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£ ¢ Since such tensions are normally correlated with overall
economic conditions, it 1s unusual for social and political

tensions to be so bad when overall economic and market
conditions are so good.

Ray Dalio,

Founder of
Bridgewater Associates
May 13, 2017

CNBC Interview
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£ £ Subsequently, investors took note of the mention in the
minutes of the January— February FOMC meeting that many
participants expressed the view that it might be appropriate to
raise the federal funds rate again fairly soon if incoming
information on the labor market and inflation was in line with
or stronger than their current expectations or if the risks of
overshooting the Committee’s maximum employment and
inflation objectives increased.

FOMC Meeting Minutes
Released April 5, 2017
Policy Statement
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SOME MUCH NEEDED (apparently)

CONTEXT

SPOILER: It's always the ‘dollar’
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g ¢ The fact that the 2011 crisis was more European than
anything helps us explain why it was so devastating to the
“dollar” system rather than solely the euro. European banks
had made a particular habit of funding “dollars” from these
centers, meaning that Caribbean banks i 2011 operated
largely as they had mm 1969 — a point of outbound
dollar redistribution from the US to the rest of the world,
including European banks that had long-established

relationships in the 1slands.

AIP Research
April 24, 2017
To The Asian ‘Dollar’, And Then What?
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4 4 The moment an alternative opens up, you will jump all over it. What other
choice 1s there? On July 29, 2016, the Bank of Japan opened one,
misunderstood at the time for all the wrong reasons about “stimulus™ and
currency. They doubled the dollar swap aid ceiling for a program
previously 1n place, but they also created a JGB/US Treasury swap where
Japanese banks could use Japanese government bonds as collateral for
some of the more than trillion dollars in UST’s floating around Japan in
possession of the BoJ. Doing so meant a capacity for Japanese banks to
circumvent the circling FX basis sharks by going right at other means like
USS$ repo — when the price was right.

AIP Research
May 18, 2017
Why JPY?



www.alhambrapartners.com

Alhambra
AI P Investment
Partners

China Internal/External A7 Alhambra
20 A Parmers
130 June 3

Of/N SHIBOR

o W55 - Inverted RHS
120

6.33

G5 e ————————————————————

215

4121157
H2157
25T
BI21157




q IP ' Alhambra www.alhambrapartners.com

Investment
Partners
Alhambra
PBOC Balance Sheet : {Lnamorm
30,000.00 >
Assets 'Rising Dollar Partners
Billicns of RMB Sept 2011
'‘DOLLAR"!
23.000.00 1
m Foreign Assets
20,000.00 1
unprecen
to that scale and s5pee
15.000.00 - 'dollar /wholesale
' EVENt...
10.000.00 -
5,000.00
0.00
= = = = = = = = =) = = =
& = = = = = a o = ll = =
= = = = = = = = = = = =




5_ IP Alhambra www.alhambrapartners.com

Investment
Partners
PBOC Balance Sheet A% Alhambra
30.000.00 Igwcf.lmr.nt
' - A Parners
Billions of RME
= Oreign Assets Dec 2016
July 2015 +1.35T
- 22.000.00
s |_ighilties: Deposits of Other
Depostory Comps - RHS Jon 2017
- -2. 30T
Feb 2016
25 000,00 clearly more manoged | 18.000.00
gpproach

- 14.000.00
m.ﬂmm rrrrrrrrrrrrrrrrrrrrrrrrrrrrrorrrrrrrrrrrrrrTrrorrrrorrTrTTrT rrrr T ororrrrrorr rrrrTorororiord lﬂ-mﬂm

3 2 = 3 =) = =

= = o = ol = =

= = = = H = =




5_ IP Alhambra www.alhambrapartners.com

Investment
Partners
. ¥ Alhambra
Chinese Money Investment
6.00 - . L Partners
Chinese Yuanto 1 US55 Statutory Required Reserve Ratic
- 20
5.25 1
- 19
£.20
- 18
675 - i
e || SO CNY Inverted 17
== HHH Lamge Banks-HHS
?.m ] ] T ] ] T ] ] ].ﬁ
Al Al = = il il = = =
g z ; z : 1 : z :




AlIP

Alhambra

Investment
Partners

www.alhambrapartners.com

25,000.00

PBOC Balance Sheet

_"' Alhambra

20,000.00 4

15,000.00 -

bullions of RME

s |_jghilties: Deposits of Other
Depository Comps

10,000.00 -

Investment
L Partners

Feb 2016
can't afford to let "dollar’
destruction go unchecked
any longer

=
=
i

21104

A2

21304

21404

2 2 =
a = =
= 3 i




Investment
Partners

5_ IP " Alhambra www.alhambrapartners.com

- PBOC Balance Sheet A |flkambes
15,000.00 ‘..__ Partners

Assets
billions of RME

BAl RME Assets

206,04
200704
200504
205,04
A010.04
201104
21204
21304
21404
A5
A le.0d
201704




AlIP

| Alhambra
Investment
Partners

www.alhambrapartners.com

11

PBOC Balance Sheet

1.0 A

De-dollarization
Proportion of China RME
Bank Reserves to Foreign Assets

2006.04
200704
2B
20004

Alhambra
Investment
Partners

2010004
2011
2012
20134
201404
2015
A6
2017




q IP Alhambra www.alhambrapartners.com

Investment
Partners
Sources of Funds - 4 Largest State-owned Banks ﬂlﬁ:ﬂ;ﬁ“
e Billions of RIME Partners
1,300
m Bormowings from PBOC
1250 1
1000 +
750 1
500 1
250 A
‘:I LI T T T T
= 2 = = = = = = = = = = = b
= = = = ol ol bl ol = = st = o =
= = = = = = = = = = = = = =




AlIP

| Alhambra
Investment
Partners

www.alhambrapartners.com

Sourcesvs. Uses - 4 Largest State-owned Banks : Alhambra

billions of RMB

83 3 2
22 2 2

".H 88 &=
EReverse Repo (Uses)

= Repo (Sources)

Investment
Partners

2,500

2,000 {

1,500 -

1,000 -

300

Sourcesvs. Uses - 4 Largest State-owned Banks

Billions of RMB
NET FUNDS to REPO MKT

Uses minus Sources

Alhambra
Investment
Partners




www.alhambrapartners.com

Alhambra
})nvcstmcnt
artners . Alhambra
China Secured & Unsecured A N agtrant
3.00 ‘..__ Partners
Rp'fﬂfr'l-'ﬂl'
¥ Stahfs ‘ffi'-ﬂl'l.-rep-
- $3200
2.75 1
o F RO0 : 1-day
[l
o 1N SHIBOR
o hina Reserves; SAFE -RHS B
2.50 4
$3.100
2.25 1 hy
- 3,050
e riahtly Higher
relatively stable if slightly
200 T L :
L £3.000
billions of 55
_?S T T T T T T T T T T T T T T T T Egm
= = = = = = = = = = = = = = = = =
& = & : > g -+ g o = % & & = 5 : >
£ £ 2 2 § 2 2 £ £ 3 : & & £ 2 & 3




Alhambra www.alhambrapartners.com
AI P Investment
Partners

Absolute Improvement vs. relative

‘Dollar’ Pressure Has Not Disappeared, It
Is Merely less than last year
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Commodity Prices Are Not U[J, They

Just Aren’t dOWN As Much As
Last Year
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Markets are not even enthusiastic about
‘reflation’, and what little enthusiasm
there might have been has

dwindled
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£ ¢ The staft’s forecast for consumer price inflation, as measured
by changes in the PCE price index, was unchanged for 2017
as a whole and over the next couple of years. The staff
continued to project that inflation would increase gradually
over this period, as food and energy prices, along with the
prices of non-energy imports, were expected to begin steadily
rising this year. However, inflation was projected to be
slightly below the Committee’s longer-run objective of
2 percent in 2019.
FOMC Meeting Minutes
Released April 5, 2017
Policy Statement
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Conspicuous Absence Of Economic
momentum
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WHAT REALLY HAPPENED IN

2016.

It wasn’t actually reflation
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£ ¢ The defining characteristic 1s as it has always been, meaning
risk vs. reward. In the post-crisis era, the latter has been
squeezed and diminished to the point that very little of it
remains, leaving asymmetry toward only risk as that sole
basis. It 1s an enormous drag on the global economy, just as
monetary issues always have been. In fact, 1t 1s practically
textbook 1n its application and nature; it only departs from it
in how we define “money” 1n this 21st century case.

AIP Research
May 2, 2017
The Eurodollar’s Soul
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To Disappoint Again

concluded



