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Summary

AAS Economics Monetary Cycle Staging Framework!

STAGE 1
Very Defensive

STAGE 1 STAGE2 | STAGE 3 1 STAGE 4
Very Defensive _ Early Recovery IEct‘:nomyGn::wingI Downturn

us | |

l |

Business Cycle Strategy Allocations
March Quarter 2026

Deviation from
Benchmark

Forecast Cycle Av Monthly
EQUITIES SECTOR Stage Stage Return

Return Rank  Strategy Allocation

IT 2 2.15% 1 Max. Overweight

Consumer Discretionary 2 1.68% 2 Max. Overweight 10.0%
Industrials 2 1.30% 3 Overweight 5.0%

Health 2 1.22% 4 Overweight 5.0%

Financials 2 1.16% 5 Neutral 0.0%

Consumer Staples 2 1.14% 6 Neutral 0.0%

Telecom 2 1.05% 7 Underweight -5.0%
Materials 2 0.88% 8 Underweight -5.0%
Utilities 2 0.81% 9 Max. Underweight -10.0%
Oil & Gas 2 0.69% 10 Max. Underweight -10.0%

! Based on data as at end-November 2025. See Appendix for detailed description of each Stage
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As we move into the first quarter of 2026, the US business cycle remains in Stage 2 of the business
cycle, with monetary tailwinds continuing.

USA Boom-Bust Cycle Indicator
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Our business cycle framework is an objectively-based systematic approach to sector investing
using the phases of the monetary cycle, which impact not only consumer behavior but also investor
preferences. As such the strategy is concerned with relative performance across all sectors.

In Stage 2 means a more cyclical approach and the strategy allocates the highest weighting

towards cyclical sectors followed by Industrials & Health. Our weightings are summarized in the
table below.

Business Cycle Strategy Weightings
Deviation from Benchmark
March Quarter, 2026
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Business Cycle Stage Projections and Sector Rankings

Health

Stage: 2

Av. Monthly Stage 2 Return: 1.22%
Rank: 4/10
Shift from Benchmark: Overweight

The Healthcare sector ranking jumps 6 spots now to 4™ out of the ten sectors being tracked. The
Healthcare sector has been the best performing sector so far in Q4, up by 13.2% as at the end of
November, bringing its year-to-date performance to 16.2%. Our weighting is raised to
OVERWEIGHT from maximum underweight in a portfolio where all sectors must be included.

S&P500 Health (1980-2025)
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Consumer Staples

Stage: 2

Av. Monthly Stage 2 Return: 1.14%
Rank: 6/10
Shift from Benchmark: Neutral
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So far this year, Consumer Staples has risen by 5.6% as at the end of November, unperforming the
S&P500 which is up by 17.8%. On a relative basis, this sector now sees its ranking remain in the

mid quintile with a ranking of 6 out of the 10 sectors. Its weighting therefore is unchanged at
NEUTRAL the same as in the previous quarter.

S&P500 Consumer Staples (1980-2025)
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Utilities
Stage: 2
Av. Monthly Stage 2 Return: 0.81%
Rank: 9/10
Shift from Benchmark: Max. Underweight

So far this year, Utilities has been the third best performing sector, up by 22.3% as at the end of

November. Compared to the prior quarter its relative ranking though now slips into the lowest
quintile.

With its ranking at 9 out of the 10 sectors —its allocated weighting is slightly lowered to MAXIMUM
UNDERWEIGHT from underweight in the previous quarter.
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S&P500 Utilities (1980-2025)
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Industrials
Stage: 2
Av. Monthly Stage 2 Return: 1.30%
Rank: 3/10
Shift from Benchmark: Overweight

The Industrials sector is up by 17.9% in the first 11 months of the year, marginally outperforming
the S&P500. For the upcoming quarter in Stage 2 we can observe that its relative ranking remains
in the second highest quintile. The suggested strategy weighting for the upcoming quarter is thus
unchanged at OVERWEIGHT.
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Materials

Stage: 2

Av. Monthly Stage 2 Return: 0.88%
Rank: 8/10
Shift from Benchmark: Underweight

For the upcoming quarter the Materials sectors ranking remains in the second lowest quintile,
however on a relative basis we see this sector’s ranking slip 1 spot to 8™ place. The strategy
weighting is unchanged at UNDERWEIGHT.

S&P500 Materials (1980-2025)
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Oil & Gas
Stage: 2
Av. Monthly Stage 2 Return: 0.69%
Rank: 10/10
Shift from Benchmark: Max. Underweight

For the first 11 months of 2025 the Energy sector is up by 8.5%, underperforming the S&P500
(+17.8%). As we move into the first quarter of 2026, the Energy sector’s ranking remains in the
lowest quintile. This means its strategy weighting is unchanged at MAXIMUM UNDERWEIGHT.



AAS ECONOMICS LTD

S&P500 Oil & Gas (1980-2025)
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Consumer Discretionary

Stage: 2
Av. Monthly Stage 2 Return: 1.68%

Rank: 2/10
Shift from Benchmark: Max. Overweight

So far this year (end-November), Consumer Discretionary has been the worst performing sector,
up by 5.2%, underperforming the S&P500 index which is up by 10.8%. However so far in Q3 (end
August) it is up by 6.1%. In the cyclical phase of the cycle though this means for the upcoming

guarter its ranking remains at 2 out of the 10 sectors in the highest quintile. Its strategy weighting
is unchanged at MAXIMUM OVERWEIGHT.

S&P500 Consumer Discretionary (1980-2025)
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Financials

Stage: 2

Av. Monthly Stage 2 Return: 1.16%
Rank: 5/10
Shift from Benchmark: Neutral

For the first 11 months of the year, the Financials sector has risen by 11.6%, underperforming the
S&P500 (+17.8%). As we move into the first quarter of 2026 this sector sees its relative ranking slip
1 spot to 5 out of the 10 sectors and its allocated weighting is thus slightly lowered to NEUTRAL
from overweight.

S&P500 Financials (1980-2025)
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Telecom

Stage: 2

Av. Monthly Stage 2 Return: 1.05%
Rank: 7/10
Shift from Benchmark: Underweight

The Telecom sector has been the best performing sector so far in 2025, up by a massive 34.9% as
at the end of November. Remaining in Stage 2 for Q1 though this sector sees its rank now slip into
the second lowest quintile. This means that its allocated weighting is slightly lowered to
UNDERWEIGHT from neutral.
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S&P500 Telecom (1980-2025)
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Stage: 2
Av. Monthly Stage 2 Return: 2.15%
Rank: 1/10
Shift from Benchmark: Max. Overweight

The Technology sector is up by 24.4% so far this year as at the end of November, making it the
second best performing sector. For the upcoming quarter this sector sees its relative ranking

remain in the highest quintile. This sector’s weighting is thus unchanged at MAXIMUM
OVERWEIGHT.
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Appendix: The Business Cycle Framework

Defining the Business Cycle

Since the dawn of civilisation there have been fluctuations in economic activity. Whilst these
economic fluctuations have always existed, the introduction of central banking has seen a new
phenomena arise — the business cycle. Business cycles, as opposed to general fluctuations in
economic output, emerge when a force acts regularly to deliberately affect the trajectory of
growth. In contemporary societies, where fractional reserve bank lending has become the
dominant form of financing consumption and investment, this force is a monetary one: the
expansion and contraction of the money supply driven primarily by central and commercial banks.

For current purposes it seems clear that due to the contrarian nature of monetary policy —i.e. the
deliberate policy of attempting to increase growth when it is perceived to be too slow and to
reduce growth when it is perceived to be too rapid — there has emerged a cyclicality to economic
activity that is now not driven by market forces but by interventions designed to impart signals to
market participants that they should change their behaviour.

These cycles can be seen in the following charts.

Yearly Growth US Real GDP Yearly Growth German Industrial Production
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The cycle is not perfectly symmetrical either as to chronology nor amplitude. Sometimes there can
be relatively longer periods between cycle peaks and troughs and the depth of the downturns are
generally not equal. What is common to all of these cycles, however, is the oscillation between
periods of high, positive growth and periods of low — even negative —growth.

A major focus of AAS Economics has been the prediction of turning points in the economic cycle.

12
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Drivers of the Business Cycle: Central & Commercial Banks

In parallel with a general improvement over recent centuries in the nature and rates of innovation
and productivity growth there has been the global emergence of a banking system characterised
by two key features:

e The increased role of central banks in setting monetary conditions across the entire
economy.

e The growth of fractional reserve lending by private, commercial banks. This lending, which
allows the commercial banking system to create credit multiple times from a single deposit,
constitutes both a transmission channel and an amplification of central bank monetary
policy throughout the entire economy.

Historically, central banks have intervened in the economy by physically printing or withdrawing
money from the system. During the 20t century, however, central banks began to switch from
direct money supply expansion and contraction to the use of interest rate targeting.

In order to effect a desired change in interest rates the central banks have engaged in open market
operations, whereby they have bought or sold securities from banks or authorised dealers. By
buying securities, in order to lower rates, central banks provide cash to the banks and receive
securities in return. This increases the money supply.

The commercial banks then take this cash and lend it to their customers, who in turn spend this
money in the economy where it is deposited in the bank accounts of the people from whom they
have bought. Those banks can then lend the majority of that money (after allowing for the
retention of regulatory reserves) to their own clients. This process continues as money flows from
bank to bank, resulting in a magnification of the original money injected by the central banks.

Therefore, in a modern economy, the actions of central banks to purchase securities and reduce
interest rates? result in both an immediate and then also a delayed, amplified increase in money
supply growth in the economy. Thus, via interest rate reduction, the central banks are still
operating to increase the money supply —just the transmission mechanism has changed. The effect
of this process is to inflate economic activity.

The same phenomenon, but in reverse, happens when the central banks decide to tighten
monetary conditions or reduce their balance sheets. This is often done to curb perceived
inflationary pressures that may have built up in the economy, or to counter perceived
“overheating”. In this case it sells securities to the banks, leaving the banks with less money but
more securities.

Zn a very low interest rate environment the ongoing purchase of securities may not lower rates but will increase
money supply (as we measure it) nonetheless.

13
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The money available to the banks for lending then declines, lending growth slows and the rate of
growth of the money supply is reduced. In many cases it will actually turn negative and money will
physically leave the banking system and be transferred to the central bank.

This effect is again amplified by the commercial banks, which contract their loan books and
customers have their credit lines reduced or terminated, resulting is less spending and reduced
deposits (or reduced deposit growth) in the bank accounts of their customers. This process is
cumulative and results in the destruction of money. Its effect is the contraction of economic
activity.

Thus, by following the activity of the central and commercial banks it is possible to ascertain the
likely direction of the money supply and thus the economy. In all cases there are lags between
changes in central bank monetary policy and changes in economic growth. Also, increases in
money do not affect all industries and all assets simultaneously, as it will ripple out to different
sectors and asset classes at different rates depending on a range of factors such as the nature and
density of input-output linkages in each economy. Moreover, the intervention by the central banks
changes the incentives and time preferences of consumers and investors, resulting in an imbalance
in the production of capital goods versus consumer goods. This leads in particular to
overinvestment in capital goods which makes the ensuing cyclical downturn more severe.

A graphic showing the monetary mechanisms driving the cycle is below.

Money Supply Changes and the Business Cycle

5. Selective Downturn
Industries late to the party and most dependent on
continued credit growth at low rates suffer shortages
of capital orincreased cost of capital, and profits and
investment slow. They lead the business cycle lower.
Money supply growth rates continue to decline.

3. Inflation
Central Bank fears price or asset inflation
(i.e. “overheating”) and sells securities to
increase rates. This reduces the rate of
new money flowinginto the banking
system, credit growth and money supply

growth. Banks raise rates. 6. Generalised

Downturn
Heavily geared companies
defaultin paying suppliers and
reduce demand for inputs and
labour. The slowdown spreads
and becomes more
generalised. Money is being
destroyed due to loan
defaults.

4. Credit Contraction
Commercial banks reduce lending
and tighten loan criteria, first to the
most vulnerable firms and sectors,
which reduces activity and causes
selective defaults. Business cycle
begins to peak. Money supply
growth often weakens further.
Interest rates move higher.

ECONOMIC GROWTH

2. Amplification
Commercial banks lend multiples of the initial
monetary injection through fractional reserve
lending. This amplifies money supply growth
and stimulates activity in some areas which
flows through to others over time. Money
supply growth is strong and often rising. Prices
Treasury and banks) to lower rates i in wi
Ehy el ) = % may increase (input, output or both) but this is The process begins again with the
thereby injecting money into the banking Central Bank injecting money via open
S not always the case.
system. This increases the money supply. market operations in order to “stabilise”

the economy by stimulating activity.

\

/
1. Initial Money Injection
Central Bank buys securities (from

7. Deja Vu
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Predicting the Business Cycle

Due to the lagged impact of changes in money supply growth — driven in turn by changes in credit
growth — in driving changes in economic output it is important to track central bank policy and
commercial bank activity. These changes provide a window into the future direction of economic
growth.

We do this using a proprietary definition of money supply which captures the influence of:

e Central bank activity
e Commercial bank activity
e Government activity

This definition is called Adjusted Money Supply, or AMS, and it has proven to be a robust predictor
of changes in the economic cycle across many countries over many decades.

Examples of the predictive nature of growth in AMS are shown in the charts below.

US Industrial Production vs Real AMS Lagged 12 German Industrial Production vs Real AMS Lagged 14
Months Months
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The importance of this theoretical and empirical relationship is that the cycles of monetary

expansion and contraction by the central and commercial banks can be used as leading indicators
of the business cycle.
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Stages of the AMS/Business Cycle

When using changes in money supply growth rates as an economic predictor it is important to
monitor the second derivative of money supply i.e. changes in the rate of change of AMS growth.

Given that the objective is to predict the business cycle via lagged changes in AMS growth, knowing
the staging of the AMS cycle facilitates the forecasting of the stages in the business cycle that

follow. The time lags vary from country to country, as described earlier.

A stylised depiction of this staging framework is shown in the graphic below.

AAS Economics Monetary Cycle Staging Framework

STAGE 1
Very Defensive

STAGE 1 STAGE2 | STAGE 3 | STAGE 4
Very Defensive _ Early Recovery IEconovarowingI Downturn

Cycle Stage 1: Rapidly declining growth— optimal to be defensive

In Stage 1 of the AASE cycle the economy is typically declining at a rapid pace and, in general, it is
better to adopt a defensive strategy.

Cycle Stage 2: Early rebound period

In Stage 2 of the AASE cycle the economy is declining at a slower pace or may be starting to show

signs of positive growth. The economy at this stage is commonly patchy but with the emergence
of some momentum in a number of assets, generally cyclical in nature.

16
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Cycle Stage 3: Late recovery period

In Stage 3 of the AASE cycle the economy is expanding at a more rapid pace. The conventionally
measured end-products of the monetary distortions created by the central and commercial banks
appear to be strong as the multitudinous micro-bubbles diffuse across the entire economy and
attract resources. Thus the illusion of “real” economic growth appears to be growing in consensus.

Cycle Stage 4: Downturn

In Stage 4 of the AASE cycle the economy is growing at a slower pace as measured economic
activity has peaked and begins to weaken. At this time the initialisation of a defensive posture is
warranted.

With this framework we are able to apply both logical analysis and historical testing to see how
well this staging analysis has performed in predicting the performance of various assets over the
cycle.

Explaining the Ranking System

For this report we have applied the business cycle staging approach? to US equities across the main
following sectors:

e Consumer Staples

e Consumer Discretionary
¢ Information Technology
e Telecom

e Basic Materials

e Industrials

e Oil & Gas
e Health
e Utilities

¢ Financials

This testing can be done on a constrained or unconstrained basis. In an equity portfolio with
benchmark weightings and allocation constraints our sector weighting strategy is generally
mapped in terms of deviation from a benchmark set internally by the client’s investment
committee. Our base case scenario is that clients have an existing allocation benchmark and our
strategy is more to recommend tilts above or below the benchmark using our business cycle logic
and our historical testing.

3 For more information see the Appendix.

17
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We have examined the above ten sectors and their performance between since January 1980 over
the stages of our business cycle model.

The analysis allows us to rank the performance of these sectors over the cycle stages and thereby
allocate priorities or weightings according to those ranks. There are ten rankings (one for each
sector) and five allocation categories:

1. Maximum Overweight. This weighting is used when the business cycle dynamics are
strongly in favour of a sector i.e. the logical and historical returns to the sector in this stage
have been the highest and well above average. In a constrained portfolio this would mean
increasing the allocation to the maximum allowable under the investment guidelines used
by the investment committee.

2. Overweight. This weighting is used when the business cycle environment is expected to be
favourable to a sector, with above-average returns, but not as supportive as in the
Maximum Overweight category.

3. Benchmark/Neutral. This speaks for itself as a neutral position, neither upweighted nor
downweighted.

4. Underweight. This strategy positioning arises when the forecast business cycle stage
suggests likely positive returns for a sector but well below average.

5. Maximum Underweight. This weighting is used when the business cycle dynamics are
expected to be particularly hostile to the sector in question, with a high likelihood of

negative returns. This would generally apply, for example, to Industrials in Stage 1. This
would mean the minimum allowable allocation consistent with investment guidelines.

The summary performance by stage and resulting sector weightings are shown in the table below.

18
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Current Sector Performance and Allocation by Business Cycle Stage*

EQUITIES SECTOR

Industrials

Oil & Gas
Materials
Telecom

Utilities

IT

Consumer Staples
Consumer Discretionary
Health

Financials
Average

Industrials

Oil & Gas

Materials

Telecom

Utilities

IT

Consumer Staples
Consumer Discretionary
Health

Financials

Returns

Stage 1 Stage 2 Stage 3 Stage 4

Performance Rank
Stage 1 Stage 2 Stage 3

It is possible to test the Business Cycle Asset Allocation Strategy on a balanced portfolio of
sectors. This testing shows the following proforma results against a static benchmark® portfolio.

4 Average monthly returns of each asset class per Stage adjusted with reference to recent 12 month performance.

5 The benchmark applied here is completely hypothetical since most investors implement different weightings. The
objective of the analysis is to illustrate that alpha can be generated versus a passive portfolio.

Consumer Staples
Consumer Discretionary
Information Technology

Telecom

Basic Materials

Industrials
Oil & Gas
Health
Utilities
Financials

10%
10%
10%
10%
10%
10%
10%
10%
10%
10%
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The results look interesting and suggest that alpha is indeed possible using our approach.

STRATEGY PROFORMA

Jan-1980 to Nov-2025 Business Cycle Strategy Equally weighted sectors  S&P500 Total Return
CAGR* 15.5% g 13.6% 13.2%
Maximum Drawdown -39.7% -42.5% -45.8%
Standard Deviation 14.9% 15.0% 16.0%
Return/Drawdown 0.39 0.32 0.29
Sharpe 3% 0.84 0.71 0.64
% Postive Years 87.0% 84.8% 82.6%
YTD 15.8% 16.2% 17.8%
2024 22.1% 20.2% 25.0%
1 Year Return 15.8% 16.2% 17.8%
3 Year Return 49.8% 65.3% 86.0%
Av, 1 Year Return 15.5% 13.5% 13.0%
Av. 3 Year Return 53.4% 46.0% 44.7%

*Compound Annual Growth Rate

— Business Cycle Allocations
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Relative Performance AASE Strategy to Benchmarks

—Relative to S&P500

——Relative to Equally weighted benchmark
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This analysis does not represent an actual investment portfolio but rather the application of the
AASE process to historical data. This is for information only and is not investment advice. No
action should be taken based on this analysis.

IMPORTANT NOTICE

This document is an economic research document. Neither this document, nor its author or
publisher, provides opinion, investment advice or financial product advice. This information is
not intended to influence any investment decision. Neither this document, nor its author or
publisher, seek to procure or solicit investment in, or influence any decision in relation to, any
asset, asset class, instrument or security. No investment action should be taken based on any
information contained in this publication. Readers should obtain information regarding
investment and financial products from a person licensed to provide advice in relation to
investments and financial products.

This document is not intended to be published in any jurisdiction where such publication would
contravene any law or regulation.

By continuing to read this document you acknowledge and agree to the above and that no action
of any kind shall lie against any author or publisher of this document for any reason whatsoever.

MORE INFORMATION

For more information please contact AAS Economics
info@aasecon.com
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