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Overview

The main worry people have is — ‘how much of my profits will | be able to keep?’ And of course if the
good times are over.

One the latter, the answer is no, as long as you pick well (read on) and on the former issue — you can
manage that by tightening stops to exit say 50% of your position. Simple. How much to exit and
when is a matter of appetite. Mine may be 100% of any position if it drops 25% from it’s peak since |
bought it. Yours may be 50% if it drops 15% and 50% if 25% from peak.

The good news is earnings are beating estimates in many stocks and that is what is key for future
price resumption.

Earnings beat estimates at highest rate in 5 years in Q2 2021
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Of course headlines like below are in my mind.
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Latest on Pensions
UK university union plans UK dividend recovery af risk from UK’s Nest pension fund plors
“ industrial action over pension cuts tough new pension rules £1.5bn push info private aquity
threat

Pensions
Pension contributions hold up well despite
Covid

Whilst China’s GDP is impacting global markets, giving one more reason to take profits, | am not in
the camp of buy Chinese tech. Sure | may miss some opportunities, but | can live with that for a
more stable life.
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Diverging Paths
Chinese tech shares languish while their U.S. counterparts keep rallying
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Yes US stocks on many measures are overvalued but on two or three, there is room to go up. Like
Brexit or anything else in life, people will see what they want to see and do what they ultimately
through greed and fear want to do. So there is no right answer leading to one conclusion eg
overvalued so sell. You may be right, but if markets keep rising then there is not much point ‘being
right’.

For us, the key is solid companies still which regardless of who is right over valuation will see us safe.
Bit like Brexit. | don’t care who is right, | care that | should survive either way.

EXHIBIT 7: PERCENT OF U.S. STOCKS TRADING OVER 10x
PRICE/SALES
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Global equity fund inflows race past previous records
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European stocks notch best day in six weeks
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Are US shares overvalued?
CAPE and g of the S&P 500 (log % differences of own values)*
== (yclically adjusted price-to-earnings ratio
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* A market which is log 100% overvalued needs to halve to be at fair value and one which is log 100%
undervalued needs to double *"Ratio between the value of companies according to the stock market and their net
worth measured at replacement cost

Sources: Stephen Wright, Robert Shiller, Andrew Smithers, Federal Reserve
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US tech sector storms ahead
S&P 500 indices, rebased
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Above is companies in the Fortune 500 by Fortune Magazine. These are the largest I've provided.

Just as for your information not for any specific action.
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Wall Street endures worst week since June
S&P 500 index, weekly % change
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Metric Current percentile ranking (relative to history)

S&P 500 forward P/E N
S&P 500 trailing P/E B
S&P 500 5-year normalized P/E [ .
S&P 500 price/book value ratio By
S&P 500 price/cash flow N
S&P 500 dividend yield N
Shiller’s CAPE (cyclically-adjusted P/E) ,
Rule of 20
Equity risk premium (10-year Treasury yield) - l

Equity risk premium (Baa corporate bond yield) -—
Fed Model ]

Tobin's Q .
Market cap/GDP .

Source: Charles Schwab, Bloomberg, The Leuthold Group, as of 9/10/2021. Due to data limitations, start dates for each metric vary and are as follows: CAPE: 1900;
Dividend yield: 1928; Normalized P/E: 1946; Market cap/GDP, Tobin's Q: 1952; Trailing P/E: 1960; Fed Model: 1965; Equity risk premium, forward P/E, price/book,
price/cash flow, rule of 20: 1990. Percentile ranking is shown from lowest in green to highestin red. A higher percentage indicates a higher rank/valuation relative to
history.
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It remains a stockpickers market — it will be selective companies that will be best able to benefit
from the market moves or not get too trashed if it falls.

Spend, Spend, Spend
S&P’s latest estimate suggests that capex will surge 13% this year
#® Non-financial Capex change (YoY, real, USD) M Forecasts
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Source: S&P Global Market Intelligence, S&P Global Ratings
Note: Universe is Global Capex 2000
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Average Annualized Returns of S&P 500 After New Market Highs
93 Years (1/1/1926 - 12/31/2018)
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New market highs are defined as months ending with the market above all previous levels for the sample
period. Annualized compound returns are computed for the relevant time periods subsequent to new
market highs and averaged across all new market high observations. There were 1,115 observation
months in the sample. January 1990-Present: S&P 500 Total Returns Index. S&P data © 2019 S&P Dow
Jones Indices LLC, a division of S&P Global. All rights reserved. January 1926-December 1989; S&P 500
Total Return Index, Stocks, Bonds, Bilis and Inflation Yearbook™, Ibbotson Associates, Chicago. The S&P
500 Index Is an unmanaged float-adjusted market capitalization-weighted index that is generally
considered representative of the U.S. stock market. Other indexes may be more appropriate to
benchmark your investments against, Index is not available for direct investment; therefore, its
performance does not reflect the expenses associated with the management of an actual portfolio, For
illustrative purposes only. Past performance is no guarantee of future results. © 2021 Index Fund
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Market falls could lead to option A — the purple arrow or Option B (the yellow). | think it is 80% a
mixture ie some fall, not as far as the yellow arrow) and then recover.
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Will the trend ever end?
Cyclically adjusted P/E of the S&P 500 index since 2003
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Goldman Sachs found in a new analysis of 813 hedge funds with $2.9 trillion in gross
equity exposure and 573 mutual funds with $3 trillion in assets under management,
there are nine stocks both view bullishly right now. They include: Adobe (ADBE),

Fiserv (FISV), General Motors (GM), Liberty Broadband (LBRDK), Mastercard (MA),
Square (5Q), Twilio (TWLO), Visa (V) and Wells Fargo (WFC).

| own Adobe, Fiserv, MA, Sq, V. | didn't get Twilio even though (Can't buy everything).

The difficulties of trying to time the market

Bank of America looked at the impact of missing the market's best and worst days each decade

Excluding worst 10 Excluding best 10 Excluding best/worst 10

Decads Price return days per decade days per decade days per decade
1930 A2% 39% 79% 50%
1940 35% 136% -14% 51%
1950 257% 425% 167% 293%
1960 54% 107% 14% 54%
1970 7% 59% -20% 8%
1980 22T% 572% 108% 328%
1990 316% 526% 186% 330%

2000 -24% 57% -62% -21%

2010 190% 5% 95% 203%

2020 18% 125% -33% 27%
Since 1930 17,7115% 3,793,787% 28% 27, 213%
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Understand State Of The Stock Market — Over or Undervalued?

Since the post-pandemic stock market boom, analysts and experts have warned us that the market
was overvalued. Some have gone even further and submitted that we’re in a bubble that is set to
burst. However, prices keep rising, suggesting many investors believe there is still value to be found.
So which is it? Is the market over or undervalued?

The Case for an Undervalued Market

While the S&P 500 has hit record values since the stock market dropped during the early stages of
the coronavirus, the FTSE 100 has yet to recover fully. The drop of around 14% left a long way back;
however, values have steadily increased by about 5%.

A successful vaccine rollout and an easing of Brexit anxiety have made a big difference. In fact, for
the first time in five years, investors are at an equal weight on the market.

However, despite all of this, the market remains at a significant discount. According to the broker
Peel Hunt, the 12-month forward P/E is 25% cheaper than the eurozone and 40% cheaper than the
US markets. So, all things being equal, it seems like Brexit economic fears still exist.

The case for the US stock market being undervalued may be more challenging to make, primarily
because it keeps hitting all-time highs. However, some analysts believe bad maths and mistaken
presumptions are behind the doomsday predictions.

In fact, John S. Tobey writes in Forbes that instead of using the P/E ratio, we should use the
Earning/yield (E/P) to value stocks. He firmly believes that if we make this adjustment, the market is
undervalued.

The Case for an Overvalued Market
As always, there are plenty of voices who believe the market is overvalued. Additionally, two reliable
measures of the market suggest the market is overvalued.

The Shiller P/E Ratio stands as 38 times. This number is close to the peak of 44 that it hit during the
stock market boom. Strategists at SunDial Capital Research have said that historically a number over
25 is a precursor to significant market corrections. However, they have stopped short of issuing sell
warnings.

The second valuation metric that is giving out warnings is the “Buffett Indicator,” which takes the
Wilshire 5000 Index and divides it by annual GDP. It currently stands at 238%. To put it in context,
the value was at 159.2% before the dot com bubble burst. However, it’s worth noting that this time
might be different because interest rates are at historic lows.

Conclusion

Current monetary policies are keeping interest rates low. This situation punishes savers and those
who invest in low-risk options like bonds. Conversely, it has a favourable effect on the stock market
because it is one of the best places to invest money.
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https://www.forbes.com/sites/johntobey/2021/06/30/an-issue-holding-back-investors-the-erroneous-belief-that-the-stock-market-is-overvalued/
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https://www.currentmarketvaluation.com/models/buffett-indicator.php

Anyone who is retired or close to retirement should consider investing in the stock market. Options
like ETFs are a great way to get started due to their simplicity. Additionally, they don’t have
investment minimums or excessive charges like most mutual funds.

Should We Be Looking at International Stocks Outside U.S. , Like Emerging Markets, Europe, or China?
The S&P 500 is up more than 30% year-over-year. This performance represents an incredible

turnaround from the damage caused by COVID-19.

However, many analysts believe that U.S. stocks are overvalued. So what global markets show
investors consider to make gains? Are European or Emerging Markets good future bets? Has the
recent turmoil in Chinese markets left them promising hunting grounds for cut-priced stocks? Let’s
dig deeper.

The State of the Markets
In late August, and then in early September, the FTSE FTSE All-World index dropped by ten and then
15 points. There are several factors at play here, like fears over a slower COVID recovery and the

future reduction in the U.S. stimulus money that many feel have contributed heavily to the stock

market’s growth over the last 18 months.

Additional concerns over China’s robust data privacy rules and Australia and New Zealand’s zealous
approach to a rise in COVID-19 cases have also lowered investor sentiment.

Of course, it wasn’t meant to be this way. At the start of the year, China and South Korea had made
double-digit gains, and emerging markets like Indonesia and South Africa were performing
strongly. Many analysts thought 2021 would be a year of market rotation.

Record Money Flows into Global Markets

2021 is set to see record inflows into global investments. According to the Bank of America, over $1
trillion is predicted to be invested in the world markets this year. Interestingly, the bulk of this
money has been invested in ETFs and passive funds.

But last year, investors pulled around $240 bn out of U.S. stock funds. And there are reasons to
believe that more could leave this year..

A vast majority of investment banks suggest that European stocks will outperform U.S. stocks. As a
result, European mutual fund flows have been at their strongest for six years.

There have been positive signs for European stocks over the summer. In June, economic data for the
U.S. caused investor confidence to waiver. Simultaneously, global equities set intraday highs and a
record close.

Which International Markets Are Worth Consideration?
There are six commonly cited concerns for U.S. stocks.

1) They are overvalued

2) U.S. inflation is a concern

3) Pandemic related stimulus is soon coming to an end

4) The economic data suggests the U.S. is bouncing back slower than Europe
5) New strains like the Delta variant could still cause economic disruption
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6) The Biden Administration has designs on requlating and even breaking up Big Tech companies.

The S&P 500 is performing exceptionally well, but some, or all, of these factors could impact upward
movement. So what other markets could prove a safe haven for investors?

European Stocks
European stocks have fallen out of fashion in recent years. While investor sentiment is
pessimistic, Karen Ward at Morgan Stanley believes these low expectations present an opportunity.

Additionally, she adds that the Fed will need to taper asset purchasing in the U.S., and a shift toward
climate change could favor European stock.

Chinese Stocks

Chinese ADRs have been popular with international investors for some time. On paper, a wealth of
flourishing tech firms in the world’s second-biggest economy looks promising, especially because
many Chinese stocks are looking very cheap.

However, there are considerable risks with Chinese stocks at the moment. Tencent and Alibaba have
come under pressure from the Chinese government in recent months. Other stocks, like the massive
ridesharing app Didi, are facing monopoly crackdowns.

U.K. Stocks
After years of underperformance, many U.S. fund managers are paying attention to U.K. stocks once
more._

Indeed, more fund managers are overweight with U.K. equities rather than being
underweight. Brexit is slowly being worked out, and the vaccine rollout means the economy is
recovering strongly.

Other Markets

For many investors, Europe is too stagnant, while China is too risky. Several other markets are at
least worthy of consideration. Australian, New Zealand, and South African stocks have an impressive

long-term track record to rival U.S. stocks.

While the lockdowns mentioned above in Australia and New Zealand will give investors some pause,
they might also provide investors with a chance to pick up some bargains.

Conclusion
While the S&P500 has overperformed the MSCI’s Europe, Australasia, and the Far East (EAFE) index
by 13.7% to 5.4% over the last decade, international stocks have a place in a diverse portfolio.

However, | would still keep the majority of my capital in the U.S. market for one simple reason: If the
U.S. markets fail, so too will the rest of the world.

South African, Australian, and New Zealand ETFs and indices could prove to be attractive under the
right conditions, but investors considering Chinese stocks should be cautious. Recent drops in
Chinese equities might grab the interest of bargain hunters, but for now, China looks very risky.
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Which Stocks Are Hedge Funds Investing in Now

2021 has been another fascinating year for the stock markets. The vaccine rollout has been
successful in the US and UK, allowing these economies to begin to return to normal. However,
regulatory lockdowns by the Chinese government have led to hedge funds cutting their exposure on
businesses that rely on China by 26%. So, the question needs to be asked: Which stocks are hedge
funds investing in now?

Hedge Funds in 2021

Not all hedge funds have had the easiest of years. 2021’s meme stock frenzy burned a lot of short-
sellers, with many hedge funds failing to account for — or understand — the suddenly arrived retail
investors. However, some hedge funds have embraced “Reddit stocks,” like Paysafe, a favorite of
retail investors and about 50 hedge funds.

Indeed, it seems that hedge funds have learned from the meme stock craze and have found a way to
take advantage of the shifting landscape. So much so that many industry insiders suggest that hedge
funds are making a resurgence.

This year, hedge fund short books generated their best alpha since 2010. Additionally, after three
years of outflows, hedge funds saw over $6 billion in client inflows during Q1. According to data
from HFR, this brings the industry’s managed assets up to almost $4 trillion.

Factors Affecting Inflows

And there is a reason for these inflows. After a challenging decade post-financial crisis, hedge funds
produced excellent gains since the pandemic — posting returns of 11.8% in 2020 and 13% in

2021. Another sign of the times is that many hedge funds have stopped taking on new

customers. Brevan Howard, a fund that struggled in 2019, has turned its fortunes around to the
extent that it shut its doors to new investors earlier this year.

Another factor affecting inflows into hedge funds is the current unpredictability in China. These
issues have led many institutional investors to pull money out of the region and invest with hedge
funds. Future Fund, an Australian sovereign wealth fund, has pulled back during the regulatory
fracas and is buying into renewable energy, like Tilt Renewables.

How Hedge Funds Invest Clients Money

So, with hedge funds performing so well, it’s interesting to know where they invest their client’s
money. Recent Goldman Sachs analysis of over 800 hedge funds and almost 600 mutual funds
suggested nine stocks that both viewed favorably. The majority of these picks are growth stocks, like
Adobe (ADBE), Liberty Broadband (LBRDK), Square (SQ), and Twilio (TWLO). However, two very
familiar faces also made their list: General Motors (GM) and Wells Fargo (WFC).

David Harding, who established Winton Capital Management in 1992, also laid out some of his
funds’ recommended stock recently. Harding recommended Warren Buffett’s Berkshire Hathaway
Inc. (BRK-B) as his number one pick; however, you can read his top ten here.

Interestingly, Berkshire Hathaway is huge on Apple (AAPL), with a stake of more than $130 million.
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Tech stocks still feature among the most significant holdings in hedge funds that are looking for
reliability and liquidity. Apple, Amazon (AMZN), Bank of America (BAC), and Visa (V) are some of the
big players that are still popular with hedge funds.

Time to Ditch the FAANGs?

The FAANGs — the name given to five of the best performing tech stocks, Facebook, Apple, Amazon,
Netflix, and Google (now called Alphabet) — have produced fantastic returns for years. However,
regulatory headwinds and a reopening economy have led some analysts to sound a note of caution.
Is it time to ditch the Faangs?

On a recent episode of Real Money’s Real Talk, Jim Cramer and guests discussed the Faangs and
asked whether they were dead or not. Of course, we should put the term “dead” in context.

As contributor Kevin Curran suggested, there were questions about whether the companies were
still the market leaders in their verticals. Additionally, Chris Versace wondered if these companies
were as disruptive as they once were.

Over the last decade, the FAANGs have become investor’s favourites because of their consistent
strong returns. In fact, they have been one of the primary reasons why the S&P 500 produced
returns of almost 300% during that period.

Why the FAANGSs Could Stop Growing

However, some analysts, like Mike Bell, global market strategist at JP Morgan, believe these
companies can’t continue to overperform. Bell thinks that Fed tapers and rising bond yields will
favour value stocks by the end of the year. He adds that these conditions traditionally help financials
and small-caps.

While it is tempting to listen to contrarian investors, it seems that there is plenty of steam left in the
big tech companies. To put it all in context, the FAANGs are still driving the Nasdaq 100.

Last financial year, they provided one-third of Nasdaq’s return. Indeed, they strongly outperformed
that particular index, with many other major indices success hinging on how many FAANGs they had.

Alphabet’s Massive Q2
Alphabet’s earnings in the last quarter exceeded the expectations of many. Revenues of $55.3
billion, which were up 34% year over year, have led to an 11% increase from the last quarter.

However, with GOOGL already operating in all global markets, sectors, and industries, some
investors wonder what room is left to grow?

For many, worries about the FAANGs come down to continued market dominance. However,
Google’s search engine has few competitors, while the iPhone holds a considerable smartphone
industry segment. Additionally, Amazon and Facebook show little sign of slowing down.
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Potential Areas of Growth

Considering these companies’ appetite for innovation, the growth areas for the companies could
come from unexpected places. Google CEO Sundar Pichai has identified Google Cloud as a huge
avenue of growth, for example.

Conclusion

The FAANGs strong growth over the last decade has led to market dominance. However, some feel
that the pace of returns can’t continue. The Joe Biden administration has tech stocks in its regulatory
crosshairs, and rising bond yields and Fed tapers could result in good conditions that support value
stocks.

However, the FAANG stocks excellent earnings and constant innovation mean that they still have a
lot left in the tank.
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