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Growth indicators — things are looking up for the second half of the year

Fed policy and low real corporate bond yields imply an inflationary
boom, but low velocity continues to be a big drag

Inflation in orange, deflation (or very low inflation) in blue, busts in darker shades
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The GaveKal Q indicator

A monthly series of leading indicators and market prices that indicate global growth
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Leading the OECD leading indicators
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GavekKal global diffusion index of economic sensitive prices

A daily series of various market prices that indicate global growth
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Risk indicators (1) — mixed, but risk appetite appears to have weakened

GaveKal velocity indicator Industrial / precious metals ratio vs equities
Combination of market-based spreads & fundamental data aimed at estimating risk appetite 3m % change; metal prices from GSCl; equity index is AC world MSCI, total return, USD
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US corporate spread The VIX
Baa seasoned corp benchmark is closer to 30y duration than 10y, so we compare to 30y UST US S&P 500 volatility index
11 90 A
10
9
8 -
7 -
o 6 7
x
5 -
4 -
3 -
5. .
7 A== = Dt et T o oo e Y
0 T T T T T T T T T T T T T O T T T T T T T T
1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2007 2008 2009 2010 2011 2012 2013 2014
Gavekal Data/Macrobond Gavekal Data/Macrobond

l.!_GavekaI Dragonomics 3



Yield spread

Yield spread
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Risk indicators (2) — still low, but junk spread widening is ominous

US OIS - T bill spread

3m OIS rate (based on expected avg effective fed funds rate) - 3m US T bill yield
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Yield spread

Yield spread

EMU yield spreads over Germany

10y government bond yields over German Bund yields
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2008

Euro TED spread

3m Euribor - 3m German bills
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Inflation — big pick-up in our diffusion index of CPI this month

Diffusion index of 16 CPl components - accelerating or decelerating Break-even inflation rate for 5 year TIPS
Vs. CPI (total, core & median), all smoothed with 3 month moving avg 3.0 H
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The new GaveKal P indicator Momentum of the new GaveKal P indicator
Various market-based and fundamental data aimed at gauging future price movements Various market-based and fundamental data aimed at gauging future price movements
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Central banks — Fed plateauing, BoJ less aggressive, still waiting for ECB

Real growth of foreign central bank USD reserves held at the Fed US monetary base
9 month % change, deflated by US CPI 4.0 - 300
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Currencies — euro and pound expensive, Asia looks strong

EUR/USD vs. implied PPP JPY/USD vs. implied PPP
0.50 - 100 50 - 100
D
©
o 0.75 - L 75 o 100
(=d (]
= =) & 150 - - 75
2 1.00 - 50 E & -
z = T 200 2
B B EURovervalued g -~ - 253 S 550 - o0
pi @ £ Yen overvalued S
© < ] o
2 1.50 o mr L, - 0% @ 300 - @
i & c - 253
G175 4= - TR N oo L 25 X 3507 3
= = o
3 EUR undervalued E" 400 4 .
2.00 1 - -50 S Yen undervalued
T T T T T T T T T 450 -
1998 2000 2002 2004 2006 2008 2010 2012 2014
500 - - -25
= EUR UsSD (lh y y y J y y y
per USD (Ihs) ) . . 1980 1985 1990 1995 2000 2005 2010
== Implied PPP rate, GDP-weighted 12 largest EMU countries, IMF WEO estimate (lhs)
= = LT mean of deviation from implied PPP & 1 std. dev. (rhs) == JPY per USD (lhs) = = LT mean of deviation & 1 std. dev. (rhs)
m Deviation from implied PPP, % (rhs) == Implied PPP rate, IMF WEO estimate (lhs) ® Deviation from implied PPP, % (rhs)
Gavekal Data/Macrobond Gavekal Data/Macrobond
GBP/USD vs. implied PPP Diffusion index on Asian currencies
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Bonds — getting more expensive, especially in France

US 10 year real yield

Deflated by trailing 10y avg annual CPI rate; buy / sell signals at 1 std. deviation from LT mean

17.5

15.0

12.5

10.0 ~

%

7.5 4

5.0

2.5 A

0.0

Nominal

Sell bonds

Real

-2.5

T T
2005 2010
Gavekal Data/Macrobond

T T T T
1985 1990 1995 2000

Japan 10 year real yield

Deflated by trailing 10y avg annual CPI rate; buy / sell signals at 1 std. deviation from LT mean
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UK 10 year real yield

Deflated by trailing 10y avg annual CPI rate; buy / sell signals at 1 std. deviation from LT mean
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France 10 year real yield

Deflated by trailing 10y avg annual CPI rate; buy / sell signals at 1 std. deviation from LT mean
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Germany stock market indicators

German equities & the relative performance indicator Germany market price to book value
2500 German MSCI (mid and large cap), price to book value; vs LT mean and std. deviation
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France stock market indicators

France equities & the relative performance indicator France market price to book value
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UK stock market indicators

UK equities & the relative performance indicator UK market price to book value
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Japan stock market indicators

Japan equities & the relative performance indicator Japan market price to book value

5000 ‘ i i ‘ Japan MSCI (mid and large cap), price to book value; vs LT mean and std. deviation
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Hong Kong stock market indicators

HK equities & the relative performance indicator
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== HK MSCI, price return USD, 200d ma (lhs) m Relative performance indicator (rhs)

== HK MSCI, price return USD (lhs) m Relative indicator at maximum negative (lhs)
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Hong Kong market price to book value

HK MSCI (mid and large cap), price to book value; vs LT mean and std. deviation
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Hong Kong MSCI vs. German bonds

Using total return indices; buy / sell signals based on 1 std deviation from long-term mean
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Korea stock market indicators

Korea equities & the relative performance indicator
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South Korea market price to book value

South Korea MSCI (mid and large cap), price to book value; vs LT mean and std. deviation
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Korea MSCI vs. German bonds

Using total return indices; buy / sell signals based on 1 std deviation from long-term mean

Korea MSCl /7 German REX bond index, all maturities [detrended]
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