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Disclaimer

Please do not redistribute this email, any information or communications (our “Content”) provided by 42 Macro, LLC (“42
Macro”) to any other person, including forwarding, posting, framing or publishing any of our content on any third-party
website or social media platform without express written permission of 42 Macro.

42 Macro does not provide, and no portion of our Content purports to be, individualized or specific investment advice
and 42 Macro does not provide investment advice to individuals. All information provided by 42 Macro is general in
nature and is made without regard to individual levels of sophistication or investment experience, investment
preferences, objectives or risk parameters and without regard to the suitability of the Content for individuals or entities
who may access it. Must be an accredited or registered investor to participate in the 42 Macro Pro-to-Pro service.

No information provided by 42 Macro, should be construed as an offer to sell, or a solicitation of an offer to buy any
security or investment vehicle, nor should it be construed as tailored or specific to you, or any reader or consumer
thereof. You understand and agree that our content does not constitute specific recommendations of any particular
investment, security, portfolio, transaction or strategy, nor does it recommend any specific course of action is suitable for
any specific person or entity or group of persons or entities. At any point in time, the employees of 42 Macro may own a
portion of or all the ETF securities discussed in 42 Macro research Content.

42 Macro research Content is based upon information from sources believed to be reliable. 42 Macro is not responsible

for errors, inaccuracies or omissions of information; nor is it responsible for the accuracy or authenticity of the
information upon which it relies.
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Key Takeaways: Tuesday, April 25, 2023

* MEDIUM TERM (3-12mos): We have long expected risk assets to chop around between SPX ~3800 and SPX ~4200 until the Phase 2 Credit Cycle
downturn begins sometime in 2H23. No change to that view.

* MODAL OUTCOME (High Probability): Our “resilient US economy = resilient US inflation” theme continues to perpetuate the Phase 1 Liquidity Cycle downturn. As such,
we believe the Fed is likely to continue tightening monetary policy despite mounting stress in the financial sector. We expect a final rate hike in May and QT extending
through yearend 2023. Investors should expect no unencumbered liquidity provision from the Fed until 2024 at the earliest.

* LEFT TAIL RISK (Middling Probability): Our analysis suggests the US economy is unlikely to enter recession until late-2023. Thus, a recession that develops much sooner
than our expectation will likely cause risk assets to crash from elevated levels given that the Phase 2 Credit Cycle downturn has yet to be priced in.

* RIGHT TAIL RISK (Low Probability): China’s recovery from Zero COVID and Europe’s recovery from the worst of its energy crisis are on track and supportive of global
growth. Moreover, Debt Ceiling dynamics are likely to inflate @42Macro Adjusted Net Liquidity modestly through midyear into a likely “pause pivot” by the Fed. Each of
these outcomes is bearish for the USS and may continue to inflate risk assets given bearish POSITIONING and trending cross-asset correlations.

* RISK MANAGEMENT:
* SELLS:n/a
e BUYS:n/a
e  OVERBOUGHT: n/a
* OVERSOLD: n/a

* EDUCATIONAL RESOURCES:
* https://42macro.com/walkthrough
* https://42macro.com/the-playbook/
* https://bit.ly/3DcrL21

@ @ © 42 Macro LLC. Asterisk* denotes nearly / :
Two asterisks** denotes / signal based on tenuous VAMS condition.



We Use The @42Macro Weather Model In Conjunction With Our G ID Model Framework To
Anticipate Inflections In The Liquidity Cycle And Dispersion Within And Across Asset Markets

Ten Principal Components of Macro: United States Ten Principal Components of Macro:
Real Economy Indicators 4/25/2023 Financial Economy Indicators

Growth Previous Value Latest Value Previous Signal Latest Signal Latest Signal Previous Signal Latest Value Previous Value Monetary Policy

Stock Market
OECD Composite Leading Indicator 98.5 98.5 ¥ ¥ ¥ ¥ $5,711 $5,697 @42Macro Adjusted Net Liquidity $bn

Bloomberg Consensus NTM Real GDP A ~150bps ~140bps ¥ ¥ 3-Month Outlook ¥ ¥ $30,165 $30,202 Global Central Bank Balance Sheet $bhn

Previous Value Latest Value Previous Signal Latest Signal Latest Signal Previous Signal Latest Value Previous Value Liquidity
Headline CPI YoY 6.0% 5.0% ¥ ¥

Bloomberg Consensus NTM Headline CPI A -295hps -170bps ¥ ¥ 3-Month Outlook

Bond Market

¥ ¥ -8.3% -3.3% Domestic Narrow Money Supply YoY

¥ ¥ -1.3% 0.7% Global PPP-Weighted Narrow Money Supply YoY

US Dollar
Unemployment Rate 3.6% 3.5% ¥ ¥ i i 5.00% 5.00% Benchmark Policy Rate

Bloomberg Consensus NTM Unemployment Rate A 110hbps 100bps i i 3-Month Outlook ¥ ¥ -108bps -91bps 2yr Nominal Yield Spread vs. Benchmark Policy Rate

Corporate Profits Previous Value Latest Value Previous Signal Latest Signal Latest Signal Previous Signal Latest Value Previous Value

Commodities
Bloomberg Consensus NTM Sales Growth Rate 1.5% 1.5% ¥ ¥

[ )

Bloomberg Consensus NTM EPS Growth Rate -2.2% -2.2% i i 3-Month Qutlook ()]

-
S &
' w

10% 14% Extreme Aggregated US Dollar POSITIONING

Employment Previous Value Latest Value Previous Signal Latest Signal . Latest Signal Previous Signal Latest Value Previous Value Interest Rates

-12% -14% Extreme Aggregated US Rates POSITIONING

Fiscal Policy Previous Value Latest Value Previous Signal Latest Signal Bitcoi Latest Signal Previous Signal Latest Value Previous Value
Itcoin — —
Sovereign Fiscal Balance/Nominal GDP -5.5% -6.9% [y ¥ D (@] (@] 5% -3% Extreme Aggregated Commodities POSITIONING
Real Effective Exchange Rate 106.2 106.7 " " 3-Month Outlook () () 5% 5% Extreme Aggregated US Equities POSITIONING

GRID Regime: DEFLATION
Conviction: HIGH

© 42 Macro LLC. Data Source: Bloomberg. How the model works: Each of the 20 features representing the Ten Principal Components
of Macro contributes independently to the independent Composite Signals for each asset class. Each Composite Signal is
m designed to predict whether observed macroeconomic conditions — aka the “Macro Weather” — support ,
holding, or the asset class today with a 3-month investment horizon.




K.1.S.S. Portfolio Construction Process = Keep It Simple & Systematic

I Factor Selection Process: Start with a rigorously backtested understanding of market history via our GRID Asset Market Backtests.

* Step 1: Determine the Probability-Adjusted Annualized Expected Return for each asset in each GID Regime. Use that figure to calculate
Expected Sharpe Ratios for each asset in each GID Regime.

* Step 2: Allocate a Target Exposure of 10% to three of the top five Expected Sharpe Ratios in each of the three asset classes (Equities, Fixed
Income, and Macro) and the final 10% Target Exposure to a qualitative best idea — each according to the current GID Regime as indicated by
the @42Macro Weather Model.

* Step 3: If the @42Macro Weather Model indicates a HIGH-conviction G-ID Regime, then all three exposures per asset class must correspond to
that GID Regime. If the @42Macro Weather Model indicates a MEDIUM-conviction G ID Regime, then two of the three exposures per asset
class must correspond to that G ID Regime and the final one to the GIID Regime implied by consensus NTM growth and inflation expectations.
If the @42Macro Weather Model indicates a LOW-conviction G- ID Regime, then only one of the three exposures per asset class must
correspond to that G ID Regime and the final two to the G ID Regime implied by consensus NTM growth and inflation expectations.

1. Top-Down Risk Management Overlay: Systematically incorporate changing market conditions via Expected Volatility Targeting.

* Ifthe @42Macro Weather Model signal for the respective asset class (Equites, Fixed Income, and Macro = Currencies, [Gold = inverse of US
Dollar], Commodities, Digital Assets, and [Volatility = inverse of Equitiesﬂ is BULLISH, then the Target Exposure per corresponding position =

10%.

* Ifthe @42Macro Weather Model signal for the respective asset class (Equites, Fixed Income, and Macro = Currencies, [Gold = inverse of US
Dol‘!/ar], Commodities, Digital Assets, and [Volatility = inverse of Equities]) is , then the Target Exposure per corresponding position =
7.5%.

* Ifthe @42Macro Weather Model signal for the respective asset class (Equites, Fixed Income, and Macro = Currencies, [Gold = inverse of US
Dollar], Commodities, Digital Assets, and [Volatility = inverse of Equitiesﬂ is BEARISH, then the Target Exposure per corresponding position = 5%.
M. Bottom-Up Risk Management Overlay: Systematically incorporate “the wisdom of the crowd” via Dynamic Position Sizing.
* If the exposure is Bullish VAMS, then the Actual Exposure = 100% of the Target Exposure
* If the exposure is , then the Actual Exposure = 50% of the Target Exposure
* |If the exposure is Bearish VAMS, then the Actual Exposure = 0% of the Target Exposure

© 42 Macro LLC.



@A42Macro G-ID Asset Market Backtests: DEFLATION

FACTOR (ETF

Annualized Expected Return

Percent Positive Ratio

Covariance w/ US Equity Beta

GOLDILOCKS INFLATION D GOLDILOCKS INFLATION GOLDILOCKS INFLATION LATION| GOLDILOCKS INFLATION DEFLATION
23% = 115 B 155 16%
25% £3% 115 10% 135 158
EE E5% 13% 18% 23% 24% 0.83 0.73 0.81 0.86
335 = 105 10% 135 20% 0.28 078
e B 1aw 125 FEES Z1% 0.82 088 073
S B 205 15% 7% 30% 0.27 078 0.7
57% % % 12% 12% .83 0.63 079 0.85
PHD B ) ) 115 158 078 0.52 0.51
£3% 17% 1% 15% 16% 083 C.E3 0.8z
£3% 115 e 135 158
E1% 125 11% 155 17%
E1% Sas 115 R 135 16%
335 S0 S3% 115 175 20% 0.83 .85 0.57
175 3% T 115 13% 0.67 0.53 0.47 071
13% EE 3% 105 15% 205 17% 0.58 0.60 0.75 0.69
28% 1% Si% 155 18% 15% 5% 053 0.42 D5 071
33% 135 3% 135 12% 185 23% 0.28 088 0.83 0.87
18 10w So% B 10% 1% 1a% 078 058 0.60 078
305 175 S3% 115 12% 135 20% 0.25 0.88
EE 255 S2% 135 185 235 FEL 0.81 073 EES 0.87
33% 135 a5% 125 14% 175 22% .78 0.67 073 0.86
18% 7% [ | 2% 115 13% 0.45 .81 0.87
S £ SE% 105 12% 145 14% 0.40 0.16 0.43 0.57
315 123 Si% 123 e 135 18% 0.7 074 0.7 0.50
235 185 Si% 145 13% 175 23% 0.83 0.50 0.8 0.83
255 22% a5% 245 8% 315 33% 0.60 0.25 0.57 0.63
215 175 Sas 175 3% 235 32% 0.42 0.24 .42 0.61
a5 22% B —a% a8% 175 18% 205 21% 0.33 0.26 033 0.66
30 1e% 3% 7% aT% 13% 13% 1% 16% .42 018 0.43 0.69
255 B3 R 8% Sas 145 10% 185 22% 0.42 0.43 0.E0 0.65
285 123 153 _a% a5% 1135 105 185 18% .24 0.55 0.52 0.86
g3 2% 8% TO% 0.16 [0.00} 0.17 0.23
) ) EE 1% S5% 5 B 10% 055 0.30 0.50 07z
13% T ) 3% E4% 53 B 13% D.51 030 FEE] 0.66
3% 3% ) 3% 675 0.07 0.08 [0.05) 047
13 B 10% 68% 007} [0.13)
1% 3% % E0% [o.07)
7% 155 EE 3% £5% 455 So% a5 5 B3 13% 0.28 074 0.88 0.83
18% B3 23 1% Ti% 0% 62% = £ 11% 0.77 0.40 0.57 0.72
oD B ) 7% 5% S0 SEn 5% = T 0.32 0.10 023 0.45
g3 2% 23 % 7 55w 3% T 0.15 001} 0.22 0.1a
S 15% 14% TEn £l So% S 25 105 13% (o113} {o.1a}
2% 43 25 1% B 535 3% SEe% 0.18 0.17 |o.08) 0.56
325 205 ER 3% TR ) 55 Si% 155 10% 133 29% 0.75 058 0.73 0.8
10% T 3% 1% B E7% % 0.57 0.23 0.35 0.55
10% e ) 5% 745 £33 2 S57% e 11% .44 0.42 0.50 0.55
E 2% % 2% 535 Sa%
) ER —a% =55 515 aa% 0.48 .43 0.35 0.65
115 ) 23% % TEn e oS5 185 13% 233 14% .08 014 0.07 0.16
7% 13% 2% B3 E0% £4% a5% a3 6% 7% 7% 10% 0.23 0.34 0.0% FET]
S 1% “10% EE) e aa% 155 145 223 17% .08 016 [0.01) 0.25
ETS 24% ) _16% £5% a5 255 0% 21% 78% 79% 004 GEF] 002 046
335 175 135 —10% £73% £1% 235 a5% 175 15% 185 18% . 038 0.30 0.60
T3 £ 135 1% T3 523 S1% 1g% 155 255 15% 0.13 0.22 0.10 0.21
4% 3% 255 355 18 19% 0.05. 0.05 0.16 0.25
-10% ) g3 -3% 1% 2% 123 135 115 10% D15} 011}
285 S5 aa%
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Highest Expected Sharpe Ratios By @42Vlacro G ID Regime

GOLDILOCKS

Top 5 Equity Factors
Mid Caps (VO)
Dividend Compounders (SPHD)
Emerging Markets (EEM)
Small Caps (IWM)

Mega Cap Growth (QQQ)
Bottom 5 Equity Factors
Brazil (EWZ)

United Kingdom (EWU)
Growth (IWF)

United States (SPY)
Japan (DXJ)

Top 5 Fixed Income Factors
Convertibles (CWB)
Leveraged Loans (BKLN)
High Yield Credit (HYG)
Preferreds (PFF)
Emerging Market USS Bonds (EMB)
Bottom 5 Fixed Income Factors
Long Bond (TLT)
5-10yr Treasurys (IEF)
5-10yr TIPS (TIP)
0-5yr TIPS (STIP)

EM Local Currency Bonds (EMLC)
Top 5 Macro Factors
Bitcoin (BITO)
Industrial Metals (DBB)
Commodities (DBC)
Inverse US Dollar (UDN)
Gold (GLD)

Bottom 5 Macro Factors
Equity Volatility (VIXM)

US Dollar (UUP)
Interest Rate Volatility (PFIX)
Energy (USQ)

Precious Metals (DBP)

Top 5 Equity Factors
Mid Caps (VO)

Mega Cap Growth (QQQ)
Momentum (MTUM)
United States (SPY)
Small Caps (IWM)
Bottom 5 Equity Factors
China (FXI)

Brazil (EWZ)

United Kingdom (EWU)
Low Beta (SPLV)
Dividend Compounders (SPHD)
Top 5 Fixed Income Factors
Leveraged Loans (BKLN)
Convertibles (CWB)
High Yield Credit (HYG)
0-5yr TIPS (STIP)

BDCs (BIZD)
Bottom 5 Fixed Income Factors
Long Bond (TLT)
5-10yr Treasurys (IEF)
Barclays Agg (AGG)
Investment Grade Credit (LQD)
MBS (MBB)

Top 5 Macro Factors
Bitcoin (BITO)
Commodities (DBC)
Energy (USO)
Industrial Metals (DBB)
Gold (GLD)

Bottom 5 Macro Factors
US Dollar (UUP)
Agriculture (DBA)
Inverse US Dollar (UDN)
Precious Metals (DBP)
Equity Volatility (VIXM)

INFLATION

Top 5 Equity Factors
India (INDA)
Mega Cap Growth (QQQ)
Brazil (EWZ)

Dividend Compounders (SPHD)
Momentum (MTUM)
Bottom 5 Equity Factors
Emerging Markets (EEM)
International ex-US (ACWX)
China (FXI)

United Kingdom (EWU)
Eurozone (EZU)

Top 5 Fixed Income Factors
1-3yr Treasurys (SHY)
0-5yr TIPS (STIP)
5-10yr Treasurys (IEF)
5-10yr TIPS (TIP)

Long Bond (TLT)
Bottom 5 Fixed Income Factors
Convertibles (CWB)

BDCs (BIZD)

EM Local Currency Bonds (EMLC)
Preferreds (PFF)
Investment Grade Credit (LQD)
Top 5 Macro Factors
Bitcoin (BITO)

Gold (GLD)

Equity Volatility (VIXM)

US Dollar (UUP)
Interest Rate Volatility (PFIX)
Bottom 5 Macro Factors
Industrial Metals (DBB)
Inverse US Dollar (UDN)
Commodities (DBC)
Energy (USO)
Precious Metals (DBP)

© 42 Macro LLC. Data Source: Bloomberg.
R [ Asset Markets Backtest sample = [Jan-68 through Dec-82] + [Jan-98 through present].

DEFLATION

Top 5 Equity Factors
United Kingdom (EWU)
Low Beta (SPLV)
Dividend Compounders (SPHD)
China (FXI)

Quality (QUAL)
Bottom 5 Equity Factors
Brazil (EWZ)

Japan (DXJ)

High Beta (SPHB)
Emerging Markets (EEM)
Size (OEF)

Top 5 Fixed Income Factors
1-3yr Treasurys (SHY)
5-10yr Treasurys (IEF)
Barclays Agg (AGG)

MBS (MBB)
Investment Grade Credit (LQD)
Bottom 5 Fixed Income Factors
Preferreds (PFF)

BDCs (BIZD)

EM Local Currency Bonds (EMLC)
High Yield Credit (HYG)
Leveraged Loans (BKLN)
Top 5 Macro Factors
US Dollar (UUP)

Gold (GLD)

Equity Volatility (VIXM)
Precious Metals (DBP)
Interest Rate Volatility (PFIX)
Bottom 5 Macro Factors
Bitcoin (BITO)

Inverse US Dollar (UDN)
Commodities (DBC)
Energy (USO)
Industrial Metals (DBB)



Our Current Portfolio Construction

42 Macro Portfolio Construction: 4/24/23

Liquidity (Percent of MAX Exposure of 100%): 43% Weather Model Target Exposure VAMS Actual Exposure A Since Prior Update 6mo Beta to S&P 500 Gross Exposure @ Gﬂ“ﬁ@ S&P 500 BEta'AdiUStEd Delta @Mw
BILS n/a 21.72% -0.0

USFR n/a 21.72% 0.0 BILS T 21.72% AGGREGATE 196 [l

Equities (Percent of MAX Exposure of 30%): 25% Weather Model Target Exposure VAMS Actual Exposure A Since Prior Update 6mo Peta to S&P 500 Ewu - 3.75% USFR -0.10% I

EWU 7.50% 3.75% 0.6 -

SPLV 7.50% 3.75% 0.6 SPLV ] 375 EWu B 233

SPHD 7.50% 0.00% 08 SPHD 0.00% SPLV B 2.15%

Fixed Income (Percent of MAX Exposure of 30%): 100% Weather Model Target Exposure VAMS Actual Exposure A Since Prior Update 6mo Peta to S&P 500 IEF _ 10 SHY I 0.18%
SHY 10.00% 10.00% 0.0 IEF l 0.76%
IEF 10.00% 10.00% 0.1 AGG I 10.00% 0O

AGG 1.20%

AGG 10.00% 10.00% 0.1 uupP 0.00% o
uvup 0.00%

GLD I 5.00%
Macro {Percent of MAX Exposure of 30%): 29% Weather Model Target Exposure VAMS Actual Exposure A Since Prior Update 6mo Peta to S&P 500 VIXM - 3.75%

GLD B 101%

uupP 5.00% 0.00% -0.2 VIXM -3.a8% [
GLD 10.00% 5.00% 0.2 T _ 10.00% nr B a5
VIXM 7.50% 3.75% -0.9
LT -2.
2.62% [] r -0.33% ]
LT -0.89% [] r -0.11% |
Best Idea (Percent of MAX Exposure of 10%): 100% Weather Model Target Exposure VAMS Actual Exposure A Since Prior Update 6mo Beta to S&P 500 LT 3.25% I:I
: r [l 0.30%
LT 10.00% 10.00% 0.1
r [0 res% r [ 0.23%

spv e[ SPY12.70% [ |
SPY [ ]534% SPY [ s3m

Options Overlay: 1.85 Premium 6mo Beta to S&P 500 20% 10% 0% 10% 20% 30% 15% 10% 5% 0% 5% 10%
TLT US 07/21/23 P100 ($1.31) 0.12% -2.62% 0.1
TLT US 07/21/23 120 ($0.36) -0.08% 1.50% -0.89% 0.1
TLT US 05/19/23 P103 ($0.83) 0.14% -3.25% -0.1
TLT US 05/19/23 P101 ($0.41) -0.08% 1.85% 0.1
SPY US 05/19/23 P405 ($3.89) 0.44% -12.62% 1.0
SPY US 05/19/23 P390 ($1.54) -0.19% 5.34% 1.0

© 42 Macro LLC. Data Source: Bloomberg.




Why The G IDs Work

* “l knew which shifts in the environment caused asset classes to move around, and | knew that those
relationships had remained essentially the same for hundreds of years. There were only two big forces to
worry about: growth and inflation. Each could be rising or falling, so | saw that by finding four different
investment strategies — each one of which would do well in a particular environment (rising growth with
rising inflation, rising growth with falling inflation, and so on) — | could construct an asset allocation mix
that was balanced to do well over time while being protected against unacceptable losses.”

—Ray Dalio, Principles pg. 70

* “Subjective confidence in a judgment is not a reasoned evaluation of the probability that this judgment is
correct. Confidence is a feeling, which reflects the coherence of the information and the cognitive ease of
processing it. It is wise to take admissions of uncertainty serious, but declarations of high confidence
mainly tell you that an individual has constructed a coherent story in his mind, not necessarily that the
story is true.”

—Danny Kahneman & Amos Tversky, Thinking, Fast and Slow pg. 212

* “You cannot beat the market, says the standard market doctrine. Granted. But you can sidestep its worst

punches.”
—Benoit Mandelbrot, The (Mis)Behavior of Markets pg. 249

© 42 Macro LLC. Data Source: Bloomberg.



Modal Outcome

© 42 Macro LLC. Image Source: Google.



The US Economy Remains Resilient: Robust Labor Income

B US Private Sector Emplaoyment SA (Mean of Household and Establishment Surveys) on 3/31/23 0.135M +399.0 =
TI 3mo SAAR (.PSEMP U) 3.8

M YoY (LPSEMP U) 2.3 10
;.-.--.-.-.-.-’II- -

e s

B US Private Sector Average Hourly Earnings SA on 3/31/23 28.5 + 80

Tl 3mo SAAR (USHETOT) t1 | R - 7.0

W YoY (USHETOT) —— 6o

B X1}

2.0

1.0

M US Private Sector Average We urs SA on 3/31/23 33.9 unch 50

Mo SAAR (USWHTOT) 1.2 40

I mYoY (USWHTOTY 0.6 30

: 2.0

-2.0
3.0
4.0
200

H3mo SAAR (.PSLIU)

Tl US Private Sectar Labor facome SA on 3/31/23
WYoY ((PSLIU)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nowv Dec Jan Feb Mar Apr
2021 | 2022 | 2023
.PSEMP U Index (US Private Sector Employment 5) Jobs Report Monthly 31JAN2021-11APR2023 Copyright@ 2023 Bloomberg Finance L.P. 11-Apr-2023 10:30:28

© 42 Macro LLC. Data Source: Bloomberg.
dotted lines = 2015-19 trend 3mo SAARs.




The US Economy Remains Resilient: Tight Labor Market

B JOLTS Total Jab Openings/ Total Unemployed Workers on 2/28/23 1.7 -.2 \ 2.0
T High on 03/31/22 2.0 R e S S S H S S S S S S N A 0 DN ____/___ i\ _ Lo
E+ Average 0.7
L Low on 07/31/09 0.2 ’F / :
1 N
. . ——————————— .—/—J-*“-:-:.:‘T’: ————— \ / m
\s_ PP S & e T S 05
e PR
—— e i e~ V

M Private Sector Quits Rate on 2/28/2312.9 +.1
7 High on 11/30/21 3.3 el W

=~ Average X il il il = ~ il = ~ il Rl el el e el sl Sl it el el o Il j‘ IR et Vi
Low on 08/31/09 1.3 A -~ A

WL ~—F A AV \
N \ A v 2.0
-Lj / v 15
B Private Sector Employment Cost Index on 12/31/22 155.4 +1.5 "\ 6.0
T High on 12/31/22 155.4 INVA) <o
<+ Average A 116.4 / :
imlm YA 85.0 N S S S - I ——— AVI-‘-\---L--P
W Qo) CICRRIV : /\ 3N DN A :\\ A {A 20
\ A NI A ST A L T T A i e
N/~ - \/ -
o/ V 1.0
0.0
B Nominalt Employee Compensation on 2/28/23 14181.6 +41.5 ‘vq 5.0
T High on 02/28/23 14181.6 A 1 AN A 100
= Average 89 .
1 Low on 09430701 2 \\‘;’_‘,"‘ ““““““ = A\‘ ‘,A\‘/‘ = ‘I‘\ = "/‘ AT n\‘/"‘"-vq.;‘ ATt NoH {7-‘ = E \_Il T -I-[‘ B G
3m L) 5.8 \v/\ A\f\vl \/ v/ \[\/ AVl 0o
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JOLTTOTL Index (US Job Openings By Industry Total SA) JOLTS/PSQR/ECI/NEC Monthly 31JAN2001-11APR2023 Copyright@ 2023 Bloomberg Finance L.P. 11-Apr-2023 10:30:51

© 42 Macro LLC. Data Source: Bloomberg.
dotted line = latest value. dotted line = 2015-19 trend.




The Post-COVID Reduction In Labor Supply Appears Permanent

~ | 63.0
0. v
\ 62:0
S I
\ // 61.0
[ W US Labor Force\pgrticipation Rate SA - Last Price 62,6 +.1 ] 60.0
—
\ 40.0

.
\ \ —
-1.7 \ v / N

—r — 7 ~_—_— 38.6

{ B US Labor Force Participation Rate 55 Yrs+ SA - Last Price 38.6 +.2 -
58.0
’O. l B 4y 1

55.0
[ W US Labor Force%icipation Rate Women SA - Last Price 57.1 -.1
.

\\ / 82.00

\ / \—’\"A_f 8100
\ [

e E 1
{ W US Labor Force\Pér‘tlmpatlon Rate 25-54 Yrs SA - Last Price 83.10 unch | 80.00
Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar
2020 | 2021 | 2022 | 2023
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The Labor Market Is Still “Missing” ~5 Million Workers
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The US Economy Remains Resilient: Housing Reaccelerating
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Why Has The US Economy Been So Resilient?: Record Private
Sector Liquidity Growth
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Why Has The US Economy Been So Resilient?: Scant Evidence Of
Capital Misallocation
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Why Has The US Economy Been So Resilient?: Record Cash On
Household Balance Sheets
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Why Has The US Economy Been So Resilient?: Near-Record Cash
On Corporate Balance Sheets
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Why Has The US Economy Been So Resilient?: The Housing Market
Is Hardly Sensitive To Rate Hikes
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Why Has The US Economy Been So Resilient?: Limited Exposure To
The Volatile Manufacturing Sector
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Unfortunately, Resilient US Economy = Resilient US Inflation:
Headline Inflation
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Unfortunately, Resilient US Economy = Resilient US Inflation:
Core Inflation
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Unfortunately, Resilient US Economy

Underlying Inflation
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If The Fed Wants To Succeed On Its Price Stability Mandate, It
Must Continue Tightening Until It Breaks The Economy

Manufacturing  Manufacturing

Real GDP Starting Private Non- Peak Nonfarm Payrolls Sector Share of Sector Share of S&P 500 S&P 500 TTM EPS NIPA Corporate Profits Core PCE Core PCE Fed Funds  Fed Fund

End

Primary Trigger

Contraction Financial Sector Credit Gap* Unemployment Rate Max Drawdown Nonfarm Payrolls NFP Drawdown

Max Drawdown

Max Drawdown

Max Drawdown

YoY Peak YoY Trough bps Change t, bps Change bps Change t., Rate* Peak Rate* Trough bps Change t bps Change bps Change t.,

Aug-29 Mar-33 Monetary Tightening -26.7% 24.9% -86%
May-37 Jun-38 Fiscal Tightening -18.2% 19.0% -54%
Feb-45 Oct-45 Fiscal Tightening -12.7% 1.9% 9% 42% 106% -6%
Nov-48 Oct-49 Monetary Tightening -1.7% 0.8 7.9% -5% 39% 85% -21% -16%
Jul-53 May-54 Monetary Tightening -2.6% 1.2 6.1% -3% 39% 98% -15% -22%
Aug-57 Apr-58 Pandemic -3.7% 1.5 7.5% -4% 37% 84% -21% -20% -24% 3.51% 1.02% 84bps -243bps 165bps
Apr-60 Feb-61 Monetary Tightening -1.6% 1.4 7.1% -2% 35% 95% -14% -11% -15% 2.2% 1.2% -94bps 10bps 4.68% 2.05% 19bps -263bps 13bps
Dec-69 MNov-70 Monetary Tightening/Fiscal Tightening -0.6% 1.7 6.1% -1% 32% 212% -35% -18% -20% 4.8% 4.5% 3bps -23bps -88bps 8.08% 4.80% 176bps -328bps -70bps
Nov-73 Mar-75 Energy Price Shock -3.2% 1.8 9.0% -2% 30% 188% -48% -4% -12% 4.9% 4.9% 179bps Obps -387bps 11.00% 5.50% 350bps -550bps -75bps
Jan-80 Jul-80 Monetary Tightening/Energy Price Shock -2.2% 2.0 7.8% -1% 27% 153% -15% -4% -18% 8.2% 8.2% 144bps Obps -37bps 15.50% 9.50% 400bps -600bps 600bps
Jul-81 Nov-82 Monetary Tightening -2.7% 0.2 10.8% -3% 26% 94% -27% -22% -9% 9.8% 5.9% -37bps -389bps -138bps 20.00% 9.00% 600bps -1100bps 50bps
Jul-90  Mar-91 Energy Price Shock -1.4% 0.9 7.8% -1% 22% 121% -20% -43% -6% 4.1% 3.7% 1bps -42bps -36bps 9.00% 6.00% -100bps -300bps -200bps
Mar-01 Nov-01 Monetary Tightening -0.3% 1.4 6.3% -2% 18% 107% -49% -29% -8% 2.0% 1.2% 3bps -82bps -12bps 6.50% 2.00% -100bps -450bps -75bps
Dec-07 Jun-09 Monetary Tightening -5.1% 1.9 10.0% -6% 16% 55% -57% -35% -37% 2.6% 0.7% 9bps -184bps 84bps 5.25% 0.25% -100bps -500bps Obps
Feb-20 Apr-20 Pandemic -19.2% 0.5 14.7% -14% 14% 12% -34% -16% -18% 1.8% 0.9% 6bps -92bps 221bps 2.50% 0.25% -75bps -225bps Obps
MEDIAN - All -2.7% 1.4 7.8% -3% 30% 98% -27% -19% -17% 4.1% 3.7% Sbps -82bps -36bps 7.3% 3.4% 52bps -389bps Obps
MEDIAN - Monetary Tightening -2.2% 1.4 7.8% -3% 30% 96% -27% -20% -17% 3.7% 2.9% 3bps -88bps -24bps 7.3% 3.4% 98bps -475bps 6bps
MEDIAN - Fiscal Tightening -12.7% 17 6.1% -5% 37% 159% -35% -18% -20% 4.8% 4.5% 3bps. -23bps -88bps 8.1% 4.8% 176bps -328bps -70bps
MEDIAN - Energy Price Shock -2.2% 1.8 7.8% -1% 27% 153% -20% -4% -12% 4.9% 4.9% 144bps Obps -37bps 11.0% 6.0% 350bps -550bps -75bps
MEDIAN - Pandemic -11.5% 1.0 11.1% -9% 25% 48% -27% -18% -21% 1.8% 0.9% 6bps -92bps 221bps 3.0% 0.6% Sbps -237bps 83bps
MILD Recession -2.0% 1.3 7.0% -2% 29% 124% -28% -25% -13% 3.3% 2.7% 2bps -60bps -31bps 7.07% 3.71% -1bps -335bps -83bps
MODERATE Recession -2.7% L5 8.2% -3% 32% 123% -25% -13% -17% 7.6% 6.3% 95bps -130bps -187bps 12.50% 6.26% 358bps -625bps 185bps
SEVERE Recession -4.2% 1.2 14.1% -10% 24% 58% -48% -25% -28% 2.2% 0.8% 8bps -138bps 152bps 3.88% 0.25% -88bps -363bps Obps
Correlation* to Real GDP Centraction 1.00 0.49 (0.79) 0.24 0.67 0.75 0.56 (0.01) (0.45) 0.31 0.36 0.08 0.06 (0.57) 0.41 0.46 0.25 (0.26) 0.01
r2 1.00 0.24 0.63 0.06 0.45 0.56 031 0.00 0.20 0.10 0.13 0.01 0.00 0.33 0.17 0.21 0.06 0.07 0.00
Data Source: NBER, Bloomberg. Intellectual Property of 42 Macro LLC. Asterisk = 3mo T-Bill Yield prior to the 1973-75 recession. Mild, Moderate, and Severe recession statistics are averages.

© 42 Macro LLC. Data Source: NBER, Bloomberg.
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Money Market Participants Believe The Fed Has Already Done
Enough To Break The Economy
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The Eurodollar Market Believes The Economy Will Break Quickly
Enough For Panic Rate Cuts In 2H23
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The Inversion In The 3M10Y Treasury Yield Curve Also Implies A
Recession Is Likely
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Our #Math On 3M10Y Yield Curve Inversions Suggests A Recession Is
Most Likely To Commence In The Oct-23 Through Apr-24 Period

Date of 3M10Y Real GDP Real GDP Real GDP Industrial Production Industrial Production Industrial Production Nonfarm Payrolls Nonfarm Payrolls Nonfarm Payrolls Unemployment Rate Unemployment Rate Unemployment Rate  Core PCE YoY Core PCE YoY Core PCE YoY
Yield Curve Inversion 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward
12/17/1968 2.3% 0.2% -0.0% 2.6% -0.5% -2.7% 2.4% 0.9% -0.3% 10bps Obps 140bps -4bps 13bps -13bps
6/1/1973 1.5% -0.6% -1.3% 2.1% -0.6% -7.9% 1.8% 0.7% -1.2% Obps 50bps 180bps 166bps 261bps 232bps
11/1/1978 1.5% 0.9% 0.6% 1.2% -0.3% -4.2% 2.1% 0.9% -0.2% -20bps 30bps 160bps 36bps 27bps 121bps
10/27/1980 3.9% 0.4% -2.6% 2.6% 0.4% -3.8% 1.2% 0.1% -1.3% -30bps 70bps 140bps -30bps -102bps -149bps
5/22/1989 1.5% 1.3% 0.4% -0.7% 1.5% -1.3% 0.9% 1.0% -0.6% 20bps Obps 80bps -70bps 22bps 24bps
7/7/2000 0.7% 0.3% -0.1% -1.2% -2.9% -0.9% 0.5% -0.4% -1.0% 20bps 40bps 110bps 26bps 12bps -70bps
7/17/2006 1.0% 0.9% 1.2% 0.7% 1.7% 0.6% 0.8% 0.4% 0.3% Obps 10bps 30bps -10bps -46bps 15bps
5/15/2019 1.6% -0.7% -1.3% -0.1% -15.8% 12.7% 0.7% -12.3% 7.3% Obps 960bps -650bps -20bps -59bps 42bps
10/26/2022 0.6% -0.5% 1.2% Obps -60bps
MIN 0.7% -0.7% -2.6% -1.2% -15.8% -7.9% 0.5% -12.3% -1.3% -30bps Obps -650bps -70bps -102bps -149bps
1st QUARTILE 1.4% -0.0% -1.3% -0.2% -1.2% -3.9% 0.8% -0.0% -1.1% -5hps 8bps 68bps -23bps -49bps -27bps
MEDIAN 1.5% 0.4% -0.1% 1.0% -0.4% -2.0% 1.0% 0.6% -0.4% Obps 35bps 125bps -7bps 12bps 20bps
3rd QUARTILE 1.7% 0.9% 0.5% 2.3% 0.6% -0.5% 1.9% 0.9% -0.1% 13bps 55bps 145bps 29bps 23bps 62bps
MAX 3.9% 1.3% 1.2% 2.6% 1.7% 12.7% 2.4% 1.0% 7.3% 20bps 960bps 180bps 166bps 261bps 232bps
PERCENT POSITIVE 100% 75% 38% 63% 38% 25% 100% 75% 25% 38% 75% 88% 38% 63% 63%
PERCENT NEGATIVE 0% 25% 63% 38% 63% 75% 0% 25% 75% 25% 0% 13% 63% 38% 38%
FED STILL HIKING w/in 3mo (n=3) 1.5% 0.4% -1.3% 2.1% -0.3% -4.2% 1.8% 0.7% -1.2% -20bps 50bps 160bps 36bps 27bps 121bps
FED PAUSE w/in 3mo (n=3) 1.0% 0.3% -0.0% 0.7% -0.5% -0.9% 0.8% 0.4% -0.3% 10bps 10bps 110bps -4bps 12bps -13bps
FED PIVOT w/in 3mo (n=2) 1.5% 0.3% -0.4% -0.4% -71.2% 5.7% 0.8% -5.6% 3.4% 10bps 480bps -285bps -45bps -19bps 33bps
MEAN OF BOLDED SCENARIOS 1.5% 0.4% -0.7% 1.6% -0.3% -3.1% 1.4% 0.7% -0.8% -10bps 43bps 143bps 15bps 19bps 70bps
Data Source: Bloomberg. All summary statistics featured in the bottom clusters of rows are MEDIAN values unless denoted otherwise. Intellectual Property of 42 Macro LLC.

© 42 Macro LLC. Data Source: Bloomberg.




The Inflection In Continuing Claims As A Percent Of The Labor
Force Also Implies A Recession Is Likely
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Our #Math On Continuing Claims Cycles Suggests A Recession Is
Most Likely To Commence In The Sep-23 Through Feb-24 Period

Monthly Trough In Continuing Real GDP Real GDP Real GDP Industrial Production Industrial Production Industrial Production Nonfarm Payrolls Nonfarm Payrolls Nonfarm Payrolls Unemployment Rate Unemployment Rate Unemployment Rate Core PCE YoY Core PCE YoY Core PCE YoY
Claims as a % of the Labor Force 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward
4/30/1969 1.0% -0.6% 1.1% 1.4% -3.5% -3.0% 1.5% 0.3% -1.2% 30bps 90bps 90bps 1bps -2bps 3bps
3/31/1973 0.6% 0.1% -0.7% 1.7% -0.0% -0.5% 1.3% 1.3% 0.4% -10bps 30bps 80bps 134bps 202bps 288bps
5/31/1979 0.9% 0.6% -2.2% -0.3% -4.2% 2.9% 0.9% -0.2% 0.4% 30bps 160bps Obps 27bps 121bps 94bps
7/31/1981 0.1% -1.1% -0.3% -5.5% -0.8% -1.3% -1.1% -1.2% -0.6% 140bps 120bps 60bps -135bps -85hps -69bps
5/31/1989 1.5% 1.3% 0.4% -0.1% 1.5% -1.3% 0.8% 1.0% -0.6% 20bps Obps 80bps -66bps 22bps 24bps
5/31/2000 1.9% 0.3% 0.2% -0.3% -2.6% -2.6% 0.3% 0.1% -1.0% -10bps 40bps 120bps 18bps 4bps -13bps
4/30/2006 0.4% 1.1% 1.2% 0.5% 2.5% 0.0% 0.5% 0.7% 0.2% -30bps 10bps 20bps 14bps -29hps -3bps
8/31/2019 1.3% -9.6% 8.9% -1.1% -5.7% -0.5% 0.8% -7.6% 1.9% -20bps 490bps -220bps -4bps -45bps 22bps
8/31/2022 1.4% -0.6% 1.3% -10bps -34bps
MIN 0.1% -9.6% -2.2% -5.5% -5.7% -3.0% -1.1% -7.6% -1.2% -30bps Obps -220bps -135bps -85hps -69bps
1st QUARTILE 0.5% -0.8% -0.4% -0.5% -3.6% -1.6% 0.4% -0.4% -0.7% -13bps 25hps 15bps -19bps -33bps -5hps
MEDIAN 0.9% 0.2% 0.3% -0.2% -1.7% -0.9% 0.8% 0.1% -0.2% Shps 65bps 70bps 7bps 1bps 12bps
3rd QUARTILE 1.4% 0.7% 1.1% 0.7% 0.4% -0.4% 1.0% 0.8% 0.4% 30bps 130bps 83bps 20bps 47bps 41bps
MAX 1.9% 1.3% 8.9% 1.7% 2.5% 2.9% 1.5% 1.3% 1.9% 140bps 490bps 120bps 134bps 202bps 288bps
PERCENT POSITIVE 100% 63% 63% 38% 25% 25% 88% 50% 50% 50% 88% 75% 63% 50% 63%
PERCENT NEGATIVE 0% 38% 38% 63% 75% 75% 13% 50% 50% 50% 0% 13% 38% 50% 38%
FED STILL HIKING w/in 3mo (n=3) 0.6% 0.6% -0.7% 0.5% -0.0% 0.0% 0.9% 0.7% 0.4% -10bps 30bps 20bps 27bps 121bps 94bps
FED PAUSE w/in 3mo (n=3) 1.0% -0.6% 0.2% -0.3% -2.6% -2.6% 0.3% -0.1% -1.0% 30bps 90bps 90bps 1bps -2bps -13bps
FED PIVOT w/in 3mo (n=2) 1.4% -4.1% 4.7% -0.6% -2.1% -0.9% 0.8% -3.3% 0.7% Obps 245bps -70bps -35bps -11bps 23bps
MEAN OF BOLDED SCENARIOS 0.7% 0.4% -0.2% 0.1% -0.9% -0.4% 0.8% 0.4% 0.1% -3bps 48bps 45bps 17bps 61bps 53bps

Data Source: Bloomberg. All summary statistics featured in the bottom clusters of rows are MEDIAN values unless denoted otherwise. Intellectual Property of 42 Macro LLC.

© 42 Macro LLC. Data Source: Bloomberg.




The Negative Spread Between Consumer Expectations And

Current Conditions Also Implies A Recession Is Likely
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Our #Math On Consumer Confidence Cycles Suggests A Recession
Is Most Likely To Commence In The Oct-23 Through Mar-24 Period

Date of Trough Spread b/tw the Conference Board's Real GDP Real GDP Real GDP Industrial Production Industrial Preduction Industrial Production Nonfarm Payrells Nonfarm Payrolls Nenfarm Payrolls Unemployment Rate Unemployment Rate Unemployment Rate Core PCE YoY Core PCE YoY Core PCE YoY
Consumer Expectations and Present Situation Indices 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward
8/31/1968 1.2% 1.9% 0.2% 3.5% 1.8% -3.1% 2.0% 1.9% 0.4% -10bps 10bps 70bps Sbps 9bps 9bps
12/31/1973 -0.6% -1.3% -0.5% -0.6% -71.9% -4.2% 0.7% -1.2% -1.5% 50bps 180bps 160bps 261bps 232bps -156bps
9/30/1979 0.6% -2.2% 3.9% 0.7% -4.4% 3.1% 0.7% -0.9% 1.1% 40bps 120bps -10bps 183bps 16hbps -44bps
9/30/1981 -2.6% 0.1% 1.4% -3.7% -3.3% 0.1% -1.1% -1.4% -0.1% 140bps 110bps 20bps -148bps -88bps -51bps
4/30/1989 1.5% 1.3% 0.4% -1.0% 1.5% 0.2% 0.6% 1.1% -0.3% 10bps 10bps 50bps -69bps 21bps 40bps
2/28/2001 0.2% -0.1% 1.4% -2.4% -0.7% 2.4% -0.6% -1.0% -0.1% 70bps 80bps Obps 1bps -61bps 26bps
3/31/2007 1.2% 0.2% 0.0% 1.0% -0.5% -7.8% 0.2% 0.1% -1.1% 30bps 40bps 100bps -28bps 7bps -12bps
1/31/2019 1.2% 1.3% -9.6% -1.3% -0.6% -6.3% 0.5% 0.8% -8.6% -30bps -20bps 670bps -12bps -7bps -56bps
3/31/2023
MIN -2.6% -2.2% -9.6% -3.7% -71.9% -71.8% -1.1% -1.4% -8.6% -30bps -20bps -10bps -148bps -88bps -156bps
1st QUARTILE 0.1% -0.4% -0.1% -1.6% -3.6% -4.7% 0.0% -1.0% -1.2% Sbps 10bps 15bps -38bps -21bps -52bps
MEDIAN 0.9% 0.1% 0.3% -0.8% -0.7% -1.5% 0.6% -0.4% -0.2% 35bps 60bps 60bps -6bps 8bps -28bps
3rd QUARTILE 1.2% 1.3% 1.4% 0.8% 0.0% 0.8% 0.7% 0.9% 0.0% 55bps 113bps 115bps 49bps 17bps 13bps
MAX 1.5% 1.9% 3.9% 3.5% 1.8% 3.1% 2.0% 1.9% 1.1% 140bps 180bps 670bps 261bps 232bps 40bps
PERCENT POSITIVE 75% 63% 75% 38% 25% 50% 75% 50% 25% 75% 88% 75% 50% 63% 38%
PERCENT NEGATIVE 25% 38% 25% 63% 75% 50% 25% 50% 75% 25% 13% 13% 50% 38% 63%
FED STILL HIKING w/in 3mo (n=3) 0.6% -1.3% 0.2% 0.7% -4.4% -3.1% 0.7% -0.9% 0.4% 40bps 120bps 70bps 183bps 16bps -44bps
FED PAUSE w/in 3mo (n=2) 1.2% 0.8% -4.8% -0.1% -0.6% -7.0% 0.4% 0.5% -4.8% Obps 10bps 385bps -20bps -Obps -34bps
FED PIVOT w/in 3mo (n=3) 0.2% 0.1% 1.4% -2.4% -0.7% 0.2% -0.6% -1.0% -0.1% 70bps 80bps 20bps -69bps -61bps 26bps
MEAN OF BOLDED SCENARIOS 0.7% -0.6% 0.2% -0.0% -2.6% -2.3% 0.7% -0.6% 0.1% 38bps 90bps 65bps 88bps 12bps -36bps

Data Source: Bloomberg. All summary statistics featured in the bottom clusters of rows are MEDIAN values unless denoted otherwise. Intellectual Property of 42 Macro LLC.

© 42 Macro LLC. Data Source: Bloomberg.




The Negative Spread Between Leading And Coincident Economic
Indicators Also Implies A Recession Is Likely
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Our #Math On LEI Inversions Suggests A Recession Is Most Likely
To Commence Sometime In 2H23

Date LEI YoY Growth Real GDP Real GDP Real GDP Industrial Production Industrial Production Industrial Production Nonfarm Payrolls Nonfarm Payrolls Nonfarm Payrolls Unemployment Rate Unemployment Rate Unemployment Rate Core PCE YoY Core PCE YoY Core PCE YoY
Rate Inflects Below 0% 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward

2/28/1967 0.9% 1.7% 3.7% 1.2% 3.4% 2.1% 1.1% 1.6% 1.7% Obps Obps -30bps Obps 72bps 74bps
10/31/1969 -0.6% 1.1% 1.6% -3.5% -3.0% 2.7% 0.3% -1.2% 0.7% 90bps 90bps 40bps -2bps 3bps 27bps
11/30/1973 0.1% -0.7% -1.6% -0.7% -4.6% -8.2% 0.8% -0.4% -2.1% 30bps 150bps 240bps 224bps 279bps -81bps
4/30/1979 0.9% 0.6% -2.2% 0.8% -1.9% -1.3% 1.2% 0.4% -0.4% 20bps 90bps 60bps 45bps 139bps 71bps
7/31/1981 0.1% -1.1% -0.3% -5.5% -0.8% -1.3% -1.1% -1.2% -0.6% 140bps 120bps 60bps -135bps -85bps -69bps
10/31/1989 1.3% 0.4% -1.4% 1.5% 0.2% -3.3% 1.1% -0.3% -0.9% 10bps 50bps 80bps 21bps 40bps -79bps
1/31/1996 2.4% 1.9% 2.3% 3.8% 2.8% 3.8% 1.4% 1.1% 1.4% -10bps -20bps -40bps -12bps -3bps -1bps
3/31/1999 2.2% 2.0% 1.9% 1.4% 3.3% 0.9% 1.2% 1.4% 0.6% Obps -20bps -10bps 29bps 47bps -Shps
11/30/2000 0.3% 0.2% 1.1% -2.6% -2.6% 2.3% -0.1% -1.0% -0.4% 40bps 120bps 30bps 4bps -13bps -15bps
8/31/2006 1.0% 0.9% 1.2% 1.3% 1.0% 0.1% 0.6% 0.3% 0.2% -20bps 10bps 30bps -11bps -57bps 9bps
6/30/2016 1.1% 0.9% 1.8% 0.3% 1.3% 1.1% 0.9% 0.8% 0.6% -20bps -40bps -20bps 33bps -13bps -Obps

10/31/2019 -0.7% -1.3% 2.5% -16.7% 14.0% 1.9% -13.9% 9.2% 1.5% 1110bps -780bps -80bps -78bps 44bps 177bps

6/30/2022 1.4% 1.4% -1.2% 0.3% 1.4% 2.1% -10bps -10bps -42bps -44bps

MIN -0.7% -1.3% -2.2% -16.7% -4.6% -8.2% -13.9% -1.2% -2.1% -20bps -780bps -80bps -135bps -85bps -81bps

1st QUARTILE 0.1% -0.0% -0.6% -2.8% -2.1% -1.3% 0.2% -0.5% -0.4% -2bps -20bps -23bps -12bps -13bps -29bps
MEDIAN 0.9% 0.7% 1.4% 0.5% 0.6% 1.0% 0.8% 0.4% 0.4% 15bps 30bps 30bps 2bps 21bps -Obps

3rd QUARTILE 1.1% 1.2% 2.0% 1.3% 3.0% 2.1% 1.1% 1.2% 0.9% 53bps 98bps 60bps 30bps 53bps 38bps

MAX 2.4% 2.0% 3.7% 3.8% 14.0% 3.8% 1.4% 9.2% 1.7% 1110bps 150bps 240bps 224bps 279bps 177bps
PERCENT POSITIVE 83% 75% 67% 58% 58% 67% 75% 58% 58% 58% 58% 58% 58% 58% 42%
PERCENT NEGATIVE 17% 25% 33% 42% 42% 33% 25% 42% 42% 25% 33% 42% 42% 42% 58%
FED STILL HIKING w/in 3mo (n=3) 0.9% 1.1% 1.6% 0.8% -1.9% 0.9% 1.2% 0.4% 0.6% 20bps 90bps 40bps 29bps 47bps 27bps
FED PAUSE w/in 3mo (n=6) 0.5% 0.1% 1.5% -0.2% 1.1% 0.6% 0.7% 0.6% 0.4% 10bps -Sbps Sbps -12bps -8bps -Obps
FED PIVOT w/in 3mo (n=3) 0.9% 0.4% 1.1% 1.2% 0.2% 2.1% 1.1% -0.3% -0.4% 10bps 50bps 30bps 4bps 40bps -15bps
MEAN OF BOLDED SCENARIOS 0.9% 0.9% 1.5% 0.7% -0.7% 1.0% 1.0% 0.4% 0.5% 18bps 60bps 35bps 15bps 34bps 13bps

Data Source: Bloomberg. All summary statistics featured in the bottom clusters of rows are MEDIAN values unless denoted otherwise. Intellectual Property of 42 Macro LLC.

© 42 Macro LLC. Data Source: Bloomberg.




The Sharp Rise In Cyclical Unemployment Also Implies A
Recession Is Likely
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Our #Math On Cyclical Unemployment Inflections Suggest A
Recession Is Most Likely To Commence Between Apr-23 And Sep-23

Date of +10% t3mo Rise Off Cyclical Low

in the Total Number of Unemployed Due Real GDP Real GDP Real GDP Industrial Production Industrial Production Industrial Production Nonfarm Payrolls Nonfarm Payrolls Nonfarm Payrolls Unemployment Rate Unemployment Rate Unemployment Rate  Core PCE YoY Core PCE YoY Core PCE YoY
to Firings or Culmination of Temporary Work 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward  0-6mos Forward 6-12mos Forward 12-18mos Forward 0-6mos Forward 6-12mos Forward 12-18mos Forward
1/31/1970 -0.0% -0.2% 3.3% -0.6% -0.5% 0.9% -0.2% -0.3% 0.6% 110bps 90bps 10bps -16bps 49bps 4bps
1/31/1974 -0.6% -1.3% -0.5% 0.2% -9.3% -1.8% 0.7% -1.7% 0.7% 40bps 260bps 50bps 265bps 193bps -195bps
8/31/1979 1.0% -1.8% 1.7% 1.2% -6.4% 4.3% 0.6% -0.9% 1.1% 30bps 140bps -30bps 156bps 26bps 24bps
10/31/1981 -2.6% 0.1% 1.4% -3.8% -3.3% 2.3% -1.3% -1.4% 0.5% 140bps 110bps -20bps -149bps -58bps -65bps
8/31/1990 -0.8% 0.3% 0.9% -3.5% 1.8% 0.3% -0.8% -0.4% 0.0% 90bps 30bps 50bps -42bps -56bps -13bps
1/31/2001 0.3% -0.1% 1.4% -2.9% -0.9% 2.5% -0.4% -1.0% -0.2% 40bps 110bps 10bps 12bps -70bps 12bps
7/31/2008 -2.7% -1.3% 1.4% -11.1% -3.0% 4.1% -2.5% -2.5% -0.7% 200bps 170bps 30bps -134bps -28bps 106bps
3/31/2020 -1.3% 2.5% 2.4% -1.9% 2.4% 0.9% -6.1% 1.8% 2.4% 350bps -180bps -130bps -15bps 59bps 187bps
3/31/2023
MIN -2.7% -1.8% -0.5% -11.1% -9.3% -1.8% -6.1% -2.5% -0.7% 30bps -180bps -130bps -149bps -70bps -195bps
1st QUARTILE -1.6% -1.3% 1.2% -3.6% -4.1% 0.8% -1.6% -1.5% -0.3% 40bps 75bps -23bps -65bps -56bps -26bps
MEDIAN -0.7% -0.1% 1.4% -2.4% -1.9% 1.6% -0.6% -0.9% 0.3% 100bps 110bps 10bps -16bps -1bps 8bps
3rd QUARTILE 0.1% 0.1% 1.9% -0.4% 0.1% 2.9% 0.0% -0.4% 0.8% 155bps 148bps 35hps 48bps 51bps 45bps
MAX 1.0% 2.5% 3.3% 1.2% 2.4% 4.3% 0.7% 1.8% 2.4% 350bps 260bps 50bps 265bps 193bps 187bps
PERCENT POSITIVE 25% 38% 88% 25% 25% 88% 25% 13% 63% 100% 88% 63% 38% 50% 63%
PERCENT NEGATIVE 75% 63% 13% 75% 75% 13% 75% 88% 38% 0% 13% 38% 63% 50% 38%
FED STILL HIKING w/in 3mo (n=2) 0.2% -1.5% 0.6% 0.7% -7.8% 1.2% 0.7% -1.3% 0.2% 35bps 200bps 10bps 211bps 110bps -85bps
FED PAUSE w/in 3mo (n=1) -1.3% 2.5% 2.4% -1.9% 2.4% 0.9% -6.1% 1.8% 2.4% 350bps -180bps -130bps -15bps 59bps 187bps
FED PIVOT w/in 3mo (n=5) -0.8% -0.1% 1.4% -3.5% -0.9% 2.3% -0.8% -1.0% 0.0% 110bps 110bps 10bps -42bps -56bps 4bps
MEAN OF BOLDED SCENARIOS -0.3% -0.8% 1.0% -0.8% -4.9% 1.4% 0.0% -1.1% 0.2% 68bps 155bps 10bps 97bps 54bps -39bps

Data Source: Bloomberg. All summary statistics featured in the bottom clusters of rows are MEDIAN values unless denoted otherwise. Intellectual Property of 42 Macro LLC,

© 42 Macro LLC. Data Source: Bloomberg.




Nominal Employee Compensation Suggests Fed Policy Is Not
Sufficiently Restrictive Now; It Should Be In 1-2 Quarters, However
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Every Recession Has A Phase 2 Credit Cycle Downturn And The
Pending One Has NOT Been Priced In
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The FOMC Sees U3 At 4.5% By Yearend 2023, Which Suggests The
Fed Is Implncutly Forecastmg A Recession And Won’t Ease chkly
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US Commercial Bank Deposits Are Declining At One Of Their
Fastest Rates Ever
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Bad Things Happen When Private Sector Money DEFLATION Is Not
Offset By Public Sector Money
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The Drawdown In US Commercial Bank Deposits Is Likely To
Continue Amid The Competition For Capital And Mobile Banking

?! S&P AAA & AA Rated Gov't Money Market Fund Rate on 4/7/23 4.62
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Money Market Fund Assets Are Exploding Higher
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It Is Not Likely That Treasury Secretary Yellen Can Supply Enough
T-Bills To Accommodate The Aggressive Increase In Demand
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It Is Likely That Both The TGA And RRP Are Higher — Potentially
Much Higher — In ~Six Months
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The Lack Of Unencumbered Liquidity Provision By The Fed Means @42Macro
Adjusted Net Liquidity Is Likely To St||| Be Trending Lower When Phase 2 Begins
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“Small” Banks Are A Meaningful Share Of The US Banking Sector’s
Total Assets And Dominate Commercial Real Estate Lending
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The Fed defines “Small Banks” as any bank outside of the top-25 (of ~4,700) by total assets.




“Small” Banks Account For Nearly 40% Of Total US Commercial
Bank Loans And Leases
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Liquid Deposits At “Small” Banks Account For Nearly 30% Of Total US
Commercial Bank Deposits And They Are Declining At The Fastest Rate Ever
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The Fed defines “Small Banks” as any bank outside of the top-25 (of ~4,700) by total assets.




Largely As A Result Of Deposit Outflows, “Small” Banks Are
Slamming On The Credit Intermediation Breaks
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The Fed defines “Small Banks” as any bank outside of the top-25 (of ~4,700) by total assets.



The Credit Crunch Is A Feature, Not A Bug: Commercial &
Industrial (C&I) Lending Conditions
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The Credit Crunch Is A Feature, Not A Bug: Commercial Real Estate
(CRE) Lending Conditions
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The Credit Crunch Is A Feature, Not A Bug: Consumer Lending
Conditions
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An Earnings Recession Is Likely Just Around The Corner
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Contrary To Popular Opinion, Stocks Do Not Always Bottom
Before The Trough In Earnmgs
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dotted lines = S&P 500 bottoms before the trough in YoY Corporate Profits (13 of 16; 81%).
dotted lines = S&P 500 bottoms after the trough in YoY Corporate Profits (3 of 16; 19%).




“Everyone Is [NOT] Bearish”: US Households’ Allocation To Stocks
Remains Near Dot-Com Bubble Highs
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“Everyone Is [NOT] Bearish”: US Households’ Allocation To Money
Market Funds Remains Well Shy Of Recession Liquidity Preferences
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Right Tail Risk
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CLIs Suggest The Chinese And European Economies Are
Recovering Nicely
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PMiIs Also Suggest The Chinese And European Economies Are
Recovering Nicely
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China’s Recovery Is Explicitly Bearish For The USS
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The USS Faces Structural Headwinds From Capital Outflows
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A Weak USS Is Supportive Of Global Growth And Carry Trades
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Will The Surge In Global Central Bank Liqui