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Deuterium Global Dynamic Allocation
Outlook for Q3 2021

The outlook for risk assets will remain positive through this quarter, with equity valuations benefitting
from a renewed surge in global output. The cyclical rebound and steady rise in consumer and producer
prices likely will again have long term bond yields moving higher on sudden strength in global demand
and output, even as major central banks keep short-term rates anchored at their lows.

This is an abrupt return to the global environment of the first quarter this year where share valuations
found support in in higher sales and earnings growth expectations while global central banks provided
extraordinary liquidity and collapsed credit spreads. An unexpectedly high real economy expansion will
be the key support for risk-asset valuations, even as the recent jump in inflation moderates, leaving central
bank authorities ample room to maintain their current accommodative policies.

The principal market surprise in Q3 2021 may well be the size and breadth of the global economic
expansion during the quarter, which would favour equity market valuations and in particular those of
industrial and commodity sectors benefitting directly from higher volumes and prices in the wake of
greater global trade and rising aggregate demand. We anticipate that Asia and Europe will benefit from and
contribute to the accelerations in global consumption and output, and that developing market shares likely
will find valuation support as well.

In Q3 2021 investors may do well to maintain high allocations to risk assets, given that
improvements in equity fundamentals from a major cycle expansion likely will shift valuations to
the upside. Sudden strength in economic output rather than in prices probably will be the source
of upward pressure on long-term bond yields, favouring the performance of corporate bonds
over sovereign debt.

Deuterium Global Asset Allocation projections show world production reaccelerating in Q3 2021

ol T ||
= II l

-0.5
-1
) 2 ) u) o = o o) ) ) ) S i
\/\ ! N /X>g -~ \/\n‘ - S /\\ A \/\\ Y - s v - ¥ ,“> ;'} a4 S
N > N e N A N > o 25 N N N < PN > N
FF F P P FF PP F P P F Py LY ¥

World Consumption Acceleration (plain line) & DGDA projections (bars) 6 months ahead, Source: Deuterium Positive Negative
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DGDA Market Projections
for Q3 2021

DGDA projections Market moves projected
for Q3 2021 AEED SIS A= for end Q3 2021

USA

3 Month yields 0.05%

10 Year yields 1.44% 5

US Dollar Index 92.37

S&P 500 Index 4298 L
I S R

3 Month yields 3.08%

Chinese Yuan 0.155 +

MSCI China 109 +
I

3 Month yields -0.1%

10 Year yields 0.05%

Japanese Yen 0.009 --

Topix Share Index 1944 +

3 Month yields -0.65%

10 Year yields -0.20% g

Euro 1.19

Euro Stoxx 50 Share Index 4064 \'@i’
I N E

3 Month yields 0.07%

10 Year yields 0.72% --

British Pound 1.38

FTSE 100 Share Index 7037 +
CCommodyviarkes

All Commodities 480 W

Oil & Energy 359 W

Gold & Precious Metals 532 -

Source: Deuterium, Bloomberg
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DGDA Global
Investment Conclusions

1 The global business cycle will show strong signs of recovery for Q3 2021 while major central bank support
= continues. Equity valuations likely will benefit from the continued rebound in global output

following unprecedented monetary and fiscal stimulus. Sovereign bond markets, given accelerating economic activity,
will face poorer prospects. This suggests that as economic growth expands more rapidly in Q3 2021, the positive effects
for risk assets will endure despite another rise in long bond yields.

Major Equities Positive =5
M arket Developing Equities Positive ++
P I'Oj e Ctl ons Oil, Industrial Commaodities Positive ++

Major Bonds Negative -

Developing Bonds Negative -

US Dollar Neutral

Japanese Yen Negative --

Euro Neutral

British Pound Neutral

2 The US Federal Reserve has provided extraordinary liquidity to the US financial system, and to US banks in
" particular, so much so that the repo market for excess cash looks about to surge beyond

its 2014 extremes. Although US QE purchases have slowed, the ECB and BoE look to be counting on both fiscal and

monetary policy interventions to support domestic activity and prices, while the PBoC appears reversed policy to again

begin support for domestic credit growth.

USA Loose
Monetary China Loosening
P OI |Cy EMU Extraordinarily Loose
g - L
Projections R oose
UK Extraordinarily Loose

3 In Q3 2021 the US and Far-East ex Japan economies will continue to show rapid expansions in aggregate
® demand, and likely will be joined by European and developing economies reporting

sustained consumer and industrial activity growth. Monetary and fiscal interventions have maintained sufficient
liquidity and income support to have the recovery extend to rising output and trade measures.

. USA Rapid Expansion
Economic | |
China Expansion
PrOjeCtIOnS EMU Rapid Expansion
Japan Expansion
UK Expansion
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Deuterium Global Dynamic Allocation
Outlook for Q3 2021

Our Q3 2021 projections for moderate inflation and higher industrial activity match our structural
projections for US CPI and Production out through 2022, based on our 150-year historical analysis
(published separately).

The charts below show our predictive Indicators for US Structural Inflation and Growth from 1885 to
2022.

This chart shows the percent change over four years of US inflation & our four-year inflation indicator.
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Black line: The four-year percentage rate of change in the US
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Shading: The Indicator for structural inflation to 2022.
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This chart shows the percent change over four years of US industrial production & our four-year production
indicator.
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The key measures that underpinned the historical evolution of prices and industrial activity were
money supply, commodity prices, interest rates, fiscal policy, and output. These therefore lay behind
the booms and bust in the equity, precious metals, and bond markets. Our quarterly projections for

a cyclical upswing align well currently with our historical projections, available on our website.
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Global Economic Acceleration
In Q3 2021

DGDA projections for production, orders, and exports show strong accelerations across

all regions in Q3 2021
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Fiscal measures in the major economies have supported the incomes of those faced with labour
market shocks, while monetary interventions have provided

and
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