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April 7th, 2021
COVID TRIGGERED INFLATION

NOTE
Slides Are for discussion and educational purposes ONLY!
Do not Trade from Any of these Charts.

The participants are not giving investment advise nor should be construed as
such

Always consult a professional investment advisor before making any
investment decisions.

The content of this slide should not be considered investment advice of any sort, nor should it be used to make investment
decisions. Use of this slide is considered to be your explicit acceptance of the Disclosure Statement and the Terms of Use
found on the last page of this document.
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AGENDA

AN ABRUPT SHIFT IN EXPECTATIONS!
A SUDDEN INFLATION SURGE?

* A Monetary Reaction?
* A Supply Chain Shock?

WHERE IS IT ACTUALLY HAPPENING?
 Actual Reporting

BOND MARKET REACTION

* Fisher Equation
* Inflation Breakevens v Real Rate

WHAT IT MEANS TO INVESTORS
* Q2 Expectations
* Q3 Expectations
* Year End 2021

COVID TRIGGERED INFLATION
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US Inflation Expectation Search Popularity Rank: "Inflation"

5-Year Breakeven Raote
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INFLATION PLUS DEFLATION COMING IN WAVES!

ROADMAP WARNING SIGNALS

EVERYTHING
DENOMINATED
IN US$

GLOBAL RECESSION

DEFLATION
- GLOBAL SUPPLY CHAINS

DISINFLATION: COST CUTTING
OFFSHORING
OUTSOURCING
RIGHT SIZING
TUITION
HEALTHCARE
DAY CARE

RENTS
HIDDEN

- SUBSTITUTION
- HEDONICS
- IMPUTATION

CREDIT EXPANSION

- MASS UNEMPLOYMENT
- WAGE / BENEFIT CUTS

- DEMAND|SHOCK
STOCK MARKET
BOND MARKET

FINANCIAL ASSETS
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We are Here

WEALTH EFFECT MMT & HELICOPTER MONEY

PRICE SERVICE
INFLATION INFLATION

ASSET STAGFLATION
INFLATION

COMING
TSUMAMI

HYPERINFLATION




A CONTINUED SHIFT!

2021 IS ABOUT A SHIFT FROM:
An INFLATION SURGE

To Compounding Hard Realities of

DEFLATION

Inflation + < Growth = Stagflation

RECESSION

INFLATION PLUS DEFLATION COMING IN WAVES!

ROADMAP WARNING SIGNALS

COMING
TSUMAMI

PRICE SERVICE ASSET
INFLATION  INFLATION INFLATION

STAGFLATION HYPERINFLATION
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AN ABRUPT SHIFT IN EXPECTATIONS!
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WHERE IS IT ACTUALLY HAPPENING?
* Actual Reporting

BOND ET REACTION




FREn ~44 — Velocity of M2 Money Stock Richard Duncan

Q3 1997: 2.19

iternet o top of housing bubble

Q2 2006: 2.01
inflationary peak
Q3 1981:1.92
“Recovery”
Q3 2010:

subprime bust, 1.74

. A Global Financial
widespread prosperity, Meltdown
low inflation

Q4 2019, pre-pandemic:

142 Surging Money Supply Growth Won't
Cause Inflation

DEAD MONEY aa42020:1.13

1970 1980 1990 2000 2010 2020 Nominal GDP/

Source: Federal Reserve Bank of St. Louis VelOCITy »
notes added by charles hugh smith www.oftwominds.com March 2021 M on ey S TO C k




TRANSITORY INFLATION

1- SHORTAGES: JIT, KanBan, Pull System — No Inventory Supply Chain
2- TRANSPORTATION: Start-up Surge means bottlenecks

3- LABOR PREMIUMS: Covid Costs

4- EXPEDITE: Extra Costs

5- COVID: Recapture Lost Revenues for Fixed Costs

To be Expected!!!
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* 3M

» Flagged rising air and freight costs to
ship ifs goods,

Series Index SeriesIndex Percentage Point Rate of Trend*
Index Mar Feb Change Direction Change {Months) ° WO | M O rT

Manufacturing §4.7 608 439 Growing | Faster s * Warned on the congestion in US ports,

o - Legacy Homes (Mobile
New Orders . 4. Growing Faster

i : : , g e « Homes) & Williams-Sonoma
Employment 59.6 544 . Growing Faster * UpTICk ln WGgeS,
Supplier 76. 72, va, stowlng Faster 51 ° I\/\Oﬂ'el Toys

* Rise in plastics prices, which were
exacerbated by the winter storm in Texas

Manufacturing at a Glance
March 2021

Inventories 50. : Growing From
Contracting

Customers’ i 2, Faster sans that took petrochemicals plants offline.
Inventories . .
Prices 5 36 Increasing Slower * Seqled Alr (PGCkOglng

Backlog of Orders 57, 54 : Growing Faster ; M @ ke r)

New Export : 2. Growing  Stower g » CEO Ted Doheny: “Costs are going up
i everywhere - it's DefCon 4 [for] us right
now. It's a big deal.”

» Albertson Grocer
« CEO Vivek Sankaran: “while inflation

Imports 56.7 56. : Growing Faster
OVERALL ECONOMY Growing Faster

Manufacturing Sector Growing Faster

wmmsn‘ MGM'MnMwmulﬂmm[Wmmmn

“Bumbtr of seauti steg I cord droction would be above trend in the first half of

““Carrecton made 89 consecutive menths from previous report

the year, it would drop back to 1 to 2 per
cent towards the end of 2021.”



U.S. Manufacturing PMI

sa, >50 = improvement since previous month
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NON-TRANSITORY INFLATION

Can’t Be Stressed Strong Enough --

1- TAX INCREASES — At All Levels of Government (Income, Sales,
Property, Fees, Licenses, Tolls etc)

2- FALLING DOLLAR - Foreign Cost of Goods — Dependency
A SLOWING US CONSUMER

» Will Trigger Global Demand Drop
* The US Consumer Has Long Been the Driver of Global Demand



US Marginal Tax Bracket vs. Government Debt

ww US Highest Marginal Tax Bracket (%) === Public Debt to GDP (%)
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Projected Budget Interest Payments

CBO US Projected Budget Data Net Interest Outlays

17 '18 '19 '20 '21 '22 '23 ‘24 '25 '26 '27 '28 '29 '30 '31 '32
Source: Congressional Budget Office ©2021 Crescat Capital LLC




2- FALLING DOLLAR

UsD
b 122.500

120.090

US DOLLAR - DXY European Credit Crisis - Lifts $$ Towards 120-120

Monthly | 117.500

VERSE .; FIAT CURRENCY
HEAD & SHOULDERS N "RE-ALIGNMENT" - 115.000
PROJECTION : BEGINS
\ : b 112.500
TRUMP B L 110.000
ELECTION A :
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- 107.500

r 105.000

- 102.500

TRUMP SANCTIONS & PROTECTIONISM 1 I r 100.000
HEIGHTENS DE-DOLLARIZATION CONCER TG -

™ DOLLAR & GOLD RISE TOGETHER F 97.500

95.000
TRUMP RE-ELECTION

EIDEN-HARRIS REGIME

Potenflal

I Policy - 87.500
Weakdbing of the UsS

r 85.000

[ESSION" - 82.500

\ r 80.000

- 77.500
ECB BANKING / CREDIT CRISIS BEGINS

- 75.000

F 72.500

JAPANESE "HARAMI" REVE! = - - F 70.000

o MACRO ANALYTICS & TECHNICAL ANALYSIS
MATASII
DOLLAR WEAKENS AFTER DOTCOM BUBBLE IMPLODES DOLLAR STRENGTH AFTER GFC TEATIGC RV LONT | 45000

Copyright © Gorden T Long
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FISHER’S EQUATION

Nominal interest rate = Expected inflation + Real interest rate

Since the infroduction of inflation-
indexed bonds, ex-ante real interest
rates have become observable.

On an economy-wide basis, the "real interest rate" in an economy is
often considered to be the rate of return on a risk-free investment,
such as US Treasury notes, minus an index of inflation, such as the rate
of change of the CPl or GDP deflator.

The US "TIPS" as a measure of the US Real Rate is flawed and as such
this has consequences



10Y UST BREAKEVENS

¥7 10-Year Breakeven Inflation Rate riovip
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REAL RATES - TIPS

10 Year Treasury Inflation-Indexed Security Rate
-0.63% for Mar 31 2021

Overview Interactive Chart

Level Chart VIEW FULL CHART

0 50 1M 3M &M YTD 1Y 3Y  5Y  10Y MAX




FRED ,y;_’; — 10-Year Treasury Inflation-Indexed Security, Constant Maturity

BE: 2.22
REAL: - 0.66
Nom. = 1.56%



BOUNDARY CONDITIONS

O U r C U rre N T expe C TO ﬂ O nS !ED w — 10-Year Treasury Constant Maturity Rate

) — 10-Year Treasury Inflation-Indexed Security, Constant Maturity
are fo r. — 10-Year Breakeven Inflation Rate The Fisher Effect.
When expected inflation
changes, the nominal interest

Break-Evens : "
Approaches 2.5% R
Real Rates:
Will approximate -0.75% to
reflect the Chinese Credit \ W\ A
Impulse Correlation \ ‘

Nominal Rates: R

" BE: 250
! . ., REAL: -0.75
Will peak at approximately a Nom: 1.75

1.75%




_0'02'“-1_'14'::.} The Long Term Upper Channel
-~ has not been re-sloped to reflect this spike.

10Y UST - TNX (Yield)

Weekly

GROWTH: 10 UST Yield Approximates Nominal GDP
INFLATION: 10 UST Yield Rises With Inflaticn Expectations

YIELD CURVE CONTROL
{YCC) INITIATED????

Potential Weakening in Equity
Markets - Flight to Safety

Long Term "Spike High" Trend Channel
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. Long Term "Closing High"
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HOTE: Use Your Cursor to Move Chart to the Left
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T T
2022 2023




AGENDA

AN ABRUPT SHIFT IN EXPECTATIONS!
A SUDDEN INFLATION SURGE?

* A Monetary Reaction?
» A Supply Chain Shock?

WHERE IS IT ACTUALLY HAPPENING?
 Actual Reporting

BOND MARKET REACTION

* Fisher Equation
* Inflation Breakevens v Real Rate

WHAT WOULD YCC MEAN TO THE US$S$?



 Market Rises
« Nominal Yields Fall
» Gold Rises

« US$ Rising As Markets Reach New Highs
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P
i : i
« | M China Credit Impulse (R1) 29.84
+ | M 10Y Real Yield Based On Core CPI 12 Month Lag (L1) -1.04

China Credit Ilifnpuglse \E
- 10Y Real Rates (12 month lag)

10Y REAL > UP
GOLD > DOWN




10 Year Treasury Inflation-Indexed Security Rate
0.62% for Mar 30 2021

DD M W M YD I 3 S 0Y MAX RISING CHINESE CREDIT IMPULSE AUCUST

= RISING REAL RATES (BELOW)
= FALLING GOLD

GOLD WEAKNESS

INFRASTRUCTURE
TAXATION

GREEN DEAL
CDNTER BAILOUTS YCC
. YIELD DOWN
ALLP.90%
RaL; US$ DOWN
JUNE GOLD UP
B : 1.20%
APR'20 JUL'20 OCT'20 JAN'1 INFLATION SCARE ARRIVES

Date Value . = .
RATESUP = GOLD DOWN C: 1.70% = 2.32 +(-0.62%)
March 30, 2021 062% DOLLAR UP = GOLD DOWN 2.00% = 2.50+(-0.50%)
D: 1.45% =2.25 +(-0.80%)
March 29, 2021 0.63% E: 2.50% = 2.80 +(-0.30%)
March 26, 2021 0.67% FISHER EQUATION: YCC: 0.25% = 2.20 +(-1.95%)
March 25, 2021 -0.69% MNOMINAL RATE = BREAKEVEN + REAL RATE MOMINAL RATE = BREAKEVEN + REAL RATE

NOMINAL RATE = BREAKEVEN +(- REAL RATE)
March 24, 2021 -0.69% 1.70% = 2.32% + (-.62%) 0.25% = 2.20% + (-1.95%)



EXPECTATIONS

> Rates Will Consolidate In Q2

> Markets will Complete a Right Shoulder of Topping Process

> Precious Metals Will Rally in Q2 but Fall Further in Q3

> Markets Will Begin An Overdue Sell-Off in late Q3

> The Fed Will We Be Forced to Implement YCC in late Q3 going into Q4
> USS Will Begin to Fall In Q4 with YCC

> Precious Metals and Commodities will Rise Sharply in Q4



ADMINISTRATIONS CHANGE — BUT THE PRINTING NEVER DOES

DON'T WORRY, THEY WILL PRINT THE MONEY!
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JOIN US AT MATASII.COM
FOR MORE ON THIS TOPIC & MANY OTHERS
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WE WELCOME YOUR COMMENTS!

WE READ ALL COMMENTS FOR
FEEDBACK THAT WILL IMPROVE OUR
RESEARCH ANALYSIS

WORLD CLASS MINDS FOLLOW THIS
CHANNEL & WE VALUE HEARING
FROM YOU!

IT IS THE ONLY PAYMENT WE ACCEPT
FOR POSTING THIS FREE YOUTUBE
CONITENT



