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Geopolitical Alpha & Beta

* Constraints Framework:

Policymaker preferences are optionaland subject to constraints,
whereas material constraints are neither optional nor subject to preferences.

* Alpha: Geopolitical alpha is harvested when markets overstate or understate geopolitical risks
and opportunities. For example, investors underestimated the policy support likely to be
generated in a bipartisan matter following the COVID-19 pandemic, missing a major run-up in risk
assets from March 23, 2020, onwards.

» Beta: Geopolitical beta is about catching phase shifts and long-term trends. For example, a shift
from the Washington Consensus to the Buenos Aires Consensus should - ceteris paribus -
generate higherinflation andleadto a bond selloff.



Framework | Alpha & Beta

To generate geopolitical beta, investors musthold long-term views that are informed
by their framework. Alphais generated when events catalyze that framework.

BETA

ALPHA
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Geopolitical Context | Globalization Is Not the Norm

Globalizationis not... normal. It is not self-evident or“given.” It is a product of
governance, rules,and norms of behavior enforced by a hegemon.

We Are Living Through the Apex of Globalization
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Geopolitical Context | Multipolarity Is the Norm

Multipolarity is not compatible with peak globalization as it crates too much
of a disequilibrium. Forthe past decade, theworld has been multipolar.

America Has Ignored its Relative Decline...

... For Much of the Past Two Decades to Great Costs
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Geopolitical Context | Coalition Against China Failed

Evidencethattheworld is multipolar can be gleaned from America's experience building
a coalitionofthe willing against China. It failed. Across three different administrations.

George W. Bush Laughsat Your Coalition of the Willing

STATUS OF HUAWEI FOR 5G NETWORKING:
Il BAN IN EFFECT ALREADY USING OR PLANNING TO USE
Il RESTRICTIONS NOT YET CONSIDERING 5G

NO BAN, UNLIKELY TO USE IN 5G ROLLOUT
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SOURCE: COUNCIL ON FOREIGN RELATIONS.



Geopolitical Context| Multipolarity & Trade
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A multipolar globalorderingof power doesnotlead to neatly decoupled economic spheres.
Both history and political science teach us that trade between enemies continues.

A Trade War Did Not Precede World War One...
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arks | TOTAL TRADE WITH

— FRANCE*
2200 | UK

RUSSIA™
1800 |
1400 |
1000 |
600 B
© CLOCKTOWER 2022

200 : :

1880 1885 1890 1895 1900 1905 1910
* INCLUDING ALGERIA AND TUNISIA UNTIL 1897.
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SOURCE: B.R. MITCHELL, INTERNATIONAL HISTORICAL
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TOTAL TRADE WITH JAPAN
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AMERICAS, 1750-1988. B.R. MITCHELL.
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Geopolitical Context | Multipolarity Is Fraught With Risks

Geopolitical conflictis more likely ina multipolar worldfora number of reasons, both theory
and empiricssupport thisview. This does not mean that every conflict will matter for markets.

Multipolarity Leads to Higher Odds of Conflict




China-US: Nota Cold War
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China-US | China’s Trap #1: Geography

Many geopolitical strategists talk of First & Second Island Chains... this is all nonsense.
China's geographic fulcrumis half the planet away: The Strait of Hormuz.

»
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China-US | China’s Trap #2: The Middle-Income Trap

China's productivity growthis declining, a dire outcome that will resultin the country

S

potentially being trapped in the middle income. China needs to avoid the middle-income trap.

China Is Too Poor to Get Stuck in the Middle-Income Trap
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China-US| Trap #3: Demographics Are A Risk to the BoP

fY=C+I1+G+NX,and S=Y -(G +C), thenS-1=NX=CA. Math story put simple:
China's demographics will guarantee to tip the country into a CA deficit.

China's Demographics Portend...

... ARisk to its CA Surplus
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China-US | Will China Usher in A Bipolar World?

If Beijing takes the Russian side and isolates itself from the EU, it may create the
conditions fortheworld to evolve froma multipolar distribution of powerto a bipolarone.

The West Has Economic and Military Superiority...

...in A Bipolar World
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China-US | The Importance of Sino-EU Relationship

Thevalue of bilateral trade between Chinaand the EU is now the world’s largest, with China's
export dependence on the European market gradually growing to match that of the US.

The Rise of Sino-EU Trade Relationship EU's Importance to China Has Grown




China-US | Less Substance in Sino-Russia Partnership

The substance of the Sino-Russia comprehensive strategic partnership is

far less significant than manythink, particularly in the West.
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Russia Is Not Evenin the Top Five Trading Partners of China

TOTAL BILATERAL TRADE (IMPORTS + EXPORTS) WITH CHINA
2018-2020 AVERAGE

us
JAPAN
KOREA
GERMANY
AUSTRALIA
VIETNAM
NETHERLANDS
RUSSIA
BRAZIL
SINGAPORE
UK
INDIA
THAILAND
MALAYSIA
SAUDI ARABIA

SOURCE: IMF DIRECTION OF TRADE, MACROBOND.
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China-US | Infrastructure Buildout Is Slow

Infrastructural needs fora robust Sino-Russian relationship are huge. They have not been built yet.
Getting Yamal Peninsula gas to Chinawouldbe one of the greatest infra projects everattempted.

Russia-China Infrastructure Links Are Paltry
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Ukraine: A Symptom of Multipolarity
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Ukraine | Russia Is Not Winning

Russianinterventionin Ukrainewillgo downin history as one of the most botched military operations
ever. Constraints have overcome preferences.

Russian Preferences...
AS OF MARCH 24
BELARUS
(.:hernlhlv RUSSIA
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200 miles
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SOURCE: INSTITUTE FOR THE STUDY OF WAR.
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... Were no Match for Material Constraints

AS OF MAY 26
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Ukraine | Donbas Remains in Ukrainian Hands...

...which makes it difficult for Moscow to downshift from the conflict.
Investors must watch carefully how Ukrainian troops reposition into Donbas.

Over Half of Donetsk Remains in Ukrainian Control, Will Russia Be Satisfied With Just Donbas?

RUSSIA

UKRAINE e
(\'/ \\H (‘
Slovyanske

_ Dnieper eKramatorsk
River 4

100 miles
HELDOR REGAINEDBY UKRAINE
RUSSIANMILITARY CONTROL
RUSSIAN ADVANCES

G 009 l e ’ DIRECTION OF RUSSIAN ADVANCE

AS OF MAY 26. SOURCE: INSTITUTEFOR THE STUDY OF WAR, BBC.
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Ukraine | Macro Relevance of Ukraine Is Diminishing
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The inflationary impulse from the conflict in Ukraine is beginning to dissipate. If the war remains
bogged downin Donbas, investors should expect macro assets to stop caring, if they have not already.

Inflationary Impulse from Ukraine Is Diminishing...

...and the Bond Market Never Seemed to Care




Ukraine | How Ukraine Could Become Macro Relevant

Underalmost every embargo scenario, Russia actually makes money! Only in the highly unlikely

event that volumes fall by 50% but prices stay at ~$120, would Moscow lose revenue.

Russia Probably Should Either Threaten..

Bn
USD| Russia:
CRUDE OIL MONTHLY EXPORT REVENUES,
25 | IF EXPORT VOLUMES DECREASE BY 25% FROM 2021
AVERAGE UNTIL YEAR-END
20 |
oil@
5 | /8150
/  0il@
i”,." $120
10 } ’
5
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SOURCE: MACROBOND, CLOCKTOWER CALCULATIONS.

... Or Actually Cut its Exports to the West

Bn
USD | RussiA:
CRUDE OIL MONTHLY EXPORT REVENUES,
25 | IF EXPORT VOLUMES DECREASE BY 50% FROM 2021
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Transitory? | Paradigm Shift #1: Multipolar World

While demandis surging, the world is facing several structural supply bottlenecks. The trend of
de-globalization and US-Chinatensions have added to the inefficiency of the global economic system.

The US-China Trade War Produced Inefficiency

Geopolitical Conflict Is Inflationary

LOSS OF EXPORT REVENUE IF

PRODUCT RUSSIA PRODUCTION AS A
CATEGORY % OF GLOBAL OUTPUT A f::g;:nizgﬁzﬁ? 1S
PALLADIUM 43.0% 3.2
il 17.0% 27.8

POTASH 16.0% 1.0
PLATINUM 12.4% 3.3

CRUDE OIL 12.0% 55.0

WHEAT 10.9% 4.0

GOLD 9.0% 9.3

NICKEL 8.3% 1.5
ALUMINUM 6.0% 2.8

COBALT 4.0% 0.1

COPPER 3.5% 2.8

SOURCE: BP STATISTICS, UN, STATISTA, USGS, CLOCKTOWER GROUP CALCULATIONS.
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Transitory? | Paradigm Shift #2: Race to Zero

The global green transformation has not onlyunleashed gargantuan investment demand,
but also capped traditional energy supply, leading to surging pricesin oil and natural gas.

Green Transformation Requires Massive Investment... ... But Constrains Traditional Energy Supply
.
usD
GloBAL: BB | | | —
120 |  INFRASTRUCTURE &
GREEN INVESTMENTS
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2
=
80 | >
= L
[+ 4
Ll
4
0 | L if
B 3= = 2
2 o 9
40 -G o < ® o
o = w <
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* INCLUDES US INTERSTATE HIGHWAY SYSTEM, SAUDI ARABIA'S NEOM, XIONG'AN
NEW AREA, THE APOLLO PROGRAM, THE GREAT WALL OF CHINA, CHINA THREE
GORGES DAM, MANHATTANPROJECT, PANAMA CANAL, SUEZ CANAL, ANDUS
TRANSCONTINENTAL HIGHWAY.

** INCLUDES THE PLEDGED SPENDING BY THEUS ($2 TRILLION UNDER BIDEN
ADMINISTRATION), THE EU($1-3 TRILLION FROM GREEN NEW DEAL), AND CHINA -
(AT LEAST $800 BILLION DURING 14THFIVE-YEAR PLAN).

*** SOURCE: IRENA ESTIMATES ($4.4 TRILLION/YEAR FROM2021T0 2050). -

SOURCE: VARIOUS SOURCES, CLOCKTOWER CALCULATIONS.
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Transitory? | Structural Supply Issue #3: Lack of Capex

The lack of capexinthelast cycle has significantly constrained the world’s ability to ramp up
production in the wake of the demand expansion and in the wake of the othertwo structural issues.

The Last Cycle Was A Capex-Less Cycle Underinvestment in the US
Bn
usD GLOBAL:
140 L TOP 40MINING COMPANIES* : T
CAPITAL EXPENDITURES*, BY COMMODITY FOcUs | | | = _
= DIVERSIFIED .
120 [ = GOLD & PLATINUM
IRON ORE, ZINC, NICKEL
100 | ™COAL 7
m COPPER
= POTASH I
80 | ]
= DIAMOND
B LITHIUM
60 I I I I I
40 I I I "\
20 \4 ,
0 1 1 1 1 1 1 1 1 1 L]
2000 2004 2008 2012 2016 2020E
* SOURCE: PWC MINE 2020. o
** SOURCE: BLOOMBERG FINANCE L.P. AND CLOCKTOWER CALCULATIONS.
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Transitory? | Shades of the 1970s

This all happened once before, in the run up to the 1970s. Inflation surprised to the upside well before
the 1973 Yom Kippur War, largely because of BAC-like fiscal and monetary policies of the late 1960s.

It Looks FamiliarBecause it Is

inflation and
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Transitory? | The Fed Hawkishness in 1973 Was a Mistake

The world is setting up to repeat the analogue from 1973, the Fed may have learned its mistakes
from that era. The recession wasnot necessaryas it delayed a capexresponse to the supply problem.

The Fed Delayed the Supply...

...Response
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Transitory? | And No, Demographics Are Not Deflationary

Demographics are not deflationary. This is one of the most misunderstood narrativesin finance. The
G7laborforce growth has peaked. Meanwhile, the ratio of consumersto savers has bottomed.

As World Labor Supply Falls, Wages Will Rise

Retirees Are Not Savers
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Tactical | The Big Risk for Hydrogen Economy: CHINA

Lockdowns and otherforms of restrictions have paralyzed domesticlogistics, causing severe
supply chain disruptions and growing economic hardship for both businesses and households.

The Airline Industry Has Come to A Halt
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CHINA:
| FLIGHTS MONITOR

2019 2020 —2021 —— 2022
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SOURCE: AIRPORTIA
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Car Traffic Has Fallen Sharply
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Tactical | Demand Problems Are Entrenched

Given the deleveraging of households and spreading lockdowns, the propertysector
malaise has increasinglybecome a demand problem rather than a liquidity problem.

Housing Sales Have Collapsed... ...Due to Households' Deleveraging
Ann % Chg BnRMB
120 1000
CHINA:
CHINA: HOUSEHOLD LONG-TERM BORROWING

100 PROPERTY SALES

800
80
60 600
40
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20
0
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TV \I\w

-20
0
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Tactical | Is China About to Have a Balance Sheet Recession?

Frequent COVID-19 lockdowns and regulatory crackdown have weighed on household
income growth and asset prices, bringing the risk of a balance sheet recession.

9%

8% |

7%

6% |

5% |

4%

Households’ Income Growth Has Notably Fallen...

CHINA:
HOUSEHOLD DISPOSABLE INCOME
2-YEAR COMPOUND AVERAGE GROWTH

2014-15 2016-17 2018-19 2020-21
SOURCE: WIND, CLOCKTOWER CALCULATIONS.
© CLOCKTOWER 2022
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...inthe Face of Elevated Debt Levels

HOUSEHOLD DEBT AS A %
- OF DISPOSABLEINCOME:
——CHINA*
—USs
© CLOCKTOWER 2022
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* USES URBANDISPOSABLE INCOME FOR THEENTIRE POPULATION. AS SUCH, THE
FINAL RESULT MAY UNDERESTIMATE THE HOUSEHOLD LEVERAGE IN CHINA.
SOURCE: WIND, CLOCKTOWER CALCULATIONS.
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Tactical | Time to Tactically Short Commodities / Long Bonds?

Thebiggest riskto the Hydrogen Economy is China. Itis too soon to tell which way Beijing policymakers
lean, greater stimulus or more lockdowns. Commoditiesand bond carnage may be overextended.

Commodities Have Unanchored from China... ...As Have Bond Yields
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Cyclical View | Hydrogen vs. Stagflation

The marketis pricing a Stagflationary context. We think that this is overly bearish given fundamentals.
What happensifthe Fed pivotsfrom max hawkishnessand China stimulates by yearend?

The Marketls Pricing In Stagflation, But HydrogenIs Still Our Bet
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Cyclical View | The Hydrogen Economy Is Here

Since 2019, we have been forecasting that the next recession would usherinthe Hydrogen Economy
due to the policy response. The pandemic stimulus has given us that high growth, highinflation context.

The Hydrogen Economy... ... IsHere
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Cyclical View | Hydrogen Cycles Burn Up Quickly

A high growth, high inflation macro context tends to be over quickly. It burnsup
beforeinvestors canget comfortableandis usually followed by a deep recession.

The Hydrogen Context Is Rare, Short & Rarely Ends Well!




Cyclical View | Is Hydrogen About to Burn Up?

Consumers are flush with savings and expenditure has normalized, but mainly

because spending on goods has peaked. Services still have a lot of catchingup to do.

Consumers Are Flush With Savings

I———y SRy B BN

Services Are Ready for Catch Up
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Cyclical View | What Does the Hydrogen Economy Mean?

%
1.2

0.6

0.0

S&P 500
REGIME RETURN (%)
HYDROGEN 123
(HIGH GROWTH, HIGH INFLATION) '
GOLDILOCKS 16.9
(HIGH GROWTH, LOW INFLATION) ’
STAGFLATION 28
(LOW GROWTH, HIGH INFLATION) '
SECULAR STAGNATION 9.0

(LOW GROWTH, LOW INFLATION)

CHANGE INUS MSCIEMINDEX COMMODITY
10-YEARYIELD (BPs) RETURN (%) RETURN (%)
10.0 38.2 10.2
-38.7 46.7 1.1
13.6 -0.5 41.9
-43.9 8.7 10.3

NOTE: ALL RETURNS SHOWN ANNUALIZED.
SOURCE: CLOCKTOWER CALCULATIONS.

AVERAGE MONTHLY REAL TOTAL RETURNS
SINCE 1950 DURING HIGH (>3%) AND RISING INFLATION

S&P GSCI
MSCIEM
TIPS 10Y

TOPIX
T-BILLS
us 10y

us 3oy

DJ CORP
JAPAN 10Y

GERMANY 10Y
60/40

STOXX 500

© CLOCKTOWER 2021

S&P 500

SOURCE: HAVER ANALYTICS, ROBERT SCHILLER, GOLDMAN SACHS INVESTMENT RESEARCH.
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AVERAGE MONTHLY REAL TOTAL RETURNS
SINCE 1950 DURING IN-LINE (1-3%) AND RISING INFLATION

T
JAPAN 10Y
TIPS 10Y
DJ CORP
GERMANY 10Y
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TOPIX

S&P 500
S&P GSCI
STOXX 600
60/40
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T-BILLS
us 10y

SOURCE: HAVER ANALYTICS, ROBERT SCHILLER, GOLDMAN SACHS INVESTMENT RESEARCH.
© CLOCKTOWER 2021
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Cyclical View | What if the Fed Doesn’t Respond?

Equities may still be a buyin a situation where inflation overshoots expectationsand the Fed
stays behind the curve. Health care, energy, and some real estate and materials could do well.

Time to Rotate into Inflation-Proof Sectors

S&P 500 SECTOR UNWEIGHTED PERFORMANCE DURING INFLATIONARY PERIODS

S&P 500 RELATIVE 3/1965- 171973~ 7/1976- 3/1987- 6/1998-  9/2003-

RETURNS 77197 2/1975 171981 2/1989 9/2002 8/2006 AVERAGE ~ MEDIAN
HEALTH CARE 136% 4% 33% -4% 26% -N% 31% 15%
ENERGY -1% 1% 68% 7% 24% 65% 29% 18%
REAL ESTATE NA -55% 106% -12% 6% 25% 14% 6%
MATERIALS -32% 50% -19% 26% 1% 11% 6% 6%
CONSUMER DISC. 78% -43% 3% -9% 1% -9% 5% -3%
FINANCIALS 30% -5% -8% -13% 17% 0% 4% -3%
INDUSTRIALS 1% -1% -2% -4% 12% 3% 3% 1%
CONSUMER STAP. 7% -10% -27% 27% 16% -4% 2% 2%
L.T. 8% -3% 13% -13% -25% -14% -6% -8%
UTILITIES -30% 4% -13% 0% -15% 21% 7% -9%
TELECOM NA 4% -28% 1% -47% 7% -12% -4%

SOURCE: BIENVILLE CAPITAL.
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Cyclical View| Tech vs. Energy Divergence Is Ludicrous

Rise in interestrates reflects not just higherinflation, but also the end of our disinflationary era.
This phase shift will benefit non-tech sectors, those that will participatein the capex-led cycle.

Tech/ Energy Divergence Has Reached... ...Ludicrous Mode
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Legal Disclaimer

This Report is proprietary and confidential and may not be copied, quoted, referenced, or distributedinany format without the express written approval of Clocktower
Group (‘Clocktower”). Any violation of the foregoing may result in material harm to Clocktower.

The views expressed reflect the personal views of the members of Clocktower's Strategy Team and do not necessarily reflect the views of Clocktower. Views
expressedare as of the date hereof and Clocktower does not undertake toadvise you of any changes in the views expressedherein. Opinions or statements regarding
financial market trends are based on current market conditions and are subject to change without notice. References to a target portfolio and allocations of such a
portfolio refer toa hypothetical allocation of assets and not an actual portfolio. The views expressed hereinand discussion of any target portfolio or allocations may not
be reflected in the strategies and products that Clocktower offers or invests. It should not be assumed that Clocktower has made or will make investment
recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or methods of analysis described herein in
managing client or proprietary accounts.

Clocktower does make any representation or warranty, express or implied, as tothe accuracy or completeness of the information contained in this Report and nothing
contained herein shall be relied upon as a promise or representation whether as to the past or future performance. The information contained herein should not be
relied solely upon by any party in connection with any investment in any fund or investment vehicle managed by Clocktower. Certain factual information contained
herein has been obtained from third-party sources. It has not beenindependently verified by Clocktower and although Clocktower believes it to be reliable, Clocktower
makes no representationas toits accuracy or completeness.

This Report is intended solely for informational purposes. It is not investment advice and should not be considered to be arecommendation to buy or sell any types of
securities or investments or as an indication that any security listed in this Report is suitable for a particular person. Any such offering would be made only to
accredited investors and only by a term sheet, confidential private placement memorandum or similar offering document (‘Offering Documents”). Before making an
investment decision with respect to any private fund, potential investors need to carefully read the Offering Documents, and also consult with their tax, legal and
financial advisors.

The investments described hereininvolve a high degree of risk, including the loss of principal investment. There can be no assurance that investment objectives will be
achieved or that investors will receive areturn of their capital. Inaddition, investment results may vary substantially ona monthly, quarterly or annual basis. Clocktower
and its affiliates also may have potential conflicts of interest, including that some of Clocktower's officers, directors and/or employees may be investors in the
securities directly or indirectly. No assurance can be given that any risk management framework described herein will achieve its objective.

This Report contains statements and information that is not purely historical innature. These include, among other things, assumptions, expectations, intentions and
beliefs about future events. All of these statements and information are intended as “forward-looking statements”. These forward-looking statements are identified by
their use of the terms and phrases, such as "believe,”'may,” “should,” “intend,”“expect,” “anticipate,”“project,” “estimate,”“predict,”"scheduled,”and similar expressions
and phrases. Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause actual results to be materially different
from those described.

Clocktower Groupis an SEC-registeredinvestment adviser and informationregarding the services provided and fees charged, along with other important disclosures
is contained in our Form ADV, which can be obtained upon request at 1-310-458-2003 or found at www.adviserinfo.sec.gov



	Slide Number 1
	Slide Number 2
	Geopolitical Alpha & Beta
	Framework | Alpha & Beta
	Slide Number 5
	Geopolitical Context | Globalization Is Not the Norm
	Geopolitical Context | Multipolarity Is the Norm
	Geopolitical Context | Coalition Against China Failed
	Geopolitical Context| Multipolarity & Trade
	Geopolitical Context | Multipolarity Is Fraught With Risks
	Slide Number 11
	China-US | China’s Trap #1: Geography
	China-US | China’s Trap #2: The Middle-Income Trap
	China-US| Trap #3: Demographics Are A Risk to the BoP
	China-US | Will China Usher in A Bipolar World?
	China-US | The Importance of Sino-EU Relationship
	China-US | Less Substance in Sino-Russia Partnership
	China-US | Infrastructure Buildout Is Slow
	Slide Number 19
	Ukraine | Russia Is Not Winning
	Ukraine | Donbas Remains in Ukrainian Hands…
	Ukraine | Macro Relevance of Ukraine Is Diminishing 
	Ukraine | How Ukraine Could Become Macro Relevant
	Slide Number 24
	Transitory? | Paradigm Shift #1: Multipolar World
	Transitory? | Paradigm Shift #2: Race to Zero
	Transitory? | Structural Supply Issue #3: Lack of Capex
	Transitory? | Shades of the 1970s
	Transitory? | The Fed Hawkishness in 1973 Was a Mistake
	Transitory? | And No, Demographics Are Not Deflationary
	Slide Number 31
	Tactical | The Big Risk for Hydrogen Economy: CHINA
	Tactical | Demand Problems Are Entrenched 
	Tactical | Is China About to Have a Balance Sheet Recession?
	Tactical | Time to Tactically Short Commodities / Long Bonds?
	Cyclical View | Hydrogen vs. Stagflation
	Cyclical View | The Hydrogen Economy Is Here
	Cyclical View | Hydrogen Cycles Burn Up Quickly
	Cyclical View | Is Hydrogen About to Burn Up?
	Cyclical View | What Does the Hydrogen Economy Mean?
	Cyclical View | What if the Fed Doesn’t Respond?
	Cyclical View| Tech vs. Energy Divergence Is Ludicrous
	Legal Disclaimer

