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Welcome

Capital is never still.

It moves towards industries producing attractive returns, towards assets capturing
attention and towards opportunities that appear capable of rewarding risk.

This movement is essential.

Capital finances new businesses, expands productive capacity, develops technologies,
builds infrastructure and allows ideas to become economic realities. Without it, promising
industries could not grow and scarce resources could not be brought into production.

But capital does not arrive without consequences.

As more capital enters an attractive market, it begins to change the conditions that made
the opportunity attractive in the first place.

New competitors appear. Production expands. Capacity increases. Supply responds.
Assets become more expensive. Lending standards may weaken. Investors may accept
progressively greater risk for progressively smaller prospective returns.

What began as a genuine opportunity can gradually become an excess.
The process eventually reverses.

Returns deteriorate. Capital retreats. Investment declines. Weaker participants fail.
Capacity is removed. Expectations collapse. Scarcity begins to return.

Where viable demand remains, that renewed scarcity can create the conditions for the
next opportunity.

This is the capital cycle.

Capital does not merely respond to returns. Through its movement, capital changes
the future returns available.

Understanding this process is central to how CCI thinks.
It helps us look beyond the quality of an asset today and ask a more important question:

How is capital responding to that quality—and what will that response do to
tomorrow’s economics?
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1. What Is the Capital Cycle?

The capital cycle describes the relationship between:
* Returns
»  Capital allocation
. Investment
Competition
*  Supply
*  Profitability
Expectations
At its simplest:

High returns attract capital. Capital increases supply and competition. Greater
supply and competition can weaken returns. Poor returns drive capital away. Where
demand endures, capital withdrawal can constrain future supply and establish the
conditions for recovery.

The logic appears straightforward.
Its investment implications are profound.

An industry can be economically important, technologically transformative and rapidly
growing while still producing disappointing returns for investors if too much capital enters
too quickly.

Conversely, an unfashionable industry facing weak demand and poor sentiment can
become an exceptional investment if capital has withdrawn, supply has become
constrained and the remaining participants possess improving economics.

This creates one of the capital cycle’s most important lessons:

A great story does not guarantee a great investment, and a difficult industry does
not guarantee a poor one.

The outcome depends partly on how capital responds.
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More Than the Business Cycle

The capital cycle and the business cycle are related, but they are not the same.

The business cycle describes changes in broad economic activity, including expansion,
slowdown, contraction and recovery.

The capital cycle describes how capital enters and exits particular markets, changing their
productive capacity, competitive structure and future returns.

An industry can experience its own capital cycle within any broader economic
environment.

For example:

Acommodity market may face years of underinvestment despite healthy economic
growth.

* Atechnology sector may attract excessive funding even while the broader economy
remains weak.

*  Property construction may continue after demand has begun slowing because
existing projects take years to complete.

*  Credit can remain available to a favoured industry long after its underlying returns
have deteriorated.

The two cycles influence one another, but they should not be confused.

In the next document, we will examine how liquidity, growth and credit shape the
environment in which capital cycles operate.

Here, our focus is the cycle itself.

A Process, Not a Clock

The capital cycle does not move according to a fixed timetable.
Some cycles unfold over months. Others take decades.
Their duration depends on factors such as:

*  The time required to create new supply

The amount of capital needed

*  Access to financing

*  Regulatory barriers
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*  Technological change

e  The durability of demand

»  The useful life of existing capacity

 The speed at which weak participants can exit

*  The behaviour of governments and policymakers

The cycle should therefore not be treated as a mechanical sequence in which one stage
automatically begins after a predetermined period.

It is better understood as an adaptive process.
Capital responds to conditions, and those conditions respond to capital.

To see how this works, we can follow the cycle from its least celebrated —but often most
promising—beginning.
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2. Capital Scarcity: Where Opportunity
Often Begins

Capital-cycle opportunities frequently begin in places investors have learned to avoid.
The industry may have experienced:

*  Years of poor returns

* Falling prices

*  Bankruptcies

* Reduced investment

*  Capacity closures

Consolidation

*  Negative public sentiment

* Aloss of access to finance
These conditions are painful for participants.
They can also be economically cleansing.

When capital leaves an industry, new supply becomes harder to finance. Existing capacity
may close or deteriorate. Weak operators disappear. Surviving businesses become more
disciplined because capital is no longer available for every expansion plan.

The industry may still look unattractive from the outside.

But beneath the surface, its economics can begin to improve.

Scarcity Is Created by Neglect

Scarcity does not always mean that a resource is physically rare.

It can arise because the capacity to produce, deliver or finance something has become
insufficient relative to future demand.
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Years of underinvestment can create scarcity in:

e  Mines

*  Energy production

Housing

*  Shipping

*  Manufacturing

»  Skilled labour

* Infrastructure

e Credit availability

* Digital blockspace or network capacity
The key is not simply whether supply is low today.
It is whether supply can respond adequately as demand changes.

Scarcity only becomes economically valuable when something remains worth demanding.
Capital withdrawal cannot repair an industry facing permanent demand destruction,
technological obsolescence or fundamentally broken economics.

The existence and durability of demand must therefore always be tested.

The Survivors Matter

Companies that survive a difficult period may emerge with:
e  Stronger balance sheets
*  Lower cost structures
Fewer competitors
*  Greater market share
e More disciplined management
* Improved pricing power
This does not make every survivor attractive.
Some remain weak, indebted or structurally impaired.

But the competitive environment surrounding the strongest survivors may be improving
before reported financial results fully reveal it.
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Expectations Are Often Depressed

At this stage, investor expectations are frequently low.

Few participants want to own an asset associated with years of disappointment. Research
coverage may decline. Capital becomes scarce. Management teams are rewarded for
discipline rather than expansion.

This combination can create an important asymmetry:
e The prevailing narrative remains poor.
*  The supply response has already weakened.
»  Expectations require little improvement.
Even modest positive change can matter.

Opportunity begins not because conditions are necessarily good, but because the
foundations for improvement are being laid while few investors are paying attention.

Where viable demand remains, the improvement in returns can create the signal capital
has been waiting for.
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3. Recovery: Returns Begin to Improve

As supply becomes constrained and demand stabilises or improves, industry economics
begin to recover.

Prices may rise. Utilisation increases. Inventories decline. Margins improve. Cash flow
strengthens. Balance sheets begin to repair.

At first, the recovery may be treated with scepticism.

Investors remember the previous downturn. Companies remain cautious. Lenders
hesitate. New projects are difficult to justify using recent historical assumptions.

That caution can allow the recovery to continue.

Operating Leverage Emerges

Many industries possess significant fixed costs.

Once those costs are covered, an increase in revenue can produce a much larger
increase in profit. This operating leverage can make the early recovery appear dramatic.

A modest improvement in price or utilisation may lead to:
*  Rapid margin expansion
e  Stronger free cash flow
e  Debt reduction
* Improved returns on capital
*  Renewed investor interest

The change can be especially powerful when the industry has already reduced costs and
capacity during the preceding contraction.
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Capital Discipline Supports Returns

The healthiest stage of the cycle often occurs when returns are improving but capital
remains disciplined.

Management teams may prioritise:

*  Balance-sheet repair
*  Debt reduction
*  Shareholder distributions
*  Selective investment
. Higher required returns on new projects
*  Operational efficiency
This discipline allows existing scarcity to persist.

It can also create an attractive period for investors: fundamentals are improving, but the
capital response has not yet become large enough to undermine them.

Recognition Begins
As evidence accumulates, the market begins to reconsider the industry.

Analyst expectations rise. Financing becomes easier. Valuations improve. The story
attracts broader attention.

Capital starts to return.

Initially, this is constructive. New investment may be necessary to meet genuine demand,
improve productivity and replace depleted or obsolete capacity.

But the seeds of future excess are now being planted.
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4. Expansion: Attractive Returns Draw
Capital

Success is an invitation.

When an industry produces attractive returns, investors and competitors naturally seek
participation.

Capital arrives through:
*  New equity issuance
*  Debt financing
*  Venture funding
*  Project finance
*  Private investment
*  Government support
*  Corporate capital expenditure
e  Speculative investment
*  New market entrants
This capital can create genuine progress.

It can increase production, improve technology, reduce costs and make products available
to more people.

The problem is not that capital enters.

The problem arises when the amount and price of capital become disconnected from the
future returns the industry can realistically support.
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Competition Increases

Attractive economics encourage existing participants to expand and new competitors to
enter.

The industry may experience:
* Increased capacity
*  More aggressive pricing
e Higher labour and input costs
*  Competition for assets
Expensive acquisitions
*  Rising customer-acquisition costs
*  Reduced barriers to entry
*  Declining underwriting standards

The returns visible in the recent past begin to attract the behaviour that makes those
returns harder to sustain.

Capital Becomes Cheaper

As confidence grows, financing often becomes easier and less demanding.
Investors may accept:

* Lower yields

*  Higher valuations

Weaker protections

»  Greater leverage

*  Longer paths to profitability

*  More optimistic assumptions
This reduces the apparent cost of expansion.

Projects that would have been rejected under disciplined assumptions may now receive
funding. Businesses can survive longer without demonstrating viable economics. Asset
prices rise, increasing the value of collateral and enabling additional borrowing.

Capital is no longer merely responding to the boom.
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It is helping to extend it.

The Narrative Strengthens

Every cycle develops a story capable of explaining why the favourable conditions will
continue.

The story may be based on a genuine development:
* A major technological breakthrough
* Rapid adoption
»  Strong demographic demand
*  Government policy
*  Persistent scarcity
* Anew financial architecture
* Achange in consumer behaviour

The narrative can be fundamentally correct while the investment conclusions drawn from it
become excessive.

This is an essential distinction.

The internet transformed the global economy. Not every company financed during the
internet boom created durable shareholder value.

Housing can face genuine long-term shortages. Not every property development
completed during a credit boom will earn an adequate return.

Digital networks can create meaningful new forms of ownership and coordination. Not
every token or protocol attracting capital will retain value.

A real transformation can still produce speculative excess.

As capital continues to respond, expansion begins to alter the balance between supply
and demand.
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5. Excess: Capital Changes the
Economics

The transition from productive expansion to excess is rarely announced.
It often occurs while reported results remain strong and confidence is high.
This is what makes it difficult to recognise.

New supply may take years to arrive. Until it does, existing participants continue to benefit
from favourable prices and constrained capacity. Investors can therefore mistake current
profitability for permanent economics.

Meanwhile, the future is quietly becoming more competitive.

Supply Responds With a Lag

In many industries, new supply cannot appear immediately.

A mine must be discovered, permitted, financed and developed. A property project must be
approved and constructed. A factory must be designed and built. A new business must hire
staff, acquire customers and develop distribution.

These delays can extend the favourable stage of the cycle.
They can also make the eventual reversal more severe.

By the time the first wave of new supply becomes visible, additional projects may already
be committed. Even if conditions begin to weaken, it may be economically or contractually
difficult to stop them.

The cycle therefore contains a dangerous delay:

Capital is often allocated using today’s returns to finance supply that will compete
in tomorrow’s market.
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Returns Appear Safer Than They Are

During the expansion, strong historical results make the industry appear less risky.

Lenders become more confident. Valuations rise. Forecasts extend favourable conditions
into the future. Companies may increase leverage because cash flows appear
dependable.

But the industry’s apparent strength can conceal its growing vulnerability.

The more capital attracted by high returns, the more future supply, competition and
financial obligations the system may need to absorb.

Malinvestment Accumulates

Malinvestment occurs when capital is allocated to projects unlikely to earn an adequate
return through the full cycle.

It can take many forms:
*  Capacity built on unrealistic demand assumptions
*  Acquisitions completed at inflated prices
*  Businesses funded without durable economics
*  Projects dependent on permanently cheap credit
*  Assets purchased primarily because prices are rising
* Leverage supported by optimistic collateral values

Not every unsuccessful investment was irrational when made. Uncertainty is unavoidable,
and even well-researched projects can fail.

The capital-cycle concern is systemic.

Abundant finance and distorted incentives can encourage too many participants to make
similar optimistic assumptions at the same time.

Valuation Separates From Economics

As confidence grows, investors may pay increasingly high prices for exposure to the
prevailing story.

Future returns are then challenged from two directions:
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1. The industry’s underlying economics may weaken as competition and supply
increase.

2. The valuation paid may require exceptional outcomes merely to justify itself.

A strong asset can continue performing operationally while producing disappointing
investment returns because the entry price assumed too much.

Eventually, the evidence begins to reveal what the flow of capital has created.
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6. Contraction: Returns Deteriorate and
Capital Retreats

The reversal can begin with a relatively small disappointment.

Demand grows more slowly than expected. Supply arrives earlier than anticipated. Costs
increase. Credit conditions tighten. A major participant fails. Regulation changes. Investors
become unwilling to fund further losses.

The specific catalyst varies.

The underlying vulnerability was usually created earlier through the accumulation of
capital, capacity, leverage and expectations.

The Feedback Loop Reverses

During the expansion:
* Rising prices improve confidence.
*  Confidence attracts capital.
*  Capital supports activity.
*  Activity reinforces the narrative.
During the contraction:
*  Falling prices weaken confidence.
*  Capital becomes scarce.
*  Financing costs rise.

o Investment declines.

Weakness reinforces the negative narrative.

The same reflexive qualities that extended the boom can intensify the downturn.
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Leverage Removes Time

Leverage is especially dangerous when the cycle turns.

An unleveraged investor may be able to wait through a difficult period. A leveraged
participant may be forced to sell because collateral values fall, refinancing disappears or
contractual obligations remain fixed while revenues decline.

This creates an important CCI principle:

Leverage can transform a temporary decline into a permanent loss by removing
your ability to wait.

At the industry level, leveraged operators may cut investment aggressively, sell assets or
enter restructuring. Projects are cancelled. Employment falls. Capacity closes.

These actions are painful.

They are also part of the process through which excess is removed.

Capital Becomes Discriminating Again

When confidence breaks, investors rediscover distinctions that appeared unimportant
during the boom.

They begin to differentiate between:
«  Strong and weak balance sheets
*  Productive and speculative capacity
*  Durable and temporary demand
* Real cash flow and promotional accounting
* Necessary and discretionary projects
*  Genuine networks and subsidised activity
Capital does not disappear equally from every participant.
The strongest may survive and consolidate. The weakest may fail.

The industry begins its return towards discipline.
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7. Renewal: Destruction Creates the Next
Scarcity

Contraction is not necessarily the end of the capital cycle.

Where viable demand remains, it can become the process through which the next
opportunity is created.

As capital retreats:
* New investment declines
*  Marginal capacity closes
* Inventories are reduced
*  Weak competitors leave
* Leverage is restructured
*  Expectations fall
. Management discipline improves

The excesses of the previous expansion are gradually absorbed.

Time Does the Work

Renewal can be slow.

Existing supply may need years to depreciate, close or be consumed. Debt must be
restructured. Investor confidence may remain damaged long after the underlying
economics begin to improve.

This period often feels uneventful.
It can also be one of the most important stages for patient research.
The question is no longer whether the recent past was painful. That is usually obvious.

The question becomes:

Capital Cycle Intelligence 21 of 41 The Capital Cycle



Has enough capital left to change the future balance between supply and enduring
demand?

Scarcity Re-emerges

If demand stabilises while investment remains low, spare capacity can diminish.

Inventories fall. Replacement becomes more difficult. The surviving participants gain
pricing power. Returns begin to improve.

The next recovery starts quietly.

By the time the opportunity becomes comfortable and widely accepted, a meaningful part
of the repricing may already have occurred.

The cycle has returned towards capital scarcity—but never in exactly the same form.

Technology may have changed. Industry structure may be more concentrated. Regulation
may be different. New participants may have emerged. The sources of demand may have
evolved.

The capital cycle repeats as a process, not as an identical historical pattern.
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8. The Cycle Is Reflexive

The capital cycle is not simply a sequence in which fundamentals change and prices
passively respond.

Prices, financing conditions and beliefs can alter the fundamentals themselves.

This is reflexivity.

Price Can Influence Supply

Rising asset prices can:
*  Make new projects financially viable
* Improve collateral values
*  Lower the effective cost of capital
*  Encourage equity issuance
e Attract new competitors
*  Fund additional production
Falling prices can produce the opposite response.

Price is therefore both an output of the system and, at times, an input into its future
development.

Beliefs Can Influence Outcomes

If investors believe an industry has an exceptional future, they may provide the capital
required to build that future.

This can be productive.

It can also finance more capacity and competition than eventual demand can support.
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Similarly, extreme pessimism can deny capital to viable participants, reduce future supply
and strengthen the economics of those able to survive.

Beliefs do not always become reality.

But they can influence which realities become possible.

Success Contains the Seeds of Failure

An industry’s strongest returns attract the capital response most likely to weaken those
returns.

A prolonged period of poor returns drives away the capital whose absence may eventually
improve them.

This is the central paradox of the capital cycle:

Success encourages the behaviour that can undermine success. Failure
encourages the discipline that can make recovery possible.

This does not mean every success must fail or every failure must recover.

Some industries possess durable advantages. Some forms of demand disappear
permanently. Some technologies become obsolete. Some assets never regain relevance.

The cycle provides a framework for investigation—not a guarantee of mean reversion.

Capital Cycle Intelligence 24 of 41 The Capital Cycle



9. The Capital Cycle Across Asset
Classes

The governing logic of the capital cycle is universal, but its expression varies.

Understanding those differences prevents us from applying one industry’s framework
mechanically to another.

Equities
Within equities, capital enters through:
. Corporate investment
. New competitors
*  Equity issuance
*  Debt-funded expansion
* Mergers and acquisitions
*  Venture and private capital

High returns on capital attract competition. Over time, that competition may pressure
prices, margins and market share.

The key questions include:
*  Are companies reinvesting at attractive returns?
* Isindustry capacity expanding?
*  Are new competitors entering?
*  Are management teams remaining disciplined?
» |s capital being returned to shareholders or spent on expensive growth?

*  What expectations are embedded in valuations?

Capital Cycle Intelligence 25 of 41 The Capital Cycle



Commodities

Commodity cycles are heavily influenced by production capacity, inventories and long
development lead times.

High commodity prices encourage exploration and new supply, but that supply may take
years to arrive. Low prices discourage investment, eventually creating scarcity if demand
persists.

The key questions include:
What is the industry’s cost curve?
*  How much spare capacity exists?
*  Are inventories rising or falling?
What projects are being approved?
*  When will new supply arrive?

* Has underinvestment become structurally important?

Property

Property combines physical supply with credit.

Rising prices can encourage construction, increase collateral values and support further
lending. Because development takes time, new supply may arrive after demand has
weakened.

The key questions include:
*  How easily can new supply be created?
What role is credit playing?
*  Are rents supporting valuations?
*  What is the replacement cost?
*  Where is construction activity concentrated?

*  Are prices being driven by income or financing conditions?
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Fixed Income and Credit

In credit markets, strong returns and low defaults can encourage increasingly permissive
lending.

Spreads compress. Covenants weaken. Leverage rises. Borrowers of lower quality gain
access to capital.

The apparent stability of the expansion can therefore create future vulnerability.
The key questions include:

*  Are lenders being adequately compensated?

*  Are underwriting standards deteriorating?

*  How much refinancing is required?

*  Are defaults low because borrowers are healthy or because credit remains
abundant?

*  What happens if financing becomes unavailable?

Digital Assets

Digital assets can possess several overlapping capital cycles.
Capital may enter through:

* Token issuance

*  Venture investment

*  Mining or validation infrastructure

*  Developer incentives

*  Protocol subsidies

* Leverage

*  Speculative participation

Unlike physical commodities, digital supply can sometimes be created rapidly. But credible
networks, security, liquidity, trust and user adoption may be much harder to reproduce.

The key questions include:
* Is capital creating durable network utility or temporary subsidised activity?

Who receives newly issued supply?
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*  What incentives support participants?
* Is adoption organic?
*  How concentrated is ownership?

. Does the network create sustainable demand for its native asset?

Precious Metals

Precious metals combine physical supply dynamics with monetary and behavioural
demand.

New mine supply can require substantial capital and long lead times, while investor
demand can change more rapidly in response to real yields, currency confidence, liquidity
and risk perceptions.

The key questions include:
*  How responsive is mine supply?
*  What are producers’ costs and capital requirements?
What role are monetary conditions playing?
* Is demand physical, financial or both?
*  How are investor expectations positioned?
Each asset class requires its own translation of the capital cycle.

That is why CCI’s universal framework must be followed by dedicated Asset-Class
Foundations.
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10. How CCI Locates a Market Within the
Cycle

No indicator can identify a capital-cycle stage with perfect precision.

CCl therefore looks for a body of evidence.

Capital Availability

* Isfinancing becoming easier or harder?

*  Are new entrants receiving capital?

*  Areinvestors demanding discipline?

* Arelending standards strengthening or weakening?

* Is capital expensive, selective and scarce—or abundant and indiscriminate?

Investment and Capacity

* Is capital expenditure rising or falling?

*  Are new projects being approved?

*  How long will new supply take to arrive?

* Is existing capacity being closed, expanded or replaced?

. Is the industry investing above or below its long-term requirements?
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Competition

*  Are new participants entering?

Is pricing discipline improving or deteriorating?

*  Are companies competing through price, incentives or excessive spending?

Are barriers to entry strengthening or weakening?

Returns

Are margins and returns on capital improving or declining?

. Are current returns above sustainable levels?

Are profits being produced by genuine productivity or temporary scarcity?

Are returns attracting a supply response?

Balance Sheets

* Isleverage rising?

*  Are companies using favourable conditions to repair balance sheets or expand
aggressively?

*  How dependent are participants on refinancing?

. Who can survive if conditions remain difficult?

Expectations and Valuation

Is the prevailing narrative optimistic or pessimistic?

What future does the current valuation assume?

Are investors extrapolating recent conditions?

How much improvement or deterioration is already priced in?

Capital Cycle Intelligence 30 of 41 The Capital Cycle



Management Behaviour

Capital allocation by management can reveal the cycle’s maturity.

During disciplined periods, companies may reduce debt, return capital and reject marginal
projects.

During periods of excess, they may pursue expensive acquisitions, expand aggressively
and justify lower prospective returns using optimistic forecasts.

Words matter.

Capital-allocation decisions matter more.

Supply Response

The most important question is often:
What supply response is today’s profitability financing?
Current returns may look exceptional precisely because new supply has not yet arrived.

The future depends partly on what capital is now building.
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11. Common Capital-Cycle Mistakes

Extrapolating Current Returns

High margins attract the investment and competition that can reduce them.

Low margins discourage investment and can eventually improve the economics for
survivors where demand remains viable.

Current returns should never be assumed permanent without examining the capital
response.

Treating Demand Growth as Sufficient

Rapid demand growth can coexist with poor investment returns if supply and competition
grow even faster.

Demand matters.

The relationship between demand, supply and the price paid matters more.

Buying the Story Without Studying the Supply

Exciting narratives attract capital.

Before investing, ask what that capital can create, how quickly it can create it and whether
the resulting competition will weaken the economics.

Assuming Every Depressed Industry Will Recover

Capital withdrawal cannot repair an industry facing permanent demand destruction,
technological obsolescence or fundamentally broken economics.

Scarcity is valuable only when something remains worth demanding.

Capital Cycle Intelligence 32 of 41 The Capital Cycle



Waiting for the Evidence to Feel Comfortable

By the time recovery is obvious, expectations and valuations may already have adjusted.

Capital-cycle investing often requires studying industries while the recent historical
evidence still looks poor.

This does not mean buying blindly.

It means recognising that opportunity and comfort rarely arrive together.

Ignoring Lead Times

Supply responses vary dramatically.

A new software product may be developed quickly. A mine, power plant or major property
development may require years.

Lead times help determine the duration and severity of the cycle.

Confusing a Low Price With Value

A price can fall because the future economics have deteriorated permanently.

Value requires more than a decline. It requires a credible relationship between price, future
returns, asset quality and survival.

Ignoring Balance-Sheet Risk

An investor can be correct about the eventual recovery and still lose capital if the company
or project cannot survive until it arrives.

The ability to endure the cycle is part of the investment thesis.
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12. A Practical CCI Capital-Cycle Process

When examining an opportunity, begin with the following sequence.

Step One — Define the Economic Unit

Be precise about the cycle you are studying.
Is it:
*  An entire asset class?
* Anindustry?
e Acommodity?
*  Atechnology?
*  Ageographic property market?
e Adigital network?
*  Asingle company within a broader cycle?

The cycle must be defined before it can be analysed.

Step Two — Identify the Source of Historical Returns

Ask what created the industry’s recent economics.
Was it:

*  Genuine productivity

*  Scarce supply

e  Strong demand

e Cheap credit
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Different sources of return invite different capital responses.

Regulatory protection
Temporary pricing power
Speculative participation

Technological advantage

Step Three — Follow the Capital

Examine:

Capital flows reveal what future supply and competition may be forming.

Step Four — Study the Supply Response

AsKk:

Capital expenditure
Financing activity
New issuance
Industry entry and exit
Acquisition activity
Lending standards
Incentive programmes

Government support

What is being built?

How much will it cost?
When will it arrive?

Can projects be cancelled?

What level of demand is required to absorb it?

Are investors underestimating or overestimating the response?
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Step Five — Assess Industry Discipline

Determine whether participants are:

Repairing or leveraging balance sheets
Returning or consuming capital
Raising or lowering investment hurdles

Competing rationally or pursuing growth at any cost

Step Six — Examine Expectations

Ask what stage of the cycle the valuation appears to assume.

Does the market expect:

Permanent scarcity?
Endless growth?
Continued distress?
No recovery?
Perfect execution?

Imminent failure?

The opportunity often lies where expectations have moved further than the underlying
economics justify.

Step Seven — Identify the Turning Evidence

Define what would indicate:

Improving returns

Renewed capital discipline

A dangerous increase in supply
Weakening demand

Balance-sheet stress
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* Agenuine change in cycle position

Step Eight — Respect Survival

Before relying on a future recovery, establish whether the investment can survive the path
required to reach it.

Time, liquidity and balance-sheet strength are not secondary considerations.

They determine whether patience remains available.
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13. Key Principles to Retain

1. Capital changes the opportunity it pursues.

The arrival of capital affects supply, competition, valuation and future returns.

2. High returns attract their own competition.

Exceptional profitability can contain the seeds of its eventual decline.

3. Poor returns can create future scarcity.

Where demand endures, capital withdrawal, underinvestment and capacity closures may
establish the foundations for recovery.

4. Demand growth alone does not determine investment returns.

Supply, competition, capital intensity and valuation also matter.

5. Lead times shape the cycle.

The slower supply responds, the longer both scarcity and eventual excess may persist.

6. Current profitability is not necessarily sustainable profitability.

We must examine what current returns are encouraging capital to build.

7. Expectations influence opportunity.

A difficult industry can offer attractive returns when expectations are excessively
depressed. A wonderful industry can disappoint when expectations demand perfection.

Capital Cycle Intelligence 38 of 41 The Capital Cycle



8. Balance sheets determine survival.

Being correct eventually is not enough if the investment cannot endure the journey.

9. The cycle is adaptive, not mechanical.

Its logic repeats, but its timing and expression change across markets.

10. Renewal emerges from discipline—but is not guaranteed.

Capital withdrawal, reduced capacity and lower expectations can create the foundations
for the next opportunity where viable demand remains.
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14. A Principle to Carry Forward

The capital cycle teaches us to look beyond the conditions visible today.
High returns may appear attractive, but we must ask what response they are inviting.

Poor returns may appear uninvestable, but we must ask whether capital withdrawal is
creating future scarcity—or whether demand and economic relevance are disappearing
permanently.

The objective is not to invest automatically against the crowd.
Nor is it to assume that every boom will collapse or every distressed market will recover.

It is to understand how capital is changing the future economics of the opportunity before
us.

The returns we see today attract the capital that helps determine the returns
available tomorrow.

That insight provides the causal heart of CCl’s investment philosophy.
But capital cycles do not operate in isolation.

Their speed, intensity and duration are profoundly influenced by the broader environment.
Abundant liquidity can extend an expansion. Strong growth can absorb new capacity. Easy
credit can sustain weak participants and finance further supply. Restrictive conditions can
expose fragility and accelerate capital withdrawal.

We must therefore ask:

What environment is the capital cycle operating within—and how do liquidity,
growth and credit shape the path ahead?

That is where we turn next.
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Educational Disclaimer

This document has been prepared by Capital Cycle Intelligence for general educational
and informational purposes only.

It does not constitute personal financial advice, investment advice, a recommendation, an
offer or a solicitation to buy, sell or hold any investment, security or financial product.

The material reflects a general investment framework and does not take into account your
individual objectives, financial circumstances, needs, knowledge, experience or tolerance
for risk. Before making an investment decision, you should conduct your own research and
consider seeking advice from an appropriately qualified professional.

Investing involves risk. Asset prices can rise or fall, and you may lose some or all of the
capital invested. Past performance is not a reliable indicator of future results. Historical
relationships, market cycles and analytical frameworks may not repeat and cannot
guarantee any particular outcome.

Although reasonable care has been taken in preparing this material, Capital Cycle
Intelligence does not guarantee that all information, interpretations or conclusions are
complete, accurate or current. Markets and economic conditions can change without
notice.

Any examples referred to are provided solely to illustrate the concepts discussed. They
should not be interpreted as investment recommendations or indications that any
investment will produce a particular result.

You remain responsible for your own investment decisions.
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