP. 13-Jan-2022 14:54:56

Graph source — Liz Ann Sonders - Bloomberg - Twitter
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“Everyone knows rising interest rates have been walloping tech shares. A less-appreciated
problem for the sector is the market’s evolving profit picture.” — Bloomberg

Time to start playing “defense”

Disappearing Edge
ech growth starts to lag behind the market

® Profit growth gap: tech firms vs S&P 500

bejuadiad

2011 | 2012 T 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021
Source: Bloomberg Bloomberg B

Graph source - Bloomberg - Twitter
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INFLATION IS LEADING TO STAGFLATION?

¢  “Some 22% of small firms said inflation is their biggest problem in the latest NFIB survey,
the biggest proportion since 1986. A year ago, inflation was mentioned by just 1% of
companies” — Lisa Abramowicz

NFIB Small Business Inflation Single Mo... Nat'l Fed. of Ind. Business o

SBOTINFL Index 96 Actions - G 833875: Line Chart
01/11/ 19700 12/31/202 R ocaL COY_B s
10 6M YID 1Y SY Max Monthly v L [N < 2 EditChart w &

v ol DA el sampanins sune flatien oe the Mo, 1 preblen

Graph source - Lisa Abramowicz - Bloomberg - Twitter
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INFLATION IS LEADING TO STAGFLATION?

® What to do in this environment?

® This Is the best environment for high fixed cost / low variable cost companies. Basically
asset owner. Value of asset goes up but cost don’t go up because it is fixed in nature:

vV V ¥V V V

>

Hotels
Shipping
Telecom
Oil & Gas
Airlines
Hospitals

® Usually large scale manufacturing companies equipped with heavy machinery has usually
the fixed costs.

® Higher fixed costs lead to higher degrees of operating leverage.

® Sectors engaged in the manufacturing of food, beverages and household products, as well
as utilities and pharmaceuticals, performed best in this environment.

® Defensive sectors and companies with pricing power tend to perform best, such as food
and tobacco, pharma and utilities.
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4 FOOD FOR THOUGHTS



Private equity firms have loaded more debt onto their acquisition targets than ever before

Not a good sign in our “credit book”. We are approaching the end of the game.

Six Times
Leverage for PE-backed deals reached a new record in 2021

W PE-Backed M Non PE-Backed

2007 '08 '09 '10 11 '12 '13 '14 '15 '16
Source: S&P Global Market Intelligence's LCD
Graph source - Bloomberg - Twitter
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FOOD FOR THOUGHTS

®  Fixed Income and floating expenses :CRB Commodity index at fresh 7 year highs
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“Bank stocks are booming ahead of earnings season” — Bloomberg
Banks like rising rates. We’d rather buy US banks over European banks on a relative basis.

Mirror Image of Yields
Banks index outperforms value broadly, in line with rise in yields

B KBW Bank Index / S&P 500 Value Index

i

Mar” " Jun~ " Sep’
2020
Source: Bloomberg Data Bloomberg @

Graph source — Bloomberg - Twitter
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FOOD FOR THOUGHTS

®  “The loan growth that eluded large U.S. banks for most of last year is expected to finally
make an appearance as lenders begin to report results Friday” — Bloomberg

®  We continue to favor the US over Europe

Making a Comeback
U.S. banks' loan growth is rebounding from the pandemic

/ Bank loans and leases

| I | 1 1

2017 2018 2019 2020 2021

Source: Federal Reserve
Note: Data reflect totals for top 25 domestically chartered commercial banks

Graph source — Bloomberg - Twitter
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US leveraged loans are a good “proxy” for economic growth. As such we believe that while
we have seen some slowdown leading to “stagflationary” fears, the United States is in a
much stronger position growth wise than Europe.

Floating Up

U.S. leveraged loan price index heads for highest since 2007
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Graph source — Bloomberg - Twitter
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FOOD FOR THOUGHTS

® U.S. 2-year treasury yield is nearing one percent.

It’s happening. Real yields are surging leading to “repricing” such as “growth” stocks

USGG2YR Index 96) Actions + 97) Edit ~ G 9079: 2yr UST
106/01/2010]=d 01/13/2022[=ESSiSall ocal CCY | >
1D 30 1M 6M YID 1Y 5¢Y Max Daily¥y 2~ ¥ - Table EREEE < 7 Edit Chart & 3%

U.S. 2-Year Yield Nears One Percent
Expectations of front-loaded rate hikes drive up short-end yields
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Graph source — Bloomberg - Twitter
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FOOD FOR THOUGHTS

®  With Inversion being a mere 25 bp's away, 2022 is already shaping up as a year for traders.
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FOOD FOR THOUGHTS

® DREWRY composite World
Container Index increased
1.4% to $9,544.66 per 40ft
container this week and
remains 82% higher than a
year ago

®  Transitory this...

Private and Confidential January 2022

World Container Index - 13 January 2022
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FOOD FOR THOUGHTS

Lumber prices start the year with another bang. Just like last year: these buyers dont want
to get caught off-guard like last time so they buy ahead "just in case" Demand is
phenomenal.

Wholesale lumber prices
Price per thousand board feet of lumber
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Graph source — Bloomberg - Twitter
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9 CONCLUSION



CONCLUSION

® Harpexindex is starting to climb again but at a slow pace, this will continue to put pressure
on prices and corporate margins. We continue to watch the Harpex index very closely for
cues on global trade.

® Oil producers in the ETF space continue to shine, followed closely by Gold Miners and
China Tech. We like the Energy sector, China Tech and Regional Banks .

Theme Day Week v Month Year
Oil producers . A 239% A b.20% A 168.01% A 4776%
Gold miners . v -0.84% 4322% A 2.80% v -12.36%
China tech . A202% A 290% v -3.39% v -31.38%
Semiconductors . A 240% A 281% v -1.38% 4 29.30%
Lithium & Battery tech . A 040% A 276% v -595% A 2162%
Regional banks . A 0.87% 4195% A 1116% A 34.83%
Social media . A 012% A 115% v -568% v -19.91%
Blockchain . 4 020% 4 065% v -6.01% v -066%
Gaming & esports . A 0.20% A 053% v -10.21% -
Work from home . 4 058% 4 0.08% v -572% a153%

Table source — CMC Markets - Optp Thematic ETF Screener
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CONCLUSION

®  We continue to view negatively Investment Grade.
®  We like China Tech over US Tech.

® Inflation has not been “transitory”. We do not buy the receding narrative for 2022 as
pressure in energy prices has yet to meaningfully recede at least in Europe.

® Rising food prices and prices of ammonia, continue to be on our radar and a cause for
concern. This could lead to more social unrests in 2022.

® Uranium got spanked with the events in Kazakhstan yet we continue to like the sector.

®  Luxury sector: Growth stocks have been repriced by rising real yields but, we think the
current corruption clamp down has also to do with the weaker tone overall. Hermeés got
“repriced” accordingly. It still offers better net margin than LVMH but LVMH could
outperform with a global re-opening of the world travel wise.

®  We like VALE, GALP Energia (over Royal Dutch Shell), BHP.

That’s all for now. Don’t hesitate to reach out / comment. Happy trading to all !
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