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Some of our numbers

Independent group founded in 1998

= Around 709%0 of equity owned by team

= 3bn assets under custody

over 7000 clients




Few highlights since Credo was founded
and how the firm’s assets under administration have grown over the period
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Philosophy

= Build relationships based on trust
= Focus on long-term success

= Provide clients with personal service




Business offering

Personalised Wealth Management Wealth Outsourcing Solutions

Over 2000 investors, 28 Financial Intermediaries,
assets under administration of £1.5b assets under custody of £1.5b

©
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INVESTMENT
UPDATE
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Credo team royal affairs
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Credo team royal affairs
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Credo team royal affairs
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Investrent solutions

Fixed
Income
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BESTIDEASPORTFOLIO

Overview

20 stocks Long only

No hedging Low portfolio furnover
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BESTIDEASPORTFOLIO

Performance to 30 April 2018 (USD)
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BESTIDEASPORTFOLIO
Performance to 25 May 2018 (USD)

Annualised total returns 1 Year 3 Years *Since Inception
Best Ideas Portfolio 15.0% 7.9% 10.1%
MSCI World 12.3% 7.4% 8.8%
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Performance since inception* to 25 May 2018 (USD)

BESTIDEASPORTFOLIO @
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DIVIDENDGROWTHPORTFOLIO

Overview

Long only

20 stocks
No hedging Large cap

Low portfolio turnover

Sustainable Dividend Growing Dividend




DIVIDENDGROWTHPORTFOLIO
Performance to 30 April 2018 (USD)
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DIVIDENDGROWTHPORTFOLIO
Performance to 25 May 2018 (USD)

Annualised total returns 1 Year 3 Years *Since Inception
Dividend Growth Portfolio 11.1% 9.5% 11.5%
MSCI World 12.3% 7.4% 11.0%
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DIVIDENDGROWTHPORTFOLIO @

Performance since inception* to 25 May 2018 (USD)
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GLOBAL

EQUITY FUND




GLOBAL

EQUITY FUND

Perforrnance since inception* to 25 May 2018 (GBP)
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DYNAMIC



DYNAMIC 0

= A combination of equities and fixed income

= A bias towards the UK markets and listed in GBP

FIXED
INCOME = Look to adapt across market cycles through

satellite holdings

EQUITIES

= Provides a differentiated strategy
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DYNAMIC

Perforrnance since inception* to 25 May 2018 (GBP)
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Credo Dynamic Fund
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Total returns 3 Months 6 Months *Since Inception

Dynamic Fund 4.5% 5.9% 10.7%
IA OE Flexible Investment 3.0% 2.0% 6.2%
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GROWTH

Perforrnance since inception* to 25 May 2018 (GBP)
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Total returns 3 Months 6 Months *Since Inception
Growth Fund 2.7% 3.5% 7.7%
IA OE Flexible Investment 3.0% 2.0% 6.2%




CREDO

= All 3 funds are now FSCA approved

= Daily dealing (CGEF, CDF), Weekly (CGF)

= Irish situs: IHT

= On OIld Mutual platform, soon to be on Glacier

= Just surpassed £100m AUM
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CREDO

Credo Global Equity Fund (UCITS)
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MULTIASSETPORTFOLIOS

= Globally diversified across liquid asset classes
= Four levels of equity risk
= Primarily passive underlying instruments driven by long term data

= |Low costs
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MULTIASSETPORTFOLIOS

20/80

Lower

45/55

MULTIASSET

PORTFOLIOS

Risk / Return Potential

70/30

Higher
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MULTIASSETPORTFOLIOS
Credo MAP 60/40 strateqic asset allocation

| Equities

" Fixed Income
Commodities
Alternatives
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MULTIASSETPORTFOLIOS
Credo MAP 60/40 vs 60/40 composite (USD)
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MULTIASSETPORTFOLIOS
Performance to 25 May 2018 (USD)

Annualised total returns 1 Year 3 Years *Since Inception
Multi-Asset Portfolio 60/40 8.2% 5.1% 4.6%
Benchmark 7.8% 5.0% 4.4%
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Product Suite

Equities

Fixed
Income

Low Volatility

Medium Volafility
High Volatility

Multi-Asset

MAP 20/80
MAP 45/55
MAP 60/40
MAP 70/30
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THE ILLUSION
OF KNOWLEDGE:

HISTORY, DATA, AND OVERCONFIDENCE
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Inaccurate self-assessment
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Financial Knowledge - Competence vs Confidence
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Financial Knowledge - Competence vs Confidence

100% . .
® Rated their knowledge "Very High"

= High Score
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The Herzfeld Caribbean Basin Fund

= Closed-end fund
= ~50% in US stocks, ~20% Mexican stocks

= Historically traded 10% to 15% below net asset value

June 2014

Allocation

USA
Mexico
Panama
Cayman
Bahamas
Colombia
Puerto Rico
Latin Amer. Region
Belize
Cuba
Cash and
Other Countries

Geographic % of Net Assets

52.05%
20.23%
11.20%
3.99%
3.63%
3.64%
2.38%
0.03%
0.06%
0.00%

2.80%

43



The Smart Money?

$16.00

+70%

Price

Net Asset Value

$14.00

$12.00
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The Dunning-Kruger Effect
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Confidence

0%

= “Mount Stupid”
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Exﬁen
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Two identical investments?

Return
Volatility

6%
15%

6%
15%
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Two identical investments?
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Data that shows the destination can miss the journey
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All the stafs you want. ..

Portfolio 1 Portfolio 2
Ann Return 38.67% 17.20%
Volatility 12.54% 10.25%
Sharpe Ratio 2.68 1.18
Maximum Drawdown | -6.40% -6.84%

Portfolio 3

7.75%
3.94%
0.67
-3.66%
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Plus the chart...

Ann Return
Volatility
Sharpe Ratio

Maximum Drawdown |

$4.50

$4.00

$3.50

$3.00
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$2.00

$1.50
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$0.50

$0.00

Portfolio 1 Portfolio 2 Portfolio 3
38.67% 17.20% 7.75%
12.54% 10.25% 3.94%

2.68 1.18 0.67
-6.40% -6.84% -3.66%
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Even Nobel Prize winners can be overconfident

= 6 months later

$4.50
$4.00
$3.50
$3.00
$2.50
$2.00 ‘ﬁ—/\’\—/—f\/ Equities
$1.50 g BoNnds

$1.00
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Mar 94 to Mar 98 Portfolio 1

Return 38.7%
Volatility 12.5%

Sharpe Ratio 2.7
Maximum Drawdown -6.4%

Portfolio 2
17.2%

10.2%
1.2
-6.8%

Portfolio 3
7.7%
3.9%

0.7
-3.7%

Mar 94 to Oct 98

Return -27.4%
Volatility 48.8%

Sharpe Ratio -0.7
Maximum Drawdown -94.3%

Equities
14.4%

12.5%
0.7
-13.5%

9.1%
4.2%
0.9
-3.7%
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Forecasts fail when we most need them

$160

Forward EPS (Lagged 12m)

Trailing EPS

$140

$120

$100

$80

$60

$40

$20

Source: Credo, Thomson Reuters

$0

L10¢
910¢
ST10¢
ST10¢
¥10¢
€10¢
¢10¢
T10C
0TO0C
0TO0C
6002
800¢
L00¢
900¢
S00¢
S00¢
¥00¢
€00¢
¢00¢
T00C
000¢
000¢
666T
866T
1667
966T
S66T
S66T
v66T
€667
2667
T66T
066T
066T
6867
886T
/86T
9867
G86T
G86T

53




Forecast error
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The wrong map is worse than no map

A ﬂ
\
L Sl
‘L._

48988, I GIANT HORNETS KILL 42 PEOPLE IN cmuim




A world in which mean and volatility are all you need
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The Real World
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99.2% of days are within this range
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= A "Normal" World

mEquities

20%

In reality, it's more complicated
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Analysis = Counting bullet holes

Section of plane
Engine

Fuselage

Fuel system

Rest of the plane

Bullet holes per square foot

143

1.73

1.55 ° L
°, % °

1.8 e tes .i..:'_o.'
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Humility in the face of uncertainty

“It is human nature to believe that what
you see is all there is...

but often what you don't see can refute
everything that you believe”
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Just before we break. ..
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SHOULD | BE A
CREDO CLIENT?
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Should | be a Credo client?

mYes mYes, butinred
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A FISTFUL
OF DOLLARS
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Credo investment philosophy @

= We believe wealth is created and preserved by following a patient and disciplined investment strategy
that is focused on the long-term

= We follow a value-based approach to investing

= We aim to identify matters of strategic importance and focus on methodologies that have proven to be
robust through a variety of market cycles, rather than fixating on short-term news-flow and forecasts

= We strive to minimise turnover in our portfolios and apply our minds when considering transaction size
in an attempt to limit transaction costs

= We view risk as permanent losses of capital and not in terms of short-term volatility
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Google

is value investing bt

is value investing dead

is value investing still relevant

is value investing a good idea

does value investing work

does value investing still work

does value investing beat the market
does value investing work in india
what is value investing

what is value investing strategy
what is value investing pdf

Google Search I'm Feeling Lucky

Report ingppropriate predictions
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Fama French: Value minus Growth (10 year rolling returns)
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Growth vs Value

Growth versus Value (Jan 2017 - May 2018)
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Tech fund flows

® Tech fund flows (8-week rolling, Sbn)

"10 1 12 13 14
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16

"17

18
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High dividend yield underperformance

135.00 - — -
High Dividend Yield versus Broad Index
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High dividend yield underperformance

e CRED® s CREDO

Trees do nof grow fo the sky

Investing in any single company is an inherently uncertain process, the outcome of which can be influenced
by 3 wide range of factors - some relatively easily foreseeable and others less s0. Add to that the fact that
the most successful of investors will be wrong from fime to fime, and if's not surprising that a level of
diversification in any portiolio of equities is always a prudent sirategy.

ecognising lying uncertainty, our in at Credo revolves around identifying the key
factors that are likely 1o drive the outcome for any potential investment, and we sk to invest only when we
believe those factors to be biased in our favour on balance of probabilities. Sometimes these factors are

company specific, whilst at other times they relate more o industry dynamics or the macr envionment.

Crucial to being a successful investor is the ability to recognise one’s own As fundamental
bottom-up investors, we are generally cautious when we identify key factors of 3 top-down nature that
could play a deminant role in the outcome of any potential investment. While our long-term investment
horizon often provides us with the opportunity 1o take 3 constructive view on such factors, we always have

to consider also: what if we are wrong?

This leads us to the Credo Dividend Growth Portiolio (DGF), i ies that pay a

and growing dividend. Whilst we are pleased to report that DGP has performed strongly since inception, we
alzo have to acknowledge that at least a portion of this outperformance can b linked o the structurally low
interest rate environment which has prevailed over this period

In general terms, investors wha choose to invast in dividend paying companies specifically for their income
are foregoing the opportunity to invest in alterative income producing products (such as bank accounts or
bonds), the income of which is directionally linked to interast rates. Al else being 2qual, the highar the level
of interest rates, the greater the income available on such products, and thus the higher the dividend income
required from a company in order for it to be considersd 2 a similary sttractive ahemative. The opposite is
of course also true at lower interest rate levels, and it ean therefore quite readily be acoepted that interest
rates and dividend yislds are inversely comelated.

Interest rates around the world have been on a downward trajectory for the past three decades, and
developed markets have seen levels at or near zero for a number of years now. As 3 consequence. investors

yields on fixed income pr sought . in particular g
companies. This has driven valuations of many dividend paying companies upwards, at least in relative terms
(. a5 compared to the universs of companies which do not pay dividends). As a result, valuations of
dividend paying companies in aggregate now appear o be extended by historical standards.

Howsver, if interest rates were to start rising. there appears 1o be no reason why not to xpect exactly the
opposite of what we have seen in recent years, leading to an environment in which (relatively expensive)
dividend paying companies could start to underperform.

Holders of fixed income products may of course first switch into equilies in the face of rising interest rates in
ander to avaid  decrease in the capital value of their investments (and we have already seen some such
behaviour since the US election of Trump). Over the longer term, however, investors are likely 1o be less
refiant on dividend paying companies for income, which should lead to a redustion in demand for those
{pushing valuations down).

No-one knows pracisely what will happen to interest rates over the nast few years. (For what it s worth, Crado

has maintained a “lower for longer” stance ever since the global financial erisis and only time will tell exactly.

i this plys ot over fime). Where: we may ciferfrorm soeme market pariicipars, however, s that we know
With interest rates still at or close to historically low levels, it stands to reason that thers is a lot more scope
for them to rise than to fall. But even if rates persist at a structurally-low level for much longer, the shares of
such dividend paying companies will clearly not continue fo benefit from the tailwind of incrementally lower
rates. Trees do not grow to the sky.

Applying this to the DGP, we are therefore mindful of the fact that future performance (as measured against
the global index) could be subdued due to a potential increase in interest rates. Whilst we will always strive
to continue adding value to client portfiolios by looking for stocks that cutperform the broader market, we
have to acknowledge that this may become increasingly dificult to achieve if and when interest rates

eventually do start to rise.
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Value investing can be a lonely place
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Good, Bad and total return since last conference
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Disney

120
Bought 14/05/2018 for Best Ideas Portfolio
PE of 14.5x
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Disney

Studio Entertainment

For over 90 years, The Walt Disney Studios has been the foundation on
which The Walt Disney Company was built. Today, the Studio brings quality

movies, music and stage plays to consumers throughout the world

%" The@nx'B%n:P Studios P 1 X A R

@ALf@fSNEf ANIMATION STUDIOS

F@%Neﬂoo:\)

S TUDI OS

% .
% 4 'Bf‘NEP Music Group ? ¥ ®fﬁzp Theatrical Group

[TTEASTUDIoS Dlsnep

= 15% of total revenue

= 16% of total operating profit
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Disney

Parks, Experiences and Consumer
Products

DiSﬂQ}]lﬂﬂd @WBIQSNEP\\’()rId = Sw*pm

"""" ISNEYP RESORT
“Bfengp RUISE LINE
URES koo }l o opiogmre “Dfsngg uvisnng woriawice

%fs&z’o store

33% of total revenue from Theme Parks
26% of total operating profit

80% domestically / 20% internationally

9% of total revenue from Consumer Products

12% of total operating profit
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Disney @

Media Networks

Media Networks comprise a vast array of broadcast, cable, radio, publishing
and digital businesses across two divisions - the Disney/ABC Television
Group and ESPN Inc.

= 43% of total revenue

‘ FREEFORM = 46% of total operating
profit from Media

Networks

83




Legacy model

‘ Satellite Operator
I e.g. AT&T, Dish Network

\o

1;’}

W\

/’},

-
: Linear
TV bundle

Broadcast

e.g. ABC owned stations
and local television stations

W\
-
Linear ::
TV bundle
CONSUMER
Cable TV

Internet Operator
e.g. AT&T, Comcast, Charter

Linear
TV bundle

Disney

®%~ep

CHANNEL

| —— | gt J |
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Over the top model

Direct to consumer video on demand N E-I- F I. | )( € YouTubeTV m

CONSUMER

Cable TV
Internet Operator _

Internet delivered linear TV bundle e.g. AT&T, Comcast, Chanerﬁ

amazoen

=7 prime video

Disney

&

F@%Nep

CHANNEL

| —— | gt J |
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Cord cuffing hurts Disney

102

98
96
94
92
90
3
86
84

82
FY2009

Source: Credo

FY2010

ESPN Domestic (USA) Subscribers (m)

Fy2011

FY2012

FY2013

FY2014

FY¥2015

FY2016

FY2017

Disney's estimated US cable-TV affiliate fees
in2017

Per subscriber, per month

https://www.theatlas.com/charts/ryaZuggDZ

Source: gz.com
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https://www.theatlas.com/charts/ryaZugqDZ

Over the top model

Direct to consumer video on demand N E-I- F I. | )( € YouTubeTV m

CONSUMER Direct to consumer video on demand
Cable TV
Internet Operator _

Internet delivered linear TV bundle e.g. AT&T, Comcast, Chanerﬁ

amazoen

=7 prime video

Disney

F@%Nep

CHANNEL

| —— | gt J |
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Disney direct to consumer stratfegy

=211
s=pLUSs

& The
e @AWEB%NEP

A Company

Launched April 2018

Screening exclusive material - 15 live UFC events via app
Millennials still watching live sport, just not at home
Sports Betting legalised in certain states

Disney, Pixar, Lucas, Marvel studios platform
Screening exclusive content

Commitment to 4/5 original movies and original series
Simultaneously withdrawing certain content from Netflix
Pricing will be lower than Netflix
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Disney / Fox transaction

Transaction enhances Disney’s position as a premier, truly global entertainment company, and significantly
enhances our ability to offer innovative direct-to-consumer offerings that consumers increasingly demand

TELEVISION FILM DTC
E:,_,-,—, BAMTECH

q\ @
2 f{,@/’f@@ bé“flé
lsNEP C.HANNEL e
@ MARVELI 1122

PI X AR
FREEFORM

(75%)

hulu

(30%)

@ur@fs»zp

Parks and Resorts

Pleng
Consumer Products
and Interactive Media

NATIONAL :
GEOGRAPHIC VAR l

TEOX)
‘y‘&ﬂmw NETWORKS

NETWORKS GROUP

;ﬂnﬁg:u Star AVATAR

(1) Represents key assets being acquired

(39%)

hulu

(30%)

TATA |sky

(30%)
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Investment rationale summary

Movie and Parks/Consumer business remain robust

Content providers are key - distributors are being disintermediated

Purchase of Fox strategic, and likely could see Disney pay up

Strong balance sheet, impressive cashflow, and ability to withstand significant deterioration

Valuation looks depressed, and expectations are low

90



The Bad e
These high-quality brands have broad consumer appeal and generally well
established positions in key markets

Ve .
z R West|  Winston

SPECIALIST BRANDS

IMPERIAL
BRANDS

DRUM g

WZne ), skruf [Py
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Imperial Brands

4300

3800
Owned since inception of BIP - April 2011
Lowest PE in sector 10x
Dividend Yield 4%

3300

2800

2300

1800

1300

Apr-10 Apr-11 Apr-12

Apr-13

Apr-14

Apr-15

Apr-16

Apr-17

Apr-18
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Structural issues in the tolbbacco sector
Combustible volumes are in decline

= Smoking bans in public places

= Advertising bans, mandatory warnings on packaging

= |ncrease in government excise duty

= Change in lifestyle habits as Millennials choose healthier lifestyles

= Volume decline - pricing power
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Company specific and fechnical issues

Rising bond yields - rotation trade in the face of rising interest rates

Increase in the cost of capital

Currency headwinds - strong GBP v the basket

Irrational pricing by competitors in key markets

Palmer and Harvey administration - up to £160m write off
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IMB self-help strategy @

= Sell the non-core assets, including cigars and rolling papers
= Sell the sub-scale and/or lower margin tobacco markets
= Reduce the Logista holding (Spanish listed logistics business)

= Re-organise the brands into Priority Brands (West, JPS, Gauloises), which will be given a greater
weight of investment, and Local Champions (Kool, Gitanes, Jadé), which will receive less support

= Consolidate the factory footprint

= Upgrade communication with investment community

95




HY18 Tobacco Volume Mo IMPERIAL
Growth Brands drive volume outperformance ~) - BRANDS

I | Industry down 5.7%

-2.1%

HY17 volume Growth Brands  Specialist Brands  Portfolio Brands HY 18 volume

126.3 bn SE

¢
+1.6% ex migrations

Half ¥ear Results | 9 May 2018
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Tobacco industry - Next Generation Products (NGPs/RRPS) @

"Today we are entering a dynamic period of change to our industry. An
unprecedented confluence of technology, consumer demand, societal
change and public health awareness has created a unique opportunity; the
opportunity to make a substantial leap forward in our long-held ambition to
provide consumers with less risky tobacco and nicotine choices.

Richard Burrows, Chairman, BAT - AGM Statement
251 April 2018
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Tobacco industry - Next Generation Products (NGPs/RRPs)

Supportive Regulatory Environment '\!k IMPERIAL
Growing recognition of a positive role for EVP ~#)i- BRANDS

* “nicotine — while highly addictive — is delivered through products

that represent a continuum of risk and is most harmful when
Imiy/-SE delivered through smoke particles”
I- « “The FDA is committed to encouraging innovations that have

the potential to make a notable public health difference”

@é  “e-cigarettes are 95% less harmful to your health than normal
Public Health clgarettes
England + “helps most smokers to quit tobacco altogether”

—m Royal College + “The RCP report ‘Nicotine without smoke, tobacco harm
— of Physicians reduction’ has concluded that e-cigarettes are likely to be
beneficial to UK public health”

Preliminary Results | 7 Movember 2017

©
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Tobacco industry - Next Generation Products (NGPs/RRPs)

Company Vaping Heated Tobacco Hybrid
OVUSE c%o |
‘ ] iFUSE
B oEacco S VIP g .
ANl MESH  wicocis QoS
Me IMPERIAL
Zi‘k- BRANDS blu
: (‘'reen o
. uLcli|e —
! Altria smoke~~ marRkTEN VSO
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Imperial relatfive discount to global fobacco competitors

0.0%
—— Imperial BrandsBest P/E (Blended Forward 12 Months) relative to

5 0% Global Tobacco Best P/E (Blended Forward 12 Months)
-2.U70

-10.0%
-15.0%
-20.0%
-25.0%
-30.0%
-35.0%
-40.0%

-45.0%
15/04/2011 15/04/2012 15/04/2013 15/04/2014 15/04/2015 15/04/2016 15/04/2017 15/04/2018
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Investment rationale summary

Market overly bearish on tobacco industry

IMB has many levers to pull to streamline the core business

Penalised for a uncompelling Next Generation Product suite

Valuation on 10x PE and 7% dividend yield too cheap

Last strategic asset in the industry
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Take out farget @

JT' PEHE

JAPAN TOBACCO INTERNATIONAL CHINA TOBACCO
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The Ugly

ADTALEM

GLOBAL EDUCATION

Adtalem Global Education Group is a leading
global education provider which owns a number
of Universities, Colleges, and Graduate
Schools in the US and Caribbean.

©

o)
ACAMS ADT/\LEM X A
EDUCACIONAL do BRASIL fh m;mﬁ&?fmﬁ"" BECKER

.....................

I | DeVry University

U Keller St

CARRINGTON @
& " & COLLEGE'
— CHAMBERLAIN

UNIVERSITY

ZDUPRISTINE & ross universiTy &) ROss UNIVERSITY
Nz SCHOOL OF NEDICINE NEF SCHOOL OF VETERINARY MEDICINE
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Adtalem Education

60

Bought 12/06/2015 for Special Opportunities Portfolio

PE of 14x
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For-Profit Education fraudsters
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Obama claomps down on For-Profit Education @

= Borrower Defence rule
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Obama claomps down on For-Profit Education @

Is! HUTOOWN I




Investment rationale summary @

= Sector was in a state of disarray, all for-profit stocks were being sold off irrespective of fundamentals
= Adtalem business model tainted, but far from broken

= ~ 95% of profit (~65% of revenue) generated by businesses which fulfilled genuine need and which
were differentiated by their very low cohort default rates

= ~75% of profit - Medical and Healthcare schools for nurses, vets and doctors
= ~20% of profit - Professional Education
= ~5% of profit (~35% of revenue) - The “dodgy” segments

= Company had $350m on balance sheet
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Trump Bump

Less than 100 days into Trump's presidency, the
Department of Education under Secretary Betsy DeVos
has delayed implementation of gainful employment
rules, withdrawn key federal student loan servicing
reforms, and signaled a less onerous regulatory
environment for the essentially taxpayer-financed
career education sector.

= Deregulatory bent / supporting privatization

= Tax cuts benefit sector competing against tax exempt non-profits

©
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DeVry University Pays $100 Million for Deceiving
Students

Q Michael Nunez
DEVRY

DeVry University, and its parent company DeVry Education Group, have
agreed to pay $100 million settlement following a Federal Trade

Commission (FTC) crackdown on for-profit schools.
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Adtalem

PE Ratio
18.0

16.0
14.0
12.0
10.0
8.0
6.0
4.0

2.0
—— Adtalem Global Education Inc Best P/E (Blended Forward 12 Months)

06/06/2014 06/12/2014 06/06/2015 06/12/2015 06/06/2016 06/12/2016 06/06/2017 06/12/2017
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Value investing can e a lonely place

= Qut of vogue

= Not exciting, in fact its rather dull

= Requires independent thinking, strong discipline
= Patience: time to work

= Strong resolve, stomach for short-term volatility
= Often you can be too early

= Unloved, under-owned stocks
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Value investing can be a lonely place @

HERD
MENTALITY

POPULATION:
NEARLY EVERYONE
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The end
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MUCH ADO
ABOUT NOTHING
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Much adoe about
N othing.

eA s ithath been fundrie times publiely

acted by the right honourable,the Lord
Chamberlaine his feruants.

Written by William ShakeSpeare.

LONDON
Printed by V.S for Andrew Wife,and
William Afpley.
1600,
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Since we last spoke. .. @

2900
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2400
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S&P500 performance: 1 June 2017 to 26 January 2018 = +18.2% Source: Credo, Bloomberg
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Period ending January 2018...

S&P 500 Total return:

Longest monthly up streaks
(1926-2017)

Start Date End Date  Streak
Nov-16 Jan-18 15
Apr-35 Mar-36 12
Jun-49 May-50 12
Sep-53 Jul-54 11
Mar-58 Jan-59 11
May-36 Feb-37 10
Dec-94 Sep-95 10
Aug-82 Apr-83 9
Dec-63 Jul-64 8
Sep-66 Apr-67 8
Apr-80 Nov-80 8
Nov-95 Jun-96 8
Jun-06 Jan-07 8
Sep-10 Apr-11 8
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S&P 500: numiber of positive / negative months per annum @

12

10

-10

-12
1926 1930 1934 1938 1942 1946 1950 1954 1958 1962 1966 1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014 2018  Source: Credo, Bloomberg
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January 2018: strongest ever start to a calendar year @

Ben Carlson
¥V @awealthofcs

The S&P 500 now has as many new all-time
highs this month (13) as it had in the entire
decade of the 2000s

1:01 PM - 27 Jan 2018
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Since we last spoke. .. (continued 1) @
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S&P500 performance: 26 January 2018 to 8 February 2018 = -10.1% Source: Credo, Bloomberg
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S&P 500 heatmap (5 February 201 8)
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Biggest one-day drop ever? @

FOX\

BUSINESS A MARKETS POLITICS FEATURES FBNTV Q

Stock market plunges, with

Dow down a,175

points in the Big Board's
biggest one-day drop
By Matthew Rocco | Published February 05,2018 | Stocks | FOXBusiness

Wall Street continued a broad selloff Monday, as the Dow plunged a record 1,175 points

amid growing inflation fears.
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Not so quick... @

Downtown Josh Brown &
) @ReformedBroker

Today's 4.6% Dow Jones sell-off was only the
108th worst in history going back to 1900.

9:22 PM - 5 Feb 2018
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mMaximum annual drawdown (peak-fo-trough)

S&P 500

Feb ‘18:
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MSCI World Index; annual returns & declines
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MSCI World Index; annual returns & declines
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Since we last spoke. .. (continued 2) @
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S&P500 performance: 8 February 2018 to 26 February 2018 = +7.7% Source: Credo, Bloomberg
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Since we last spoke... (continued 3) @
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S&P500 performance: 26 February 2018 to 31 May 2018 = -2.7% Source: Credo, Bloomberg
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S&P 500: The Rom-Com




Since we last spoke... (contfinued 4) @
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S&P500 performance: 1 January 2018 to 31 May 2018 = +1.2% Source: Credo, Bloomberg
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Quo vadis?

Much adoe about
N othing.

eA s ithath been fundrie times publiely

acted by the right honourable,the Lord
Chamberlaine his feruants.

Written by William ShakeSpeare.

LONDON
Printed by V.S for Andrew Wife,and
William Afpley.
1600.
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Gurus: |

Robert Wiedemer 1/18/18 UPDATE! "the data is clear,
50% unemployment, a 90% stock market drop, and
100% annual inflation starting as soon as next yr.

Marc Faber 10/17/17 - Amajor stock market correction is coming

Ron Paul 8/)0/17 - 50% stock market plunge conceivable, as soon as October ' 20/17
. "s0 i il happen™

et 6/14/17 - "'Once in a lifetime’ crash coming in next 3 years"

Paul B. Farrell 9/5/15 - "100% risk of a Marc Faber 6/24/17 "epic decline
50% crash if Trump wins nomination™ ahead, stocks to plummet 40%"
Paul B. Farrell 3/1/15 - "the crash of 2016 really is coming.
Dead ahead." "a crash is a sure bet, it's guaranteed certain" Ri 6/16 "Stocks are vulnerable, raise cash"
Robert Wiedemer predicts 50% unemployment, _‘ ?I 16 "\{ery probal?ly I,°°km9
eaagloh Ession, with no end in sight"

90% stock market crash, 100% annual

inflation starting 2016 E aber 8/9/16 "can easily give back 5yrs of gains to 1100"
Robert Wiedemer predicts 50% unemployment, 5 RBS- 16 "Sell everything"
ything,

90% stock market crash, 100% annual = .
Pemgeraicad brace for cataclysmic year"

Infitonssaiiy 20 Ron Paul 7/29/14 - stocks are in a bubble and will crash
Paul B. Farrell 2/24/14 - "Crash of 2014. Like 1929 you'll never see it coming"

Robert Wiedemer predicts 50% om DeMark 10/15/13 - "1929 parallel warns of crash, it's preordained"
unemployment, 90% stock 41» 13 - "decent chance stocks will crash 30% in next year or two"
market crash, 100% Marc Faber 8/8/13 - "stocks to end the year 20% lower"

annual inflation Paul B. Farrell 6/5/13 - "The next crash will happen by year-end"

as soon as 2013 hris Martenson 3/13/13 - predicts 60% stock market collapse in next 3 months

@ 10/13 - sees crash in Q3 2013 and continuing for year and a half
Marc Faber 11/13/12 - "Prepare for massive market meltdown"

P BwRarrell 7/31/12 - "The real crash is dead ahead"
@ f131/12 "The cult of equity may be dying, but the cult of inflation may only have just begun”

Apr-12  Aug-12 Dec-12 Apr-13 Aug-13 Dec-13 Apr-14 Aug-14 Dec-14 Apr-15 Aug-15 Dec-15 Apr-16 Aug-16 Dec-16 Apr-17 Aug-17 Dec-17 Apr-18 Aug-18
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The
Great

Ahead

HARRY S. DENT, JR. §

with RODNEY JOHNSON

2000,

:::::::::::::::::::::::::

HOW TO SURVIVE

AND PROSPER DURING
THE GREAT DEFLATION
OF 2014-2019

mﬁext b‘re;i‘

Bubble
Boom

How to Profit from the Greatest
Boom in History: 2006-2010

Harry S. Dent, Jr.

HOW 70 PROSPER €W rony
IN THE DEBT CRISIS {440
OF 2010-2012

"GREAT
DEPRESSION

fu

HARRY S. DENT JR
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Gurus: 2

Potential . - . . -
bubbles Type Size Duration Appreciation Valuations Irrational Behaviour
_gp—
Australian Property  Real ( ) Loan to income ratios were 1.8x - Uninterrupted GDP
Market ECoOnomy e e Sl their long term average growth for 26 years
. - - lower for longer rates
London Property Real Loan to income ratios were 2 3x .
Market SConomy K8tn 25 years 333% their long term average ;n;?;?ww tadder”
Honag Kon Resl Average home prices were 18.1x - Mainland money inflow
5 4 3 et HK$20tn  12years  67% gross annual median household - Belief in “inelastic
eEe o economy income in 2016 demand™ for housing
Market-implied volatility at
- . . . historical lows: VIX average in ) ) -
Short VIX ETFs Financial $3bn T years T05% 2017 at 114 vs long-term average Buy the dip mentality
of 19.4.
. . o - Speculation
BitCoin Financial  $56bn 2 years 1526% ;“:ﬁ I
ges. technology
) . . L _— h - Buy the dip mentality
FAAMNGS Financial $2.5tn 12 years 1363% Pricing unlimited eamings potential Fear of missing out
Current yield at half of long-term
- average q
EMHY Financial $3935bn 9 years 240% 0.04% percentile rank in lon - Hunt for yield
range
. : ! PVE ratio 30% above long-term - Buy the dip mentality
SPX Financial $22n 8 years 213% average - Fear of missing out
10y Bund vield 370bp fighter vs
: 10y Bund yield long-term average - .
Bunds Financial €2t i e - Belief in QE Infinity
range
10y UST vield 400bp tighter ve
. - 10y UST yield long-term average - Belief in QE Infinity
UsTs Financial $20m @ T00bp tighter 6.1% percentile rank in long-term - Trump sfimulus fading
range
Current spread 6bp tighter vs long-
- Spread 252bp term average S :
us 1G Financial $6.4tn 9 years tighter 49% percentile rank in long- - Belief in QE Infinity
range

Bubble
risk

Indicator

Medium/
High

Medium

Medium

Medium

Medium
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...a stock market bubble? @

January 11, 2010: US stocks surge back towards bubble territory (Business Insider)

May 3, 2011: Why this stock market looks like the tech bubble of 2000 all over again
(Business Insider)

March 27, 2012: Robert Shiller eyes another tech bubble (Yahoo! Finance)

December 2, 2013: Nobel prize winner warns of US stock market bubble (CNBC)

May 6, 2014: Time to worry about stock market bubbles (New York Times)

September 13, 2015: Fears grow over US stock market bubble (Financial Times)

June 23, 2016: Uh-oh. Is the stock market in a bubble again? (CNN Money)

August 9, 2017: Is the stock market a bubble? (USA Today) Source: Ben Carlson
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...a stock market bubble?

= Q FINANCIAL TIMES
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Opinion Market Bubbles

We're in bubble territory again, but this time might be
different

Returns for investors are modest and could be negative over lengthy periods

Read next

Business Book Club podcast
Business Books podcast: Andrew Lo on ‘adaptive’ markets
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Gurus: 3

Bl Markets @
@ @themoneygame m M
Goldman Sachs: There is an 88% chance we're

heading into a bear market read.bi/2z9A2A7
via @BIUK_Finance

GS Bear Market Risk Indicator
Average percentile (in US) for ISM, slope of yield curve, core infiation, unemployment and Shiller P/E

100% US Bear Market
90% = GS Bear Market Risk Indicator
-GS Bear Market Indicator ex Shiller PE

80%
70%
60%
50% ,
40% ’
30% ‘|
20%
10%
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2:38 PM - 15 Oct 2017
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©

Downtown Josh Brown @ m
» @ReformedBroker
My job is to strap bundles of dynamite to
forecasting nonsense and create big,
demonstrative fireworks shows for our

audience/ clientele.

4:18 PM - 27 Sep 2017
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Behaviour gap @

20-year annualized returns by asset class (1997-2016)

12% ;
ol O
8% -
6% -

4% -

REITs S&P 500 60/40 40/60 Gold Bonds EAFE oil Homes Average
Investor

Source: JP Morgan
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Far more money has been lost
by investors preparing for corrections,
or trying to anticipate corrections,
than has been lost in corrections themselves

(Peter Lynch)

143




We would never talk of a "permanently high plateau”... @

R SEES STOGKS Stock prices have reached .“what

FIS
- looks like a permanently - high pla-
PEELMANENTLY G'H teau,” Irving Fisher, Yale ecomo-
| - 'mist, told members 'of the Purchas-
Yale Economist,Tells-PurchasT! ing Agents Association at its mesthe
ing Agents Increased Earn- = ly dinner meeting at the Zuflders
. ings Justify Rise. Exchange Club, 2 Park Ayemmte, last
: — night. Professor Fisher -n'he on the |
SAYS TRUSTS :AID-‘ SALES subject of investment trusts and pre-'
S " sented ‘a defense ‘for them against
Fmds Special Knowledue, Applaed to recent attachs in which thE}T have
 Diversify’ Holdings, Shifts - been charged with responsibility Tor-

Risks for.Clients. many prasent E‘UI]S.
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...or suggest that “the bull market could continue forever”

Search Quotes, News & Video Q

HOME INTL v+ NEWS MARKETS INVESTING TECH MAKEIT VIDEO SHOWS

MARKETS

us EU ASIA OIL BONDS GOLD

A2 CNBC

'The bull market could continue
forever' — strategist Jim
Paulsen outlines conditions

» The stock market "has an awful good gig going,” Jim Paulsen, chief investment
strategist at Leuthold, says.

» The Dow was coming off its seventh straight record high ahead of Friday's o

' MARKET
release of the government's July employment report. ALERT

Matthew J. Belvedere | @Matt_Belvedere
Published 8:01 AM ET Fri, 4 Aug 2017 | Updated 10:54 AM ET Fri, 4 Aug 2017

SecnBC
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...but there is an argument that this oull market has legs 2 @

Long Term Secular S&P 500 Market Cycles 1928-2017
| {

200 ot
3 .
2 { |
a ]
o ' |
SRR
Q , 1
£ o) Break-out
E | : 1982 & 2013
8 40 |
A z

Price Lows
| 1974 & 2009 Source:
! [ , FactSet,
o R ' W o Raymond James,

Arbrook Investors

1928 1933 1938 1943 1948 1953 1958 1963 1968 1973 1978 1983 1988 1993 1998 2003 2008 2013 (July 2017)
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The four most dangerous words in investing are:
This time it’s different

(Sir John Templeton)
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We're in bubble territory again, but this time might be
different

Returns for investors are modest and could be negative over lengthy periods

Read next

Business Book Club podcast
Business Books podcast: Andrew Lo on ‘adaptive’ markets
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Opinion Market Bubbles
We're in bubble territory again, but this time might be
different

Returns for investors are modest and could be negative over lengthy periods

Read next

Business Book Club podcast
Business Books podcast: Andrew Lo on ‘adaptive’ markets

Bloomberg  pagets  Tech  Pursults  Pollics Opinlon  Businessweek

This Time Really Is
Different

Markets are constantly evolving based on our updated knowledge of the
past.

By Ben Carison
™5 26June20

Things have changed. Photog

149




GMO Quarterly Letter

1Q 2017

PO SRS s

This Time Seems Very, Very Different

(Part 2 of Not with a Bang but a Whimper -
A Thought Experiment)

Jeremy Grantham
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GDP forecasts

Best-performing

2018, % change 1 Dominica +8.8
on a year earlier 2 India +7.7
3 Bhutan +7.6
|.|.| I |.|.|-| L 4Anguil!a +7.4
12 5 0 2 4 6 8 10 , 5 Ethlopla +7.2
No data S ; o /
United
Canada  States  World
: 2.7%
Italy Rusls1a l
0
[ L
Saudi France Syria Iran
-2 Arabia | Greece Germany South Korea Poland Ireland Egypt Vietnam
Britain Australia | Singapore Argentina Turkey China
-4
Brazi
Worst-performing il
- 1 Venezuela -11.9
2 Puerto Rico -8.0
3 Equatorial Guinea -3.7
-8 4 North Korea -1.0
5 Brunei +0.3 Source: Economist Intelligence Unit
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World economy has never been in betfter shape @

Number of countries in the world in a recession

100 - Lowest number of
countries in
90 + recession ever

80 -
70 -
60 -
50 -
40 A
30
20
10

Forecast to
continue
improving further

0
1980 1985 1990 1995 2000 2005 2010 2015 2020
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Th ist ©
@) o ceoneme «a -
A poll by Bank of America Merrill Lynch asked

global fund managers what their expectations
for the future are

Economic optimism drives stockmarket highs

Investors are getting convinced that the world can enjoy strong growth and low
inflation

economist.com

5:52 PM - 17 Oct 2017
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Th ist ©
@) o ceoneme «a -
A poll by Bank of America Merrill Lynch asked

global fund managers what their expectations
for the future are

If you want to know why the market keeps rising, just look at the latest poll
of global fund managers by Bank of America Merrill Lynch. Almost half of
all the managers now expect above-trend growt @ below-trend
inflation, what is dubbed the Goldilocks economy (she wanted porridge

that was not too hot, or too cold, but just right). [NE RN =R =

proportion recorded in the history of the survey.pils(&<aM eI fns B EEE:5b:e

years, a plurality of managers have taken the view that both inflation and

growth would be below trend.

Economic optimism drives stockmarket highs
Investors are getting convinced that the world can enjoy strong growth and low
inflation

economist.com

5:52 PM - 17 Oct 2017
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A Goldilocks economy @

= Earnings: record high

= Profit margins: near highest levels in history

= Jobless claims: lowest level since 1973

= US economic expansion: 3@ longest in history (106 months & counting)

= Manufacturing sentiment (ISM): 13-year high

= Consumer confidence: 17-year high

= US housing prices: record highs (up 6% in past year)

= Average hourly earnings: highest level of cycle (up 2.9% in past year)

= Inflation: remains relatively low

» Fed rate: starting to rise, but still low in historic terms; other central banks dovish
=  Trump effect: much still to follow? (Tax cuts / deregulation / infrastructure boom)

Source: Charlie Bilello
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International yield curves (30/5/2018)
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5,000 Years of Interest Rate History @
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Predicting the Fed rate?

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017
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Predicting the Fed rate?

1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 77777177
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Don't be blind to the risks though... @
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Trade war? @

@ Donald J. Trump & US trade deficit

@realDonaldTrump ($bn)

When a country (USA) is losing many billions China %375

of dollars on trade with virtually every country Germany s

it does business with, trade wars are good, Japan e

and easy to win. Example, when we are down Mexico 71

$100 billion with a certain country and they Vietnam =0

get cute, don't trade anymore-we win big. It's Canada 15

easy! India 23
23

2:50 AM - 2 Mar 2018 South Korea
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Trade war with China... lost a long fime ago

USD, billions, YTD

0
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D= United States exports to China
™= United States imports from China
Trade balance with China

2010

2012
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The most iconic American consumer product today? @

Anatomy of an iPhone:

Source: Wall Street Journal
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Trade war... Quo Vadis? Global Fund Manager Survey: Top tail risk

4/18 | P Trade war
3/18 Trade war .
2/18 . Inflation & Bond crash
118 — Inflation & Bond crash
12117 Fed/ECB policy mistake
117 Fed/ECB policy mistake
10/17 Fed/ECB policy mistake
9117 North Korea
8/17 Fed/ECB policy mistake
M7 Bond crgsh s .
 —— Chiese aredi ighienig
517 = === Chinese credit tightening
4/17 EU disintegration . .
317 EU disintegration
2117 U-disintegration
117 Trade war /protectionism
ﬁﬂg = . disintegration
' Bond cras
10/16 = EU disintegration
9/16 GOP wins White House
8/16 GOP wing White House
gﬂg GOP wmg Whtlte House
rexi
5/16 — Brexit
4/16 _Quantitative Failure
3/16 Quantitative Failure .
2/16 US recession ) .
1/16 = _ China recession
12/15 China recession 3
11/15 China recession
10/15 ) y ; . China recession :
0% 10% 20% 30% 40% 50% Source: BAML
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Earnings Trump polifics

=—=MSCI AC World Index analyst consensus EPS estimate for next 12 months (left scale)

—MSCI AC World Index (right scale)

Source:
Jeffrey Kleintop,
Charles Schwab & Co
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Shiller CAPE ratio @
45 -

40 -

35 I 33.3 currentl

28.2 (30yrs)

21.7 (40yrs)
20.0 (60yrs)

16.8 (140 yrs)

Source:

1880 1900 1820 1940 1960 1980 2000 2020 Bencarlson
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From last year’'s conference presentation... @

ae Kim | @firstadopter
uesday, 23 May 2017 | 4:05 PM ET

Y cnec

SLCNBC CEEIEIENGY

HOME INTL » NEWS MARKETS INVESTING TECH MAKEIT VIDEO SHOWS MORE

INVESTING

FINANCE BANKS INVESTING WALL STREET HEDGE FUNDS MEA INSURANCE

Nobel winner Robert Shiller:
Stay in the market because it
‘could go up 50 percent from
here’
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March 2013: CAPE 22.5 (higher than 87% of all readings) @
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March 2013: CAPE 22.5 (higher than 87% of all readings) @
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Taking comfort from relative valuations... Growth versus Value @

Growth versus Value (Jan 2017 - May 2018)
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Source: Bloomberg, Credo
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Growth versus Value
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What if the next crash is just around the corner?
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What if the next crash is just around the corner?

Rolling Annualized Returns since market top in 2007
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ZWEIG

A SAFE HAVEN FOR INTELLIGENT INVESTORS

When the Stock Market Plunges...Will You Be Brave or Will
You Cave?

By Jason Zweig with Malcolm Fitch

Money Magazine, Jan. 1997

In fact, if | could give you only one piece of financial advice, it would be this: Spend
less time studying your investments and more time studying yourself. That's
because how much money you make in an investment often depends far more on
how you behave than on how it does. “It's people that lose money,” says Patrick

Chitwood, an investment adviser in Birmingham with a Ph.D. in psychology. “It's
not investments.”
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How did you feel in March 20097 How did you behave?

March 2009

GMO _

ARTICLE

March 2009

Reinvesting When Terrified |,

Jeremy Grantham

Cr1S1¢ onable

As this climaxes, formerly reas
people will start to predict the end of the world, armed
with plenty of terrifying and accurate data that will serve
to reinforce the wisdom of your caution. Every decline

Reinvesting When Terrified

Jeremy Grantham

It was psychologically painfil in 1999 to give up making
money on the way up and to expose yourself to the career
nisk that comes with looking like an old fuddy duddy.
Similarly mday |t is both painful and career risky to pan
withyour particularlysis

Tias been so hand D raisc in this market of ceedented
Thiquidity, As this Crisis climancs, frmerly rcasonable
poople will start to predict the end of the world, armed
with plenty of torrifying and accuratc data that will sorve
© minforce the wisdom of your caution. Every decline
will enhance the beauty of cash until, as some of us
experienced in 1974, ‘terminal pamlysis” set in. Those
who were over invested will be catatonic and just sit and
pray. Those few who look brilliant, oozing cash, will not
‘want to casily giveup theirbrilliance. So almost everyone
& watching and waiting with their incrtia beginning to set
like concrete. Typically, those with a lot of cash will miss
a very large chunk of the market recovery.

There is only one cure for terminal pamlysis: you
ahsolutely must have a battle plan for reinvestment and
stick to it. Since every action must overcome paralysis,
what T recommend s a few large steps, not many small
ancs. A single giant sicp at the low would be nice, but
without holding a signed contract with the devil, several
big moves would be safer This is what we have been
doing at GMO. We made one very large minvestment
move in October, taking us to about half way between
neutral and minimum equitics, and we have a schedule
for further moves contingent on fiture market declines. [t

will enhance the beauty of cash until, as some of us
experienced in 1974, ‘terminal paralysis’ sets in.

important to have a clear definition of what
it wlll take for you to be fully invested. Without a similar
progam, be prepared for your committee’s enthusiasm
o invest (and your own for that matter) to fall with
the market. You must get fiam to agree now — quickly
‘efiore rigor mortis scis in — for we arc entering that zone
as | writc, Remember that you will never caich the iow.
Sensible valuc-based investors will always scll too carly

in bubbles and buy too carly in busts. But in retm, you
may make some iMportant extra money on the mundtrip
as well as lowenng the average nsk exposure.

For the recond, we now believe the S&F iz worth 900 at
fair value or 0% sbove today'’s price. Global equitics
am even cheaper (Onr estimates of curent value am
hased on the assumption of nomal P/Es being applied to
narmal profit margine ) Our T-year estimated retums for
the vanous equity categorics arein the +10 to +1 3% mange
after inflation based on an assumption of a 7-year move
from today's environment back to normal conditions.
This companes toa year ago when they were all negative!
Unfortunately italso compares to a+15% forecast at the
1974 low, and because of that our guess is that there is still
a.50/50 chance of crossing 600 on the S&P 500,

Lifc is simple: if you invest too much oo soon you
will regret it; “How could you have done this with the
coonomy so bad, the market in free fll, and e history
books scrcaming about overmns™ On the other hand,
if you imvest too littlc after wlking about handsome
potential retums and the market rallics, you deserve to
be shot. We have tried to model these competing costs
and regrets. You should try to do the same. If you can't,
asimple clear battk plan —even if it comes directly from
yourzivmach — will be far betterin a meltdown than none
at all. Perversely, secking for optimality is a snare and
delusion; it will mercly serve to increase your paralysis.
Invesors must respond torapidly falling prices for cvents
can change fast. In Junc 1933, long before all the banks
had failed or unecmployment had peaked, the S&P rallied
105% in 6 months, Similarly, in 1974 it mllicd 148% in
5 months in the UK! How would you have felt then with
your lrge and belovod cash rescrves? Finally, be awarc
that the market docs not tum when it scos light at the
end of the tunncl. Tt tums when all looks black, but justa
subtle shadc less black than the day before.

Discaimer: Tae prsa e e s f o Maxa 4, 2009, a5, a2y
P This smee Jio i e ke ‘e seouriy and s ") Asy forwaxd lociog se.
e e B o e mkkldhol(uwludxe_«agaa:«oll e pedomance Nothing s amcle sl at

Copysight © 2009 by GMO LLE. All rightarssavad
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GShaughnessy

A Generational Opportunity

I recently had dinner with a client who
told me that stocks had not performed
well over the last 40 years. At first

| suspected that she was generalizing
from the recent pummeling equity
markets have experienced—after all,
this is a time frame that included two of
the biggest bull markets in history! Yet,
when | went fo the data, | found out that
she was absolutely right. The 40 years
ending February 2008 wers the second
worst 40-year period for equilies since
1900, with only the 40 years ending
December 1941 doing worse!

Let's put this into perspective. The
40 years ending in 1941 included the
stock market panic of 1507, which
drove down the Dow Jones Industrial
Average nearly 38 percent, the World
War | Era, where the period between
1910 and 1919 was ons of the worst
everfor stocks; AND, oh yss, the
Great Deprassion. Finally, icing on the
40-year caks, the Japaness bombed
Pearl Harbor on December 7, 1941.
How could these last 40 years even
begin to match that? Alas, they did

The chartto the right s a histogram
of the average annual real returns for
U.S. equities (large stocks) for all
40-year holding periods, with annual
data starting in 1900 and menthly data
beginning in 1926. There were only
three 4D-year periods where U.S.
stocks returned less than 4 percent

P L futurs resusts.

“THE CHINESE USE TWO BRUSH STROKES TO WRITE THE WORD ‘CRI:

ONE BRUSH STROKE STANDS FOR DANGER; THE OTHER FOR OPPORTUNITY.
IN A CRISIS, BE AWARE OF THE DANGER—BUT RECOGNIZE THE OPPORTUNITY.”

JOHN F. KENNEDY

annually—the 40 years ending
December 1941, where they eamed

a real rate of retum of 3.80 percent
annually for the previous 40 years; the
40 years ending February 2009, where
they eamed 3 66 percent annually; and
the 40 years ending December 1942,
where stocks retumed 3.92 percent
peryear. Keep in mind that's just 0.55
percent of the 545 periods analyzed.
We are talking about an event so rare,
that most of us alive today will never
see such an opportunity again.

The histogram also shows the norm—
stocks retumed between & and & per-
cent per year for 353 periods, or nearly
65 percentof all of the 40-year periods
analyzed. Looked at closely, you see

that 99.45 percent of all observed

40-Year Real Returns: U.S. Equity
December 1832 ~ February 2008*

20%-40% |w
4.0% - 6.0%

6.0% - 8.0%
B0%-10.0%
100%-120% |~

4D-year periods, U.S. stocks enjoyed
a real rate of retum between 4 and
12 percent per year, and that we ars
now presented with a huge genera-
tional opportunity.

Reversion to the Mean:
Short, Medium and Long Term

Like | did in my last commentary,

let's look at what happened with U.S.
stocks the first time they eamed less
than 4 percent per year for a 40-year
period. For the five-, ten-, and twenty-
year periods following the nadir reached
in 1941, here are the real average
annual compound retums for a variety
of U.S. stock categories:

Real Average Annual Compound Retum
‘aver the next 5 ysars

SAF 500 +10.35%
Fama French Large Growth 68
Fama French Large Vaiue +21.88%
Fama French Small Gronth +18.67%
Fama French Small Vakie +35.15%

Real Averags Annual Gompound Rstum
over the next 10 years

SEP 500 +11.44%
Fama French Large Growth 8315
Fama French Large Vaiue +18.04%
Fama French Small Gronth +12.39%
Fama French Smail Value +Z2.79%

Real Averags Annual Gompound Rstum
‘ove the next 20 years

Giobal Data fom December 1300 —Degember 1964;
monifly Gata fm Ibotson December 1965 —
February 2008,

informiation at the end of his presentation.

S4P 500 +12.08%
Fama French Large Growth 411185

Large Vaiue +1E.80%
Fama Franch Small Gronth 12085
Fama French Small Vake +18.66%

How did you feel in March 20097 How did you behave?

A Generational Opportunity

At times like these, the asset class
that | believe will prove the least risky
over the long-term appears to be the
riskiest, and vice versa.
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Jim OShaughnessy
@jposhaughnessy

1/ | have been a professional investor for
over 30 years. What follows is some
things | think | know and some things |
know | don’t know. Let's start with some
things | know | don't know.

6:35 PM - 10 May 2018
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3/I DO know that, according to Forbes, “since 1945...there have been 77 market drops @
between 5% and 10%...and 27 corrections between 10% and 20%” I know that market

corrections are a feature, not a bug, required to get good long-term performance.

4/1 do know that during these corrections, there will be a host of “experts” on business TV,

blogs, magazines, podcasts and radio warning investors that THIS is the big one. That

stocks are heading dramatically lower, and that they should get out now, while they still

cart.

5/1 know that given the way we are constructed, many investors will react emotionally and

heed these warnings and sell their holdings, saying they will “wait until the smoke clears™

before they return to the market.

6/1 know that over time, most of these investors will not return to the market until well

after the bottom, usually when stocks have already dramatically increased in value.
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©

4/1 do know that during these corrections, there will be a host of “experts” on business TV,

blogs, magazines, podcasts and radio warning investors that THIS is the big one. That

stocks are heading dramatically lower, and that they should get out now, while they still

cart.
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How market mayhem affects you

‘What sparked the tumble and whether vou should be worried about
vour portfolio

FTSE 100
8,000 points

Record high

Inflation hits a Jan 12

five-year high
Sept I5

May announces
snap election
April 18

7,750

7,500

7.250

General  Bank of England

7,000 election raises interest rate
6.750 ey June 8 Nov 2
This
6,500 week's
P0LL‘NG sell-off

- STATION
6,000 v .
5,750 -

Feb Apr Jun Aug Oct Jan Mar May Jul Sep Nov Jan

2016 2017 2018

Source: The Times, 10 February 2018
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Newspaper headlines you'll never see...
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Young investors rejoice
as markets crash, providing
much improved entry points

Expected stock market returns rise following share declines

In another round of brilliant news from intemational stock exchanges, future returns continue to rise as

share prices fall further and further. Commenting on the ever-improving prospects for stock market
retums, a senior hedge fund manager said: “We're really happy to see this market weakness, as we
know that it means one thing, and one thing only: future returns are on the up and up!”

Investors celebrate as stocks go on sale

Economic forecasts for |
Traders on Wall Street hugging a magnum  of

returned to some of their
favourite party venues last
night, celebrating a third
successive day of stock
market weakness around the
globe. As one market
veteran remarked while

champagne: “When fashion
clothing and hxxury brands
go on sale, people get up
early and queue outside
shops from the early hours to
take advantage. .. why should
stocks be any different?”

SALER

Markets fall for reasons no one can be sure of

Pressed for reasons
explaining another weak day
in stock markets, a number
of commentators have once
again come up with exactly
the same answer:

“We actually do
not have a clue’.

As ome strategist at a
buy-side firm pointed out:

“Investors have different
goals, opinions, strategies,
tine horizons and sk
profiles. and what this all
amounts fo is that stock price

movements on any given day
will, on balance, simply reflect
which of these many moving
parts may be the dominant
one for the time being.”

next year: the future is f

STILL unknowable

As far as our roundup of
economic forecasts for the new
year is concerned, we are
pleased to report that — as was
the case in previous years - it
is still not possible to do so
with any confidence. In the
words of Anthony Alberts,
senior economist at Pitt &
Gillespie Financial Advisory: “I
can extrapolate last year's
numbers if you want, mix in my
own biases and vested
interests and give you a guess
or two... but what value would
there be in that?”
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In investing, losing means taking decisive action at the
worst possible times — being driven by your emotions
precisely when you need to be the most rational.

Trying too hard to win eventually means losing...

(Charles Ellis)
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Much adoe about
N othing.

eA s ithath been fundrie times publiely

acted by the right honourable,the Lord
Chamberlaine his feruants.

Written by William ShakeSpeare.

LONDON
Printed by V.S for Andrew Wife,and
William Afpley.
1600,
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Italy: 30 May 2018 @
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Average annual % real returns (1200-2017) @
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Global equities
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Diamonds
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Meet Alfie
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Alfie: also pretty good at doing nothing... @

...the day the Dow fell more than 1,000 points in February
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Alfie: also pretfty good af doing nothing... @

...after Donald Trump declared a trade war in March
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Alfie: also pretfty good af doing nothing...

S
..-

L

.when North Korea fired a missile over Japan last September
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Alfie: also pretfty good af doing nothing... @

...following the resignation of Markus Jooste in December
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So, until we meet again... be more like Warren @
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So, until we meet again... be more like Warren (and Alfie) @
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