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In the last three months Fathom has supplied in-depth research and analysis on the likelihood of a global recession, China’s
economic trajectory and its moves to increase its overseas influence, the energy suppliers of the future, and on a wide range of
other pressing topics. Here we’ve put together a recap of our Top 10 Fathom research pieces from 2023 Q3, based on the level
of engagement from our clients.

Most read:
Recession Watch: realistic optimism
US house prices and construction spending
AAnOrmal percentage changes “This does not mean that the dangers of a downturn have
passed. Analysing and disentangling the macroeconomic
%0 forces at play has arguably become even more important
20 in order to decipher how policy action, such as higher
10 rates, can translate into economic outcomes. As we have
o argued for a while now, higher interest rates have a habit
of breaking things and this time is unlikely to be different.
10 Yet, each economic and hiking cycle comes with its own
-20 characteristics. This one appears to be increasingly
.30 defined by a much greater uncertainty over how quickly
40 ) » _ ) ' and by how much the economy will respond to the higher
00 02 04 06 08 10 12 14 16 18 20 22 rates already implemented.”
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In brief: internally China slows, while its reach grows

Nominal GDP
Per cent of US GDP
“China has continued to strengthen economic ties with most of 00 1 |
the global economy, and the US has mostly acted alone in its 90 1 :Fomast
sanctions on China. While the US’s actions will weigh on China’'s 80 1 |
already faltering economy, our central scenario suggests that 70 1 !
China will continue to catch up, challenging the US-led global 60 - |
order. However, China’s housing market is a key risk and has the  so :
potential to not only cause near-term pain but to reverse China’s 40 :
catch-up. Even so, this would pale in comparison to Japan’s 30 4 I
tanking share of US output following its peak in the 1990s. At a 20 - '
time when many comparisons are being drawn, this serves as a 10 4 I
timely reminder of the differences between Japan, as it was back ; : : I —
then, and China today...” 1960 1970 1980 1990 2000 2010 2020 2030 2040
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Joanna Davies, 23 August 2023 Source: Refintv Datastream / Fathom Consulting


https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64e600b0d71fc-internally-china-slows-while-its-reach-grows.pdf
https://www.fathom-consulting.com/wp-content/uploads/2023/07/Recession-Watch-realistic-optimism.pdf

Recession Watch: longer debt maturities are no panacea

“There seems to be an emerging view that longer debt maturities
mean that... many major economies can avoid recession. This
seems wrong to us... To the extent that longer debt maturities
mean that monetary policy is less effective than before, the quid
pro quo is simply that interest rates will need to rise further.
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Moreover, when firms and households do refinance, the impact 4
will be larger than it would have been otherwise. Longer debt

maturities protect the borrower from interest rate risk, but at the s

same time they expose the lender. There is no free lunch here. 0

When rates rise unexpectedly, the firm or household that chose e 000N OO0
to borrow long term will experience relief. But the lender sitting 15 16 17 18 19 20 21 2 23
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on the other side will experience regret to just the same degree.”

Andrew Brigden, 9 August 2023

Gross trade with China In brief: the US fails to friend-shore

Per cent of domestic GDP, four-quarter moving averages
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“Friend-shoring, which would involve the US rerouting its trade
with China to its allies, could help offset some of the economic
pain associated with... de-risking, thereby encouraging allies to
join forces. But there is little evidence of friend-shoring to date:
the US’s trade deficit with China has narrowed, while US allies
have failed to benefit. Instead, the deficit between the US and
the rest of the world excluding China has widened considerably,
implying that countries not historically considered as being close
US allies have benefited the most from the re-routing of US
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5 ; supply chains. It is likely that this is a reflection of the type of
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*US allies include NZL, EU, KOR, NOR, CAN, AUS,
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Joanna Davies, 27 September 2023

In depth: Chinarising in Latin America

- : Trilateral dependency scores
“In recent years Latin America has started to pull away from the By Latin American country, 2005

US, and instead become increasingly dependent on China. Analysis EU
through the lens of Fathom’s Centrality Tracker suggests that Latin
America’s dependency on China has increased most in those
countries able to strengthen China’s supply chains in transition
minerals and food. It also appears that China uses foreign policy and
trade to court countries that the US takes for granted. The increased
Chinese presence in Latin America is affecting the region’s policies
in China’s favour — these trends shown through the Centrality
Tracker are significant and show no signs of slowing.”

Linnéa Hjelm, 11 August 2023
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https://www.fathom-consulting.com/wp-content/uploads/2023/09/US-fails-to-friendshore-in-brief.pdf
https://www.fathom-consulting.com/wp-content/uploads/2023/09/US-fails-to-friendshore-in-brief.pdf
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/650c64e71b8b4-centrality-tracker-china-rising-in-latin-america.pdf
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/650c64e71b8b4-centrality-tracker-china-rising-in-latin-america.pdf

House-price-to-income ratios
Ratio of price of 100m2 property to disposable income per household
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In brief: why are houses so expensive?

“The house-price-to-income ratio used to be a popular yardstick
for assessing whether UK residential property was ‘cheap’ or
‘expensive’. Over the period from 1970 to around the turn of the
century there were booms and busts in the UK housing market,
but the house-price-to-income ratio always returned to the same,
well-defined mean. The chart [to the left] uses internationally
comparable data from the OECD to show that this same pattern
has been repeated across many European economies. Statistical
tests confirm that for the period 1970-1999 house-price-to-income
ratios were stationary, with a constant mean across all countries
included in our chart; while for the period 1970 to 2022 they were
not.”

Andrew Brigden, 13 September 2023

Thank Fathom It’s Friday: coffee with a different kind of Perk

“Having grown up watching zillions of re-runs of Friends on TV, |
always felt that every coffee shop in the world ought to have a nice
big leather sofa like the one in Central Perk. It's somewhere for all
those zany best pals to laze about, joking, teasing and simply
goofing around. That sofa and armchairs are central to what the
best coffee houses are all about, aren’t they? But wait a minute —
maybe not! Earlier this week, | took a slight detour from my regular
commute into the Fathom office to try out Blank Street, a new
coffee chain I've noticed popping up in various locations across the

city.”

Ellen O Fril, 15 September 2023
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Viewpoint: tracing dependency and trading it

“A new steady-state pattern is emerging as the economic
disturbance of the pandemic and its aftermath subsides. It looks
like China has already passed its peak. The EU and the UK are
in or close to recession, with more rate rises on the cards,
especially in the UK. But the US looks relatively well set, at least
for now, with inflation falling, rates probably close to their peak
and growth just about holding up. What does that mean for other
countries? Fathom has developed a tool that assesses the
patterns of dependency of every economy on the three principal
hubs of economic activity: the US, China, and the EU plus the
UK. It turns out that this tool might be useful in helping to build a
long-short equity trading strategy that delivers excess returns.”

Erik Britton, 3 August 2023
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https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/6501bef9bb845-why-are-houses-so-expensive.pdf
https://www.fathom-consulting.com/coffee-with-a-different-kind-of-perk/
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https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64cb74c10bbbc-tracing-dependency-and-trading-it.pdf
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64cb74c10bbbc-tracing-dependency-and-trading-it.pdf

Global Outlook, Autumn 2023: diverging fortunes

“The past three months have evolved broadly as we laid out in
Fathom’s Global Outlook, Summer 2023. With the worst of the
cost-of-living crisis behind us, we do not expect a global
recession this year. Growth in economic activity has remained
above trend in the US and accelerated in Japan, but has slowed
in Europe. Against this broadly resilient backdrop, real wages
have risen further in the US, and have stopped falling in the UK
and possibly in the EU too. We remain concerned by China. The
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housing troubles there have never gone away, and have

resurfaced in recent weeks. They continue to underpin a Chinese

economic outlook that is skewed heavily to the downside.”

Andrea Zazzarelli, 31 August 2023

Transition opportunity scores, by region
Average scores, without the ability to respond*
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In brief: is Africa the energy supplier of the future?

“Several recent press articles have explained how Africa is
poised to become a big player in energy markets due to its
renewable energy potential and its development of new fossil
fuel projects; Fathom’s new dataset, which scores each country
on its opportunities and risks from the energy transition to net
zero emissions, adds more nuance to this suggestion. With
reliable year-round sunshine, North Africa is certainly a great
place to put solar panels and its proximity to Europe means that
it has a big customer for electricity or green hydrogen on its
doorstep.”

Brian Davidson, 3 August 2023
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https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64f5dabe15c65-global-outlook-autumn-2023.pdf
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64f5dabe15c65-global-outlook-autumn-2023.pdf
https://www.fathom-consulting.com/research-notes/global-outlook-summer-2023-one-bullet-dodged/
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64ca771144b8f-will-africa-really-become-a-big-player-in-energy-markets.pdf
https://www.fathom-consulting.com/wp-content/uploads/protected-uploads/64ca771144b8f-will-africa-really-become-a-big-player-in-energy-markets.pdf
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This newsletter is a confidential, copyright protected communication intended only for the person to whom it was originally sent. If received in error, please notify the sender and delete immediately. Its intended recipients
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Fathom Consulting is a trading name of Fathom Financial Consulting Limited, a company registered in England & Wales under the Companies Act, company number 04942817, © 2023
Regulatory Disclaimer

FFC LIMITED and all of its affiliates (henceforth FFC) do not conduct “investment research” as defined in the FCA Conduct of Business Sourcebook (COBS) section 12 nor do they provide “advice about securities” as
defined in the Regulation of Investment Advisors by the U.S. SEC. FFC is not regulated by the SEC or by the FCA or by any other regulatory body.

This research report has not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination
of investment research. Nonetheless, FFC has an internal policy that prohibits “front-running” and that is designed to minimize the risk of receiving or misusing confidential or potentially material non-public information.

The views and conclusions expressed here may be changed without notice. FFC, its partners and employees make no representation about the completeness or accuracy of the data, calculations, information or opinions
contained in this report. This report may not be copied, redistributed or reproduced in part or whole without FFC’s express permission.

Information contained in this report or relied upon in its construction may previously have been disclosed under a consulting agreement with one or more clients. The prices of securities referred to in the report may rise or
fall and past performance and forecasts should not be treated as a reliable indicator of future performance or results. This report is not directed to you if FFC is barred from doing business in your jurisdiction. Nor is it an
offer or solicitation to buy or sell securities.

Analyst Certification

| Elizabeth Shepherd, the lead analyst, certify that the views expressed herein are mine and are clear, fair and not misleading at the time of publication. They have not been influenced by any relationship, either a personal
relationship of mine or a relationship of the firm, to any entity described or referred to herein nor to any client of FFC nor has any inducement been received in relation to those views.

| further certify that in the preparation and publication of this report | have at all times followed all relevant FFC compliance protocols including those reasonably seeking to prevent the receipt or misuse of material non-
public information.

5 Continued \


https://www.fathom-consulting.com/research-notes/fathoms-top-10-reads-for-2023-q2/
https://www.fathom-consulting.com/research-notes/fathoms-top-10-reads-for-2023-q2/
https://www.fathom-consulting.com/research-notes/fathoms-top-10-reads-for-2022-q4/
https://www.fathom-consulting.com/research-notes/fathoms-top-10-reads-for-2022-q4/
https://www.fathom-consulting.com/research-notes/fathoms-top-10-reads-for-2022-q3/
mailto:elizabeth.shepherd@fathom-consulting.com
mailto:elizabeth.shepherd@fathom-consulting.com
http://www.fathom-consulting.com/

