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Welcome

The capital cycle does not operate in isolation.

Every business, industry, market and asset class exists within a broader financial and
economic environment.

Capital may be abundant or scarce. Economic activity may be accelerating or slowing.
Credit may be readily available or becoming increasingly difficult to obtain.

These conditions influence:

*  Which opportunities receive capital

* How long an expansion can continue

*  Whether new supply can be financed

*  How investors perceive risk

*  Which assets are favoured

*  Where fragility may be accumulating

*  How quickly a contraction or recovery unfolds
At CCI, we organise this environment around three interconnected pillars:
Liquidity, Growth and Credit

Liquidity helps us understand the availability and movement of money through the financial
system.

Growth helps us understand the direction and momentum of economic activity.

Credit helps us understand whether financing is available, who can access it and whether
borrowers can sustain it.

Each pillar tells us something important.
None tells us enough on its own.

The purpose of this document is not to turn you into a macroeconomist or ask you to
monitor every economic indicator.

It is to help you understand what each pillar represents, how the three interact and why
their direction and rate of change can alter the opportunity set across markets.

By the end, we want you to be able to ask:
* Is liquidity becoming more or less supportive?

* Is growth accelerating or slowing?
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. Is credit expanding freely or becoming constrained?
*  Are the Three Pillars confirming one another or sending conflicting signals?
*  Which forces are strengthening?
*  Which are beginning to weaken?
*  What environment might these conditions be creating?
*  Which asset classes are naturally more or less suited to that environment?
*  What evidence would cause our interpretation to change?
These questions will not tell us precisely what every market will do.
They will help us understand the environment through which capital is moving.

The Three Pillars do not predict the future. They help us organise the conditions
shaping it.
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1. Why CCI Uses Three Pillars

Markets are influenced by an enormous number of variables.

Interest rates, inflation, employment, government spending, bank lending, money supply,
corporate earnings, consumer confidence and financial conditions all compete for
attention.

Without structure, macroeconomic analysis can quickly become an endless collection of
data.

CCl uses Liquidity, Growth and Credit to organise that complexity.

The Three Pillars allow us to group related evidence around three practical questions:
Is capital available?

Is economic activity strengthening?

Is the financial system willing and able to extend credit?

Together, these questions help us understand the broad environment in which investors,
businesses and households are making decisions.

A Framework, Not a Formula

The Three Pillars are not a mechanical formula.

They do not produce an automatic instruction to buy or sell an asset. They do not remove
the need to understand valuation, market structure, positioning, capital cycles or individual
investments.

Their purpose is to provide context.

A strong liquidity environment may support risk-taking, but it cannot make every asset
valuable. Strong growth may improve company earnings, but it can also produce inflation
and tighter policy. Easy credit may extend an expansion, but it can simultaneously create
the leverage that makes the eventual reversal more dangerous.

The pillars must therefore be interpreted rather than merely observed.
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Liquidity and Credit Are Not the Same

Liquidity and credit are closely connected, but they are not interchangeable.
Liquidity describes the broader financial capacity available to move through the system.

Credit describes one of the principal mechanisms through which that capacity is extended
from lenders to borrowers.

A system can possess abundant liquidity while credit remains unavailable to weaker
borrowers. Banks may hold substantial reserves while remaining unwilling to lend.
Investors may possess cash while preferring safety over risk.

Credit can also continue expanding temporarily even as broader liquidity conditions begin
deteriorating.

The distinction—and the transmission between the two—matters.
Liquidity helps create the capacity for financing.

Credit helps determine whether that capacity reaches borrowers and becomes economic
activity.

Why Interaction Matters

The same reading in one pillar can have different implications depending on the other two.

Improving liquidity may be highly supportive when growth is stabilising and credit is
functioning normally.

The same improvement may have a more limited effect if growth is collapsing and lenders
remain unwilling to extend credit.

Strong growth may support earnings and demand, but if it is accompanied by tightening
liquidity and deteriorating credit, the environment may be less durable than headline
economic data suggests.

CCl therefore does not ask only:

What is each pillar doing?

We also ask:

What are the Three Pillars doing together?

Before combining them, we need to understand each one individually.
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2. Liquidity: The Capacity of Capital to
Move

Liquidity is one of the most widely used—and frequently misunderstood—terms in
markets.

It can refer to the ease of trading an asset, the amount of cash held by investors, the
availability of bank reserves, the size of central-bank balance sheets or the broader supply
of money and collateral throughout the financial system.

Each use can be valid.
Within the CCI framework, we use liquidity in a broad but practical sense:

Liquidity is the availability and movement of money and balance-sheet capacity
through the financial system.

This definition contains two important ideas.
Capital must be available.

It must also be able and willing to move.

Quantity Is Not Enough

A financial system can contain a large amount of money while particular sectors remain
unable to access it.

Banks may possess substantial reserves but remain unwilling to lend. Investors may hold
cash but prefer safety. Institutions may have capital available but face regulatory, mandate
or risk constraints.

Liquidity should therefore not be viewed as a reservoir whose level alone determines
markets.

It is better understood as a network of channels.
We need to ask:
*  Where is liquidity being created?

*  Who can access it?
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* Whatis its cost?
*  Through which channels can it travel?
*  Where is it being absorbed?
*  Which assets or borrowers are receiving it?
*  Which remain excluded?
Supportive liquidity describes the direction of financial conditions.

It does not mean that every asset is attractive or that risk has disappeared.

Sources of Liquidity

Liquidity can be influenced by:
*  Central-bank policy
*  Government spending and taxation
Commercial-bank lending
*  Foreign-exchange conditions
* Collateral values
*  Cross-border capital flows
e [Institutional positioning
*  Private-sector saving and investment
*  Market volatility
*  The willingness of investors to accept risk
No single measure captures every source.

This is why CCIl examines a body of evidence rather than relying on one liquidity indicator.

Liquidity and the Price of Money

Interest rates influence liquidity by changing the cost of borrowing and the relative
attractiveness of holding cash.

Lower rates can:
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*  Reduce financing costs

* Increase asset valuations

*  Encourage borrowing

*  Support refinancing

*  Make risk assets relatively more attractive
Higher rates can produce the opposite effects.
But the relationship is conditional.

Lower rates may fail to stimulate activity if borrowers are overleveraged, lenders are
cautious or economic confidence is weak. Higher rates may not immediately restrict
activity if households and companies possess strong balance sheets or previously secured
long-term financing.

The price of money matters.

So does access to it.

Liquidity and Collateral

Credit creation often depends on collateral.

When asset prices rise, collateral values can improve, allowing borrowers to access
additional financing. That financing may support further spending, investment or asset
purchases.

This can create a reinforcing loop:

Rising asset prices — stronger collateral — greater borrowing capacity — additional
demand

The loop can reverse when asset prices fall.

Collateral weakens. Lenders become more cautious. Borrowing capacity declines. Forced
selling may emerge.

Liquidity is therefore connected not only to policy, but also to market prices, leverage and
confidence.

Global Liquidity

Capital moves across borders.
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Changes in major currencies, central-bank policies, reserve conditions and international
funding markets can affect assets far beyond the country in which the change originated.

This is especially relevant for globally traded assets and markets dependent on foreign
capital.

A domestic market may appear supported by local conditions while becoming vulnerable to
a change in global funding.

CCl therefore considers liquidity as a global system as well as a domestic one.

What Improving Liquidity Can Do

Improving liquidity may:

*  Lower the cost of capital

e Support refinancing

*  Encourage risk-taking

. Increase market participation

* Improve financial conditions

Extend capital-cycle expansions

*  Support asset valuations

e  Allow marginal borrowers to survive
These effects are not uniformly positive.

The same liquidity that supports productive investment can also fund excessive leverage,
poor underwriting and speculative activity.

Liquidity can create opportunity.

It can also postpone discipline.

What Deteriorating Liquidity Can Reveal

When liquidity weakens:
*  Financing becomes more selective

* Leverage becomes harder to maintain
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Weak business models are exposed

* Refinancing risk increases

e Volatility may rise

* Investors may prefer safety

*  Correlations can increase as capital is withdrawn broadly
Restrictive liquidity does not affect every asset equally.

Those most dependent on continuous financing, distant future cash flows or speculative
demand are often more vulnerable.

Liquidity tells us about the financial capacity of the system.

We now need to ask what is happening within the real economy that capital is attempting
to finance.
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3. Growth: The Momentum of Economic
Activity

Growth describes changes in economic activity.
It influences:
*  Corporate revenues and earnings
*  Employment and wages
*  Household spending
*  Business investment
Taxreceipts
e Commodity demand
*  Borrower capacity
* Investor confidence
But growth is not a single condition.

The level, direction, composition and quality of growth can each tell us something different.

Level, Direction and Rate of Change

CCl distinguishes between:

Level: Is economic activity strong or weak?

Direction: Is it improving or deteriorating?

Rate of change: Is the improvement or deterioration accelerating or slowing?
This distinction is essential.

An economy can remain weak while improving at the margin.

An economy can remain strong while losing momentum.
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Markets often respond to these changes before the economic level appears meaningfully
different.

For example:
Weak growth that is becoming less weak may support improving expectations.

*  Strong growth that is decelerating may challenge assets priced for continued
strength.

Aslowdown that is stabilising can be materially different from one still accelerating.
CCl therefore avoids treating growth as a simple choice between “good” and “bad.”

We ask where it is, where it is heading and how quickly the direction is changing.

Real and Nominal Growth

Real growth adjusts for inflation.
Nominal growth includes changes in both output and prices.

The distinction matters because businesses, borrowers and governments often receive
and repay money in nominal terms.

Nominal revenue can rise during inflation even when real economic activity is weak. That
may support some cash flows while simultaneously compressing margins or household
purchasing power.

Strong nominal growth can also help reduce the apparent burden of fixed debt, provided
income keeps pace and financing costs do not rise too sharply.

No single growth measure tells the complete story.

The Composition of Growth

Growth can be driven by:
*  Household consumption
e  Business investment
Government expenditure
Exports

. Inventory accumulation
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e  Credit expansion
*  Productivity
e  Population growth
e Inflation
These sources do not carry identical investment implications.

Growth driven by productive investment and rising efficiency may be more durable than
growth dependent on unsustainable leverage or temporary stimulus.

Similarly, strong headline growth concentrated in a narrow part of the economy may not
benefit the wider corporate sector.

CClI therefore asks:

What is creating the growth, who is benefiting and what is financing it?

Growth and Corporate Earnings

Economic growth can support company revenues, but the relationship is not automatic.
A company’s earnings also depend on:

e  Pricing power

*  Cost structures

*  Competition

*  Operating leverage

. Interest expense

*  Taxation

*  Currency exposure

Management decisions

A strong economy can coincide with weak shareholder returns if valuations are excessive
or profit margins are being competed away.

A weak economy can still contain companies with resilient earnings, structural growth or
improving competitive positions.

Growth provides context.
It does not replace company-level analysis.
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Growth and Expectations

Markets discount the future.

By the time strong economic data becomes obvious, asset prices may already reflect it.
The more useful question is often:

Is growth developing differently from what the market expected?

A modest improvement can matter greatly when expectations are depressed.

A strong result can disappoint when investors expected something even better.

Growth should therefore be read alongside valuation, positioning and the prevailing
narrative.

Leading, Coincident and Lagging Evidence

Not all growth indicators describe the same point in time.

Some attempt to anticipate future activity. Others describe the present. Still others confirm
what has already occurred.

This helps explain why economic data can appear contradictory.

New orders may weaken while employment remains strong. Housing activity may slow
while reported consumption remains resilient. Corporate earnings may hold up even as
financing conditions deteriorate.

Rather than forcing every indicator to agree, CCl asks whether the sequence makes
economic sense.

The evidence may be describing different stages of the same transition.
Growth tells us whether activity is expanding or contracting.

But much of that activity depends on the financial bridge between present resources and
future income.

That bridge is credit.
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4. Credit: The Financial System’s
Willingness to Extend Time

Credit allows households, businesses, governments and investors to use future income or
expected returns to finance activity today.

It can fund:
e Homes
e Business investment
* Infrastructure
* Inventories
*  Consumption
*  Acquisitions
*  Financial assets
*  Government expenditure
Used productively, credit supports economic development.

Used excessively, it can amplify speculation, conceal poor economics and create
obligations that become difficult to service when conditions change.

Within the CCI framework:

Credit reflects the willingness and ability of lenders to extend financing—and of
borrowers to obtain, use and service it.

More Than an Interest Rate

Credit conditions include:
*  The cost of borrowing

*  The availability of loans
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* Lending standards

*  Credit spreads

*  Collateral requirements
*  Covenant protections

* Refinancing access

*  Borrower quality

* Leverage

*  Default expectations

Two borrowers can face the same official interest rate while experiencing entirely different
access to capital.

A high-quality borrower may refinance easily. A weaker borrower may find that credit is
unavailable at almost any reasonable price.

This is why CCI considers both the price and availability of credit.

The Credit Cycle

Credit possesses its own reinforcing cycle.
During favourable conditions:

*  Defaults remain low

* Collateral values rise

* Lenders gain confidence

»  Standards loosen

*  Borrowing expands

*  Economic activity strengthens

*  Asset prices may rise further
The apparent success of the expansion can encourage the system to take more risk.
During deterioration:

* Defaults rise

. Collateral weakens
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* Lenders become cautious

»  Standards tighten

* Refinancing becomes difficult

*  Borrowers reduce activity

*  Asset prices come under pressure

Credit can therefore amplify both expansion and contraction.

Credit Quality Matters

Rapid credit growth is not automatically positive.
We need to understand:
*  Who is borrowing?
What is the capital financing?
*  Can the borrower service the obligation?
*  What assumptions support repayment?
*  What collateral stands behind the loan?
*  Are lending standards improving or deteriorating?
Credit used to finance productive investment can strengthen future income.

Credit used to purchase increasingly expensive assets may raise prices without improving
the cash flows required to service the debt.

The quantity of credit matters.

Its quality matters just as much.

Refinancing Risk

Many borrowers depend on the ability to refinance existing obligations.

A business may appear solvent while credit remains available but become vulnerable
when debt matures during restrictive conditions.

This creates a gap between economic viability and financial survival.
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A sound long-term asset can encounter severe difficulty if its financing structure does not
allow it enough time.

CCI therefore examines:
e Debt maturities
. Interest coverage
*  Fixed versus floating rates
«  Covenant requirements
 Collateral
*  Access to alternative capital

 The borrower’s ability to reduce spending or sell assets

Credit Spreads as a Signal

Credit spreads represent the additional return lenders demand above a lower-risk
benchmark.

When spreads are narrow, investors may be confident and willing to accept less
compensation for risk.

When spreads widen, the market may be signalling:
»  Greater concern about defaults
*  Reduced risk appetite
»  Deteriorating liquidity
* Increased refinancing risk
* A more uncertain growth outlook
Spreads are useful, but they must be interpreted in context.
Low spreads can reflect genuine financial strength.
They can also reflect complacency.
Wide spreads can signal justified distress.

They can also create opportunity if the market has priced in outcomes worse than reality
ultimately delivers.

Credit helps connect liquidity to growth.
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It is one of the principal channels through which financial conditions enter the real
economy.

We can now bring the Three Pillars together.
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5. How the Three Pillars Interact

Liquidity, Growth and Credit form an interconnected system.
A change in one pillar can affect the other two.

Improving liquidity can make credit easier to extend. Expanding credit can support
spending and investment. Stronger growth can improve incomes and borrower quality.
Better borrower quality can encourage further lending.

The process can also reverse.

Weakening liquidity can tighten credit. Restrictive credit can reduce spending and
investment. Slower growth can weaken borrower quality. Deteriorating borrower quality
can make lenders even more cautious.

These relationships create feedback loops.

But the Three Pillars do not always move together.

Confirmation

When all Three Pillars strengthen, the environment may become broadly supportive of
economic activity and risk-taking.

When all three deteriorate, fragility may increase and capital preservation can become
more important.

Agreement among the pillars can strengthen our confidence in the regime interpretation.
It does not guarantee a particular market outcome.

Valuation, positioning and asset-specific conditions still matter.

Divergence

Some of the most important transitions begin when the pillars diverge.

Examples include:
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e  Liquidity improves while growth remains weak.

*  Growth remains strong while credit begins to tighten.

*  Credit expands while liquidity becomes less supportive.

*  Growth slows while liquidity and credit remain resilient.

* Liquidity contracts while fiscal activity temporarily supports growth.

Divergence can indicate that the environment is changing before the transition becomes
obvious in headline data.

It can also reveal competing forces whose eventual resolution remains uncertain.
CCI does not treat disagreement among the pillars as a failure of the framework.

The disagreement is information.

Sequence Matters

The order in which the pillars change can influence the path that follows.

Improving liquidity before growth stabilises may create a different environment from
liquidity expanding after a strong recovery is already established.

Credit tightening at the beginning of a slowdown may carry different implications from
credit tightening after balance sheets have already been repaired.

Growth improving before credit becomes readily available may produce a slower and more
disciplined recovery than one immediately accompanied by abundant financing.

The pillars tell us about the conditions.

Their sequence helps us understand how those conditions developed and where the
system may be heading next.

Transmission Is Not Immediate

Changes can take time to travel through the system.

A policy decision may affect markets quickly but influence employment or investment much
later. Credit standards may tighten before defaults rise. Growth may weaken before
company earnings reflect the slowdown.

These lags make turning points difficult to identify.
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They also explain why current economic data can remain strong after financial conditions
have begun deteriorating—or remain weak after liquidity has started improving.

CCl therefore asks:
e Which pillar may be leading?
*  Which may be lagging?
*  Through what channel should the change travel?

*  What evidence would confirm that transmission is occurring?

Causation Can Change

There is no permanent sequence in which liquidity always moves first, credit always
follows and growth always responds last.

The initiating force can vary.

A banking problem may begin with credit. An external shock may begin with growth. A
policy change may begin with liquidity. An asset-price decline may weaken collateral and
transmit into credit.

The framework must remain flexible enough to follow the evidence.
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6. From Pillars to Regimes

A regime is CClI’s structured interpretation of the combined market environment.
It is not merely a label attached to a single economic data point.
A regime reflects:

*  The condition of each pillar

. Its direction

* lts rate of change

*  The interaction among the pillars

 The sequence in which changes are occurring

*  The likely transmission into markets

. The confidence and contradictions within the evidence

Conditions Matter, but Change Matters Too

A supportive environment can become less supportive.
A restrictive environment can begin to improve.

Markets may respond to these transitions before the absolute conditions appear
favourable.

This is why CCI places considerable emphasis on direction and rate of change.
For example:

e  Liquidity may remain tight but begin improving.

e Growth may remain strong but decelerate.

»  Credit may appear healthy while lending standards deteriorate.

* All Three Pillars may remain weak while the pace of deterioration slows.
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Each configuration carries different implications.

Regimes Are Probabilistic

A regime is not a declaration that only one future is possible.

It is an evidence-based assessment of which forces are currently dominant and which
outcomes may be becoming more or less likely.

The interpretation should include:

This keeps the regime useful without allowing it to become dogmatic.

Regimes Are Not Investment Instructions

A central view

The evidence supporting it

Areas of contradiction

Alternative scenarios

Conditions that would strengthen the view

Conditions that would invalidate it

Even a correctly identified regime does not tell us automatically what to own.

Two assets within the same class may respond very differently because of:

Valuation
Balance-sheet strength
Market structure
Supply

Duration

Leverage

Positioning
Capital-cycle position

Management quality
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The regime defines the environment.

The investment still needs to be understood on its own terms.

Capital Cycle Intelligence 27 of 49 Liquidity, Growth & Credit



7. How the Pillars Influence Asset Classes

Different asset classes possess different sensitivities to Liquidity, Growth and Credit.

These relationships are conditional rather than permanent, but they provide a starting point
for analysis.

Equities
Equities may benefit from:
* Improving growth
e Supportive liquidity
*  Functioning credit markets
Expanding earnings
*  Lower required returns
But the outcome depends on sector, balance-sheet quality and valuation.

A highly leveraged company may struggle as credit tightens even while the broader
economy remains strong. A long-duration growth company may respond more strongly to
liquidity and discount rates than a defensive cash-generative business.

Fixed Income

Government bonds and credit instruments respond differently.

Government bonds may benefit from slowing growth and declining inflation expectations,
particularly if policy becomes less restrictive.

Corporate credit also depends on borrower quality, defaults, refinancing conditions and the
compensation offered through spreads.

A slowing economy can support high-quality government bonds while weakening lower-
quality credit.
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Commodities

Commaodity demand is often sensitive to economic activity.

Supply, however, may be constrained by years of underinvestment, long development lead
times or geopolitical conditions.

Strong growth can support demand, but liquidity, currency conditions and the commodity’s
own capital cycle also matter.

Precious Metals

Precious metals can be influenced by:
* Realinterest rates
*  Currency confidence
e Liquidity
. Inflation expectations
* Central-bank demand
. Risk perception
*  Physical supply

Gold, in particular, may behave differently depending on whether inflation, financial stress,
currency weakness or changing real yields are the dominant force.

Property

Property is highly sensitive to credit availability, financing costs, income growth and
physical supply.

Supportive growth can strengthen rents and occupancy. Easy credit can raise prices and
finance construction. Restrictive credit can pressure valuations even when underlying
demand remains sound.
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Digital Assets

Digital assets can be particularly sensitive to liquidity, risk appetite, leverage and market
structure.

Individual networks also depend on:

*  Adoption
o Utility
*  Security

*  Token supply
* Incentives
*  Regulation
* Developer and user activity
A supportive macro environment can expand participation.

It cannot make every digital asset durable or valuable.

Currencies and Foreign Exchange

Currencies reflect relative conditions.

Their behaviour depends not only on one country’s Liquidity, Growth and Credit
environment, but on how that environment compares with others.

Interest-rate differentials, capital flows, external balances, policy credibility and risk
perception can all matter.

The same domestic development may therefore produce different currency outcomes
depending on what is occurring elsewhere.

These observations are starting points, not permanent rules.

Each relationship must be tested against the prevailing regime, valuation and capital-cycle
position.
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8. Inflation and Policy Around the Three
Pillars

Inflation and policy are not absent from the Three-Pillar framework, nor are they treated as
unimportant.

We regard them as cross-cutting forces because they influence—and are influenced by —
Liquidity, Growth and Credit simultaneously.

Inflation can alter real growth, interest rates, credit quality and the stance of policy.

Policy can change liquidity conditions, influence demand and affect the willingness of the
financial system to extend credit.

Their effects are therefore read through the Three Pillars rather than separated from them.

Inflation

Inflation can affect:

. Household purchasing power

*  Business costs and margins

. Interest rates

e  Credit quality

e  Asset valuations

* Policy decisions

*  The distribution of economic gains and losses
Its effects depend on the source.

Demand-driven inflation can accompany strong growth and credit expansion. Supply-
driven inflation can weaken real activity while increasing costs. Asset-price inflation may be
supported by liquidity without immediately appearing in consumer prices.

The label “inflation” is therefore not enough.
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We must understand what is rising, why it is rising and how the change is being
transmitted.

Monetary Policy

Monetary policy can influence:
e Interestrates
e Liquidity
*  Financial conditions
e Currency values
* Risk appetite
e  Credit creation
But policy cannot force every transmission channel to operate.

A central bank can lower interest rates, but it cannot guarantee that banks will lend,
borrowers will borrow or capital will be allocated productively.

Policy should be assessed through its effects, not merely its announcement.

Fiscal Policy

Government spending, taxation, transfers and investment can influence growth, liquidity
and credit demand.

Fiscal support can sustain activity when the private sector is weak. It can also increase
borrowing requirements, affect inflation or redirect resources across the economy.

Again, the mechanism matters.

The same amount of spending can produce very different outcomes depending on where it
goes, how it is financed and whether the economy possesses the capacity to absorb it.
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Policy Is Part of the System

CClI does not attempt to predict every policy decision.

We examine:

The constraints policymakers face
The direction of policy

The likely transmission

The market’s expectations

The evidence that policy is—or is not—working

Policy matters enormously.

It remains one part of a larger adaptive system.
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9. Time Horizons and Turning Points

Liquidity, Growth and Credit do not move at the same speed.

Nor do markets, economic data and company results respond simultaneously.

Financial Markets Can Move First

Markets may respond quickly to:

*  Policy expectations

*  Changes in liquidity

*  Shifting risk appetite

e  Credit-market stress

*  New information
Prices can therefore turn before the economic evidence becomes obvious.
This makes markets valuable sources of information.

It does not make them infallible.

Economic Data Often Arrives Later

Many economic measures are published with delays and subsequently revised.

Employment and reported earnings can remain resilient even after leading evidence has
begun weakening.

Conversely, lagging data may remain poor after forward-looking conditions have started
improving.

CClI avoids treating any single release as a definitive description of the regime.
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Turning Points Begin With Change

A turning point rarely arrives with complete confirmation.

It may begin with:

Liquidity becoming less restrictive
Lending standards ceasing to deteriorate

New orders stabilising

Credit spreads failing to confirm worsening sentiment

Growth expectations becoming excessively depressed

Market leadership beginning to change

Early evidence is uncertain.

Waiting for perfect confirmation can mean waiting until markets have already repriced.

Acting on every tentative signal can create a different problem.

CCl therefore builds conclusions incrementally, allowing conviction to rise or fall as
evidence accumulates.
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10. The CCIl Regime Engine

The CCI Regime Engine helps organise and evaluate evidence across Liquidity, Growth
and Credit.

Its role is to support:

*  Consistency

 Breadth

*  Repeatability

e  Comparison through time

*  Recognition of change

* Identification of confirmation and divergence
The engine does not replace judgement.

It cannot understand every political event, structural break, technological change or market
distortion. Nor can it determine whether an individual investment is attractively valued or
appropriate for a particular portfolio.

Its purpose is narrower and more useful:

The Regime Engine helps CCIl assess the environment systematically without
pretending that the environment can be reduced to a single infallible signal.

Engine and Judgement

The strongest process combines systematic evidence with disciplined interpretation.
The engine helps protect us from:

*  Selectively choosing convenient indicators

*  Overreacting to a single data point

* Losing track of changes across a broad system

*  Allowing the prevailing narrative to replace evidence
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Human judgement remains responsible for:

Understanding context

Assessing transmission

Recognising unusual conditions
Comparing alternative explanations
Determining the relevance to an asset

Allocating capital

The engine provides structure.

Judgement provides meaning.

The Engine Is a Map, Not the Territory

Every model simplifies reality.

That is necessary, but it creates limitations.

CCl therefore remains willing to question the engine’s interpretation when material
evidence sits outside its structure.

The answer is not to abandon the model whenever it becomes uncomfortable.

Nor is it to defend the model when reality contradicts it.

The answer is to investigate the disagreement.

That is how a framework remains useful rather than becoming dogma.
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11. Common Mistakes When Reading the
Three Pillars

Treating One Indicator as the Pillar

No individual measure represents all liquidity, all growth or all credit.

A pillar should be assessed through a body of relevant evidence.

Confusing Liquidity With Credit
Liquidity may be available within the financial system without being extended to borrowers.

Credit tells us whether a principal transmission channel is functioning, who can access it
and on what terms.

Confusing Levels With Direction

Strong conditions can deteriorate.
Weak conditions can improve.

Markets often care deeply about the direction and rate of change.

Assuming Easier Policy Means Easy Liquidity

A policy action matters only if it transmits through the system.

Lower rates do not guarantee lending, borrowing or productive capital allocation.
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Treating All Credit Growth as Healthy

Credit can finance productive investment or speculative excess.

The borrower, purpose, underwriting quality and repayment capacity matter.

Treating Strong Growth as Universally Positive

Strong growth can support demand and earnings.
It can also create inflation, tighter policy, higher costs and lower valuations.

The surrounding conditions determine the investment consequence.

Ignoring Divergence or Sequence

Disagreement among the pillars is not an analytical inconvenience.
Nor is the order in which they change irrelevant.

Both may provide early evidence of transition.

Using the Regime as a Trading Signal

The regime provides context.

It does not replace valuation, asset understanding, capital-cycle analysis or risk
management.

Expecting Stable Relationships

Market relationships change with starting conditions, policy, valuation and behaviour.

Historical patterns are evidence, not laws.
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Demanding Certainty

Turning points are visible only imperfectly in real time.

The objective is to assess probabilities and update as evidence changes.
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12. A Practical CCI Three-Pillar Process

When assessing the environment, begin with the following sequence.

Step One — Read Each Pillar Separately

AsKk:

Liquidity

Is liquidity expanding or contracting?

Is it becoming more or less supportive?
Where is capital flowing?

Which channels are functioning?

Which remain constrained?

Growth

Is activity strong or weak?

Is it accelerating or slowing?
What is driving it?

Is the growth broad or narrow?

How does it compare with expectations?

Credit

Is credit available?
Are standards tightening or easing?
Is credit quality improving or deteriorating?

What refinancing risks are emerging?
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*  Arelenders being compensated adequately?

Step Two — Compare Direction and Rate of Change

Separate the current condition from its trajectory.
Ask whether each pillar is:

*  Strengthening

*  Weakening

»  Stabilising

e Accelerating

*  Decelerating

Step Three — Look for Confirmation, Divergence and
Sequence

Determine whether the Three Pillars are reinforcing one another or moving in different
directions.

Then ask:

*  Which pillar changed first?

*  Which may be responding?

*  Does the sequence make economic sense?

*  What might the order of change imply about the next stage?
Neither agreement nor divergence should be interpreted automatically.

The mechanism matters.

Step Four — Trace the Transmission

Identify how the changes could affect:

*  Financing conditions
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*  Economic activity
*  Earnings

* Defaults

*  Risk appetite

e Asset valuations

e  Capital-cycle behaviour

Step Five — Compare With Expectations

Ask:
*  What regime does the market appear to expect?
*  Which assets are priced for that outcome?
*  Where is confidence crowded?

*  Where might the market be underestimating change?

Step Six — Consider Alternative Regimes

Identify what evidence would support a different interpretation.

This prevents the prevailing view from becoming self-protective.

Step Seven — Define the Next Evidence

Determine what would:
e Strengthen the regime interpretation
e Weaken it
e Confirm transmission
* Indicate a turning point

*  Require the view to change

Capital Cycle Intelligence 43 of 49

Liquidity, Growth & Credit



Step Eight — Translate Carefully

Only then should the regime be translated into asset-class and investment implications.
The environment narrows or expands the opportunity set.

It does not make the final decision for us.
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13. Key Principles to Retain

1. Liquidity, Growth and Credit form an interconnected system.

Each pillar influences—and is influenced by —the others.

2. Liquidity and credit are connected but distinct.

Liquidity provides financial capacity. Credit helps determine whether that capacity reaches
borrowers and becomes economic activity.

3. No pillar is captured by one indicator.

CCl uses a body of evidence.

4. Availability and transmission matter.

Money can exist without reaching the borrowers, sectors or assets that need it.

5. Direction and rate of change can matter more than the current level.

Markets frequently respond to improvement or deterioration before conditions appear
objectively strong or weak.

6. Credit is more than its price.

Availability, standards, collateral, leverage and borrower quality also matter.
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7. Growth must be understood by source and composition.

Not all growth is equally durable or equally beneficial.

8. Divergence and sequence contain information.

When the pillars disagree—or change in a new order—the environment may be
transitioning.

9. Inflation and policy are cross-cutting forces.

Their effects are read through Liquidity, Growth and Credit rather than separated from
them.

10. Regimes are probabilistic.

They organise the evidence without declaring one inevitable future.

11. The Regime Engine supports judgement; it does not replace it.

Systematic evidence and human interpretation perform different roles.

12. Macro context is not an investment thesis.

Every asset must still be understood, valued and considered within the portfolio.
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14. A Principle to Carry Forward

Liquidity, Growth and Credit help us understand the environment in which capital is
moving.

Liquidity tells us whether financial capacity is becoming more or less supportive.
Growth tells us whether economic activity is strengthening or weakening.

Credit tells us whether lenders are willing and able to extend financing—and whether
borrowers can obtain, use and service it.

Together, the Three Pillars help us identify the forces shaping opportunity and risk.
But understanding the environment is not the same as making an investment decision.

A supportive regime can still contain overvalued assets, weak balance sheets and poor
business models.

A difficult regime can still contain resilient investments, emerging scarcity and exceptional
long-term opportunities.

The environment gives us context.

It does not tell us automatically what to own, how much to own, when to act or what would
prove us wrong.

Those decisions require us to bring together:
e  The investment itself
*  The capital cycle
e Theregime
e  Valuation
*  Expectations
* Risk
e Time horizon
*  Portfolio fit

. Behaviour
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We must therefore ask:
Given what we know—and what we cannot know—how should capital be allocated?

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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