GS Tactical Flow of Funds: Hello July

The #1 incoming question to hit my desk week from global wall street “When do I short
(actually re-short) the equity market?”. Is it location (price level) or time and when is the short
covering bid completed? My reply: "I would wait a few weeks'" - 9 points.

1. This was the best Q3 start for the S&P 500 since 1980, 42 years, and 9" best start to Q3
since 1900.

2. This is the best Q3 start for the US 60/40 “worlds retirement portfolio” since 1997, 25 years,
and 11" best start to Q3 since 1900.

3. As investors have now “opened their quarterly statements” over the weekend following the
worst 1H for the US 60/40 since the Great Depression, I am not seeing this cohort sell after
seeing their reports. The opposite has happened, in a rather interesting order of events.

4. US stocks logged inflows again, while every other region globally saw outflows. European
equity funds saw 21 straight weeks of selling and Emerging Market Equity Funds saw the
largest weekly outflow in two months. I expect this theme to continue.

5. As a reminder, we are right in the middle of the best 16-day stretch of the year going back to
1928. This two week period is the best two week period of the year. The top of my seasonal
chart is Monday July 18". 2H July is middle of the range, and 1H August is near the bottom
of the pile, as vacation kicks off materially in the next few weeks.

6. New month, new quarter, new 401k, new 529 accounts are getting put to work right now
from civilian investors. The market tested and held key levels on Tuesday. There was definitely
a sense of urgency to cover shorts both in macro products (ETF + Futures, and GS most short
themed baskets), which picked up on the institutional side. Best on the board yesterday below.

7. The most important line of my email today: there is scope for systematic investors to re-
leverage and liquidity adjusted this matters. Given the construction of US indices, this bid to
bonds has led to a large rally in NDX, and the top 5 most important stocks in the world. There
is demand for bonds in all scenarios, and is demand for stocks in most scenarios, with large
asymmetry to the upside if we keep going.

8. Check out my updated margin leverage data. Happy Trails to leverage, now cleared.
9. How many days until the corporate blackout ends? Not many. July 22", As new inflow $

ends, corporate $ re-emerges from the blackout window with size authorized and ready to buy
0?2 earnings "expected, already in the price" weakness.



Equity CTA’s

Iw globally: +650mm in flat tape / +23bn in up tape / -10bn in down tape
Im globally: +10bn in flat tape / +115bn in up tape / -4bn in down tape
Bond CTA’s

Iw globally: +43bn in flat tape / +61bn in up tape / +32bn in down tape
Im globally: +130bn in flat tape / +263bn in up tape / +53bn in down tape
Great Start to Q3....
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Source: Goldman Sachs Investment Research Division, Cecilia Mariotti, as of 7/8/22. Past
performance is not indicative of future returns.
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Bond Re-leveraging....

Expected Flows in Different Scenarios by Market ($MM

1 Week 1 Month Simulated Realized
Up2STD Down 2.5 STD Up 2STD Down 2.5 STD Last Week Last Month

S 2-Yr
S 5-Yr
S 10-Yr

S 30-Yr

EUX German 2-Yr
EUX German 5-Yr
EUX German 10-Yr
LIF UK 10-YT

TSE Japan 10-Yr

Totals

[elle](e]e]
[ss]les]lus]lws]

43,007 60,897 31,584| 130,469 263,657 52,892| 47,443 21,585

Equity Re-leveraging....

Expected Flows in Different Scenarios by Market ($MM)

1 Week 1 Month Simulated Realized
Up 2STD Down 2.5 STD Up 2STD Down 2.5 STD Last Week Last Month
S&P 500 E-mini | 491 | 1,252 99 -3.150]

TOPIX
DAX 30
DJ Euro Stoxx 50
FTSE 100
Nasdaqg 100 E-mini
Russell 2000 E-mini CME
TSE 60

Hang Seng
SPI1 200
CAC40
FTSE/JSE Africa Top 40
|Hang Seng China Ent Idx
| Kospi 200
AEX
MSCIEM (NYL)

IBEX 35
S&P/MIB
OMX Stockholm 30
SMI

Thai stock exchange 50
Totals

Everyone else DE-leveraging....
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US Corporates stand ready....
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Covering into the weekend + Payrolls + Cannonball Train...
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Big money market inflows this week (+63B), looking for a home...
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/[ TH REVIEW

1. The US 60/40 “World’s Retirement Portfolio” just logged the second worst start to the year
since 1900, that is 122 years. (-17%)

2. The worst start to the year in the past 122 years happened during The Great Depression in
1932 (Market bottom July 8", 1932).

3. US bonds had their worst start to the year on record dating back to 1900.

4. The S&P 500 logged its worst start since 1970 (Richard Nixon was president 52 years ago),
and the 4th worth start on record, only 1932, 1962, and 1970 started off worse.

5. Past performance is certainly not indicative of future returns, however in 1970 the S& P
closed unchanged and rallied +27% in 2H, 1962 rallied +158, and 1932 +56% in 2H.

6. The last 4™ of July, investors were opening their half-year statements with a +14.41% gain
for the S&P, and the 60/40 hasn’t seen a down first half in the past 11 years.

7. My biggest risk for 2H is that investors have not seen their 1H half statements and decide to
reduce risk.

8. There have been no unwinds from the largest and most important owner of the market, and
I don’t know if that is common knowledge for folks that don’t have Bloomberg IB or watch
CNBC. ltis time for a thread.
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9. US Households own 38% of the $76 Trillion US Stock Market. US households have more
impact on market direction than anyone else.

10. After the second worst start to the 60/40 since 1900, there has been almost NO risk
reduction. We show that equity exposure dropped a modest 300bps from 47% percentage
points to 44% percentage points.

11. How can this be? The top 1% own 54% of the equity market and the top 10% own 89% of
the market. Can equities be an inflation hedge for the largest percentage of incomes, who have
the ability to sustain a drawdown within their own investor portfolios? It's a thought.

12. After all of the hoopla, the work from home trader, who started trading during the Covid
2020 era, is now no longer a market force and I can’t even see this impact on my longer term
charts.

100%

90% 3
Ownership of Households 38%

US equity market
80% ($76 trillion)
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Source: Goldman Sachs Investment Research Division, Cormac Conners, as of 7/1/22. Past
performance is not indicative of future returns.
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US cash assets by investor type (%}
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As always, for the last 20 years, I give you my outperformer (US Corporates) and
underperformer (Issuance) in the flow-of-funds world for the first half of the year. Any slow
down in corporate repurchases in 2H after lower guidance?

13. Total US Equity and Equity linked issuance for 1H 22 is $45B, this is the lowest 1H since
1995 ($38B)

14. US corporate authorizations for 1H 22 were $727B, the best year on record. This exceeds
1H 21 which was $600B, by +20%.

15. The Net impact (Buybacks ex-issuance) of $682B is the best on record and is >$276B
larger than the prior impact record in 2019.

16. For comparison purposes following ’08, issuance exceeded buybacks in 2009, and had
negative impact.
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17. Second place for the largest buyer was “passive equity funds” who have seen >$1.349
Trillion worth of inflows over the past 84 weeks.

$1,600

$1,400 - Flows into global equity funds

(rolling 84-week periods, $ billions)

$1,349
$1,200 -

$1,000 -
$800 -
$600 -
$400 -
$200 -
$0 -

($200) -

($400) -

($600)
2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

18. Second place for the largest seller was “foreigner investors” aka Central bankers who no
longer want US “tech” stocks as a key allocation. Does this continue? It was heavy going into
the end of 1H.
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19. Do we bounce right now? We are here. We are entering the best two week period of the
year. That’s when money comes in. If it doesn’t I am worried about the path. We are looking
to fade, “the rally” if it comes later in the month.

20. 1H July is the best period from now until July 17. 2H June was the was worst. We are
watching the seasonal, robotic allocation, that happens every quarter. Will keep you posted.
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SPX Seasonal Composite: Jun 1 through Jul 31
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Source: Bloomberg and GS Sales & Trading. Data as of 24/un22. Past performance is not indicative of future returns.

Good Luck in 2H!

"All references to "we/us/our" refer to the views and observations of the desk."
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