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Overview

Phew — | may be smiling in the picture but how annoying that so many people will see their
mortgages shoot up.

In this newsletter | will both explain in simple terms what is going on and where the
opportunities lie in stocks, commodities and ETFs.

First the good news. Bear markets do not last very long as you can see from the image
below. Also, they are generally infrequent. Well, we care more about now than what
happened in the past. But that is good to know.
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Bear markets hurt. The good news is they only account for 29%
of the market environment. What's more, stocks have spent the
vast majority of time at or near their all-time highs.

Overall, stocks have spent 2/3
of the time at or near all-time highs.

Bear Market Recovery
Time it takes to reach
next all-time high

Bear Market Drawdown
Stock market falls 20%+
from peak to trough

Environment

Bull Market Correction
Stock market falls over
10% but less than 20%

Bull Market Dip
Stock market falls under
10% from all-time high

Source: Morningstar Direct, Performance Analytics,
UBS, 4/30/22. Past performance is not indicative

of future results, An investment cannot be made
directly into an index. Index definitions can

be found at the end of this piece.

And here is some more important good news. The markets tend to do well even in rising
rate environments. It’s why you will read more about why those holding a lot of cash will be
getting ready to take out the odd stock here and there. I'll investigate these below too.
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S&P 500 Index Annualized Total Return
25%
The S&P 500 Index had positive returns

20% 11 out of 12 times during periods
of rising interest rates.
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Fed Rate Hike Cycle

Sources: Morningstar, Haver Analytics, March 2022.
Past performance is not indicative of future resuits
An investment cannot be made directly into an index
Index definitions can be found at the end of this piece.
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Market % of Time in Market

: ipti :
Environment Descrision Environment
All-Time High Stock market hits all-time high 35%

Bull Market Dip Stock market falls under 10% from all-time high 33%

Bull Market Stock market falls over 10% but less than 20% from all- 3%
Correction time high

Bear Market Stock market falls over 20% from peak to rough 10%
Drawdown

Bear Market Time it takes to reach next all-time high 19%
Recovery

Source: Morningstar Direct. PerformanceAnalytics. UBS 4/30/2022. Based on monthly returns from 1945,

Fed Rate Hike Cycle S&P 500 Index Annualized Total Return
Aug 1954 - Oct 1957 14%
Jun 1958 - Nov 1959 24%
Aug 1961 - Nov 1966 7%
Aug 1967 - Aug 1969 4%
Mar 1972 - Jul 1974 -9%
Feb 1977 - Jun 1981 11%
Mar 1983 - Aug 1984 13%
Jan 1987 - May 1983 16%
Feb 1994 - Feb 1995 4%
Jun 1993 - May 2000 10%
Jun 2004 - Jun 2006 8%
Dec 2015 - Dec 2018 8%

Source: Morningstar, Haver Analytics, March 2022

Analysts have a clever ‘out’ albeit an honest one. They will give a variety of scenarios and
ask you to pick. Below is one such example. So, you have to pick. We don’t want to gamble
unless it’s asymmetric. At the moment | cannot see any cause for a bull scenario. But it’s not
a one way bet to the downside. You see asymmetric trades are worth it e.g. long GBPUSD
(more on that shortly). Anything else is too much of a gamble.
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Market Scenarios

With the S&P 500 Index finishing off its worst first half since 1970,
let’s look at the different scenarios going forward into 2023:

Bull Case, Base Case, and Worst Case Scenarios

S&P 500 Index
5000
4000 .--4 Base Case
! ® Bear Scenario
3000
*-.4@ Stagflation
2000 Scenario
In a stagflationary scenario,
the S&P 500 Index would
1000 fall below 3,000.
0
2005 2007 2000 201 2013 2015 2017 2019 201 2023

Whilst | will keep an eye on consumer discretionary, | will pick based not just on momentum
but as always value, growth, income, cashflow, sortino etc.

Consumer discretionary stocks cover non-essential items such as restaurants, hotels, and
automobiles.

e o e e Historical Odds of Consumer Discretionary

Outperformance (12-Month)
<353 100%
<63 74%
<75 76%
>95 50%

Given historical patterns, the consumer discretionary sector may be poised to accelerate over the
next 12 months.

Are we in a recession yet? There is some talk the US already is. If this is the case then it’s
good for US stocks because of the data below. This is because the market anticipates and
looks ahead.
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S&P 500 Index Cumulative Price Return

Market Scenario z 7 Year
During a Recession

Worst Case <-18% 2001

Base Case 16% Average

Best Case > 44% 202

Historical data shows that on average, the S&P 500 Index has returned 16% one year after the
start of a recession.

| love these charts below about timing. The problem is no one ever misses one great day.
They miss a bunch of bad ones too. But anyway, they always fascinate me because they also
tell me how a few days make a big difference; in life and in the markets.

Market Timing Can Be Costly

Investor behavior Hypothetical growth of $10,000 in S&P 500 from 1/1/80 - 6/30/22*
Invested all days $1,060,000

Missing best 5 days 655,981

Missing best 10 days 472,481

Missing best 30 days 171,261

Missing best 50 days 75,568

Source: FMRCo, Asset Allocation Team
xGrowth reflects dividend reinvestment but not impact of taxes. Bloomberg

To perk you up some more | want to show you this image of bouncebacks. So again, it begs
the question — are we on the cusp. | am watching closely with money ready to deploy. But
still waiting.
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S&P 500 returns after falling -20% from record high (since 1950

6-months 1-year 2-years 3-years
later later later later
10/21/57 9% 31% 46% 40%
5/28/62 11% 26% 45% 59%
8/29/66 18% 25% 36% 24%
1/29/70 -9% 11% 20% 38%
11/27/73 -9% -27% -6% 7%
2/22/82 1% 32% 40% 62%
10/19/87 15% 23% 48% 31%
3/12/01 -7% -1% -27% -6%
7/9/08 -27% -29% -17% 6%
3/12/20 35% 59% 72%
Average 4% 15% 26% 29%
% positive 60% 70% 70% 89%

Look what they did to my beautiful pound! I’'ve been buying GBPUSD in small steps. | think it
is a no brainer. | am not over-leveraged and have the liquidity to manage a fall to even £ to
60cents! And | am happy to hold my positions for years.
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Inflation and Assets

| will examine commodities ETFs going forward in light of the data below. It is also
heartening to see that stock dividends outweigh inflation.
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Which asset classes have historically tended to perform
well across different types of inflationary environments?

Average Real Annual Total Returns 1973-2021

U.S.Equities  U.S. Treasuries U.S. T-Bills Commodities Gold REITs
Goldilocks 16.1% = 4.3% 0.8% 0.4% -2.5% 18.1%
Disinflation « 8.4% 8.1% 1.7% -5.6% 1.3% 3.5%
Reflation 14.6% -2.0% 0.0% 21.0% -1.1% 14.0%
Stagflation -1.5% 0.6% 0.4% 15.0% 22.1% 6.5%

Defensive assets like gold

SO exphies US. equities have typically Snd e R
performed well during @

Treasuries have shown
the strongest real returns historically performed well
9 moderate inflation. ype

in deflationary periods. during stagflationary periods.

Consider how S&P 500 Index dividends have performed
against inflation over the last two decades:

S&P 500 Dividend Growth Outpaces Inflation

S&P 500 Dividend Annual Totals (LHS) e ) S. CP| Urban Consumers (RHS)

- B.etiween ZOQO and 2021, $1408 $512B
dividends paid out S 2000 2021
increased 3.7X. &£ 2
300
200
100 02

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022pP

s, 05/23/22, Past performance is cative of future

nitions can be found at the end of th
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One Pick | Especially Like

This on hit my Sharescope criteria on valuation, growth, income and more and also on
discount cash flow valuation.

1
Current Price

UK£2.93

Fair Value

UKE£9.52

Braemar Shipping
Services PLC

Misery Loves Company

US mortgage rates highest since 2007 and it’s not because Kwasi visited Washington last
week.
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US mortgage rates soar to highest level since 2007

Weekly average 30-year fixed rate mortgage rates (%) across the US from Jan 5 2006 to Oct 6 2022

(%3]

0 T T T ' T T T '
2006 2008 2010 2012 2014 2016 2018 2020 2022

S e e FINANCIAL TIMES
The good part of markets falling is of course they get cheaper. The trick is to remember the
price is not alone what dictates when stocks are cheap. They have to be cheap relative to
future profits.
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US stocks are becoming less expensive compared with profits
S&P 500

== Forward price-to-earnings rafio
24

12
Q419 Q120 Q220 Q320 Q420 Q121 Q221 Q321 Q421 Q122 Q222 Q322 Q422

Source: FactSet

And whilst we expect falling profits, if prices fall more than profits, then they are cheap and
prices will rise to catch up.
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Big US companies expected to post slowdown in profit growth

80O
&0
&0
Estimate
20
B s

-20

Year on year change in EPS ()

Coronavirus crisis

Q120 Q220 Q320 Q420 Q121 Q221 Q321 Q421 Q122 Q222 Q322

-40

Source: FactSet
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I’'ve been sharing with you my insights from my US trip which was all market focussed.
Again, to give you some good news, the data supports the optimism of the people | met. See
the image below. Again points to moves upwards.
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This does not mean the same stocks rallying as fast as in the past. We will still need to be
very very picky. According to CNBC, “UBS’ chief investment officer Mark Haefele said history
suggested the market would only bottom when investors start to expect looser monetary
policy over the next six to 12 months or economic activities hit a trough.”

Investor pessimism is at its highest in 20 years.

Bull-Bear Spread S&P 500 Index 12-Month Return
-60 -60% -40% -20% 0 20% 40% 60%

-54 Oct19,1990  The S&P 500 Index has -
Mar6,2000  seen double-digit gains
85% of the time after
extremely pessimistic
5ep21,1990  sentiment since 1987.
Nov 16, 1990

Bull-Bear Spread

The percentage of surveyed
investors who are 'bullish’on
the market minus those
who are ‘bearish’

Oct 5,1990

For example, in the week Apr 29,2022

of April 29, 2022: Aug 17,1990

Bullish: 16.4% Jan 11,2008
Mar 14, 2008

Bearish: 59.4% Aug 31’ 1990
Feb 21,2003

Bull-Bear Spread: -43

Oct 16,1992
Jul9,2010
Sep 14,1990
Oct 26, 1990
Feb 20, 2009

Source: Bloomberg, 5/12/22.

Investor pessimism is based on the AAIl Apr 12,2013

Survey that measures investor expectations

for the market in the next 6 months. Past Dec 21,1990

performance is not indicative of future results.

An investment cannot be made directly into Jul 21, 2006

an index. Index definitions can be found

at the end of this piece. Jan 25, 2008
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Better Investors

Teach A Million People To Be
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Do | see things being as bad as | have marked? No, but | have shown you just how easy to
reach and recent such lows are.
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So, what do you think - 2500? 2000? or 1000? (Worst case is 2,500 | think as a worst case.)

Pound Again

As you will know from my Telegram channel, I've been buying GBPUSD and continue to do
so with Hunt in the post. The markets do not trust the Government and so give some
benefit for the words, but as the finances become reality then the pound will move higher
and bond yields drop (a little). Due to quantitative tightening ie Bank of England selling
bonds and pushing their prices lower, the yields cannot drop too much. So, your mortgage
will not suddenly get cheaper. Why raise interest rates, if you can just raise cost of
borrowing by QT? The BoE will indeed consider that.
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Trader Who Made Billions in 2008 Buys
Pound Near All-Time Low

m Vulpes’ Stephen Diggle says British pound is very cheap now
m Diggle says bet wasn't just opportunistic currency trading

26 September 2022 at 08:47 BST Wishch waw
Listen to Live R

A former hedge fund manager who shot to fame for a $2.7 billion
volatility trading gain during the global financial crisis is buying the
pound on a day when the currency slumped to an all-time low.

MUST READ

The |

wihat
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GBPUSD - levels I've gone long on the longer term investments. wish I'd picked up 1.04!

Your Pension

This worries me. These headlines worry me. As a young barrister | would advice trustees on
pension excesses. Never could | have imagined such headlines. | did not know they were
using derivatives to generate returns.
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< R S news AA ©

Pension funds would
have faced 'mass
defaults' today
without BoE action

< v NEWS AA @

Why the mini-budget
threatened to bankrupt pension
funds

As we all realise in case we had not, that the markets impact our pensions and mortgages.
This is so clear from recent events. It underlines why we have to be in control of our SIPP

and ISA.
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What Moves Stocks & Our Approach

My approach is different to fund managers because whilst | know valuation is important, |
know for the time frame | am examining the markets, it is not the only thing. The image
below explains this. This is why my stocks have to tick boxes of growth and cash flow and
many other factors too.

Exhibit 18: Valuation is almost all that matters for long-

term stock returns

Price to normalized earnings predictive power on subsequent
holding period retumns (since 1987)

100%  Variability of Returns Explainedby
Priceto Normalized EPS
80%  (R-Squaredof Normalized P/E
60% vs.Subsequent S&P 500 Returns)

40%
20%

0%
01 2 3 456 7 8 9 101 12
Holding period (# of years)
Source: BofA US Equity & US Quant Strategy
BofA GLOBAL RESEARCH

Yes - BUT don’t hold for 10 years!!! Hold 12 months and filter for other factors e.g. growth
and income too as we do.
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$32 Trillion Wiped Out

Global stocks erase over $30 trillion in value
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| fear more falls. Certainly, on momentum but also what the big banks are telling their
clients too.
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ASOS PLC
Aston Martin Lagonda Global Holdings PLC

7620,
76, 17_
7335
-7184
-70.18
-62.90
6677
6554
6418
6355
6217
6187
6079
5939
5795
-57.90
57.75

Synthomer PLC

Winter Is Coming e

Jupiter Fund Management PLC
-~ -~ Royal Mail Group PLC
- Wiz Air Holding PLC
FINANCIAL TIMES BdgepointGroup PLC
IntegraFin Holdings PLC
UK COMPANIES TECH MARKETS CLIMATE OPINION WORK & CAREERS LIFEGARTS HTSI Femexpo PLC
Camwal PLC
- . Wetherspoon (D) PLC
Numis Corp PLC ((+ Add 1o myFT Marshalls PLC

. Moongig Group PLC 5747
UK companies face new wave of takeovers, Mars & Sponce Qs PLC 3
warns Numis wapLc s6s2

Countyside Properties PLC
Intermediate Captal Group PLC
Mitchells & Butiers PLC

Barratt Developments PLC

JD Sports Fashion PLC
TUIAG

Hilton Food Group PLC
Auction Technology Group PLC

Ti Fluid Systems PLC

Watches Of Switzerland Group PLC
IP Group PLC

88M European Value Retail SA
Domino's Pzza Group PLC

Dechra Pharmaceutcals PLC
Crest Nicholson Holdings Ltd

5664
-5521
-5504
5425
-5399
5326
5307
-5303

5255
5254
-5202
5172
5148
-50.76.
5075

FDM Group Holdings PLC 5071
Workspace Group PLC -50.70,
| Cunys PLC -5048

Genuit Group PLC
Vistry Group PLC
Travis Perkins PLC

5026
-50.25
-50.05,

A4 4444444 d04444440444444440404040000dq000qq0q
Jeosa yelwnneewwensnanekslonsesne  eelennee osnsnene

Sirws Real Estate Ld v 5000
Taylor Wimpey PLC v 4969
Hill & Smith Holdings PLC v 4928
GOLDMAN'’S S&P 500 SCENARIOS
S&P 500 LEVEL ~ SOFT LANDING ~ HARD LANDING ¥

END OF 2022 3.600 3,400

MID-2023 3,600 3150

END OF 2023 4,000 3,750

Source: Goldman Sachs
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US stocks reverse dramatic rally as investors bet Fed stays the course
Week-to-date performance (%)

= S&P 500 == Nasdaqg Composite

US jobs growth
tops expectations

Oct 3 2022 Oct 4 2022 Oct 5 2022 Oct 6 2022 Oct 7 2022

Source: Refinitiv
Is It Time to (Keep) Buy Sterling?

The British pound continues to face significant challenges, with the currency seeing
significant volatility in recent years. This is likely to continue for some time.

The pandemic was especially hard on the UK economy, which has weighed heavily on the
pound. In March 2020, the pound sank to its lowest level against the US dollar in more than
30 years as the pandemic forced the UK into lockdown. Then this year, it got worse.

Two years later, the sterling is still going through a tough time. In fact, things look worse for
the currency. In May 2022, the pound fell to around $1.1443, well below its pre-pandemic
level. This is the first time in 37 years that UK importers are getting so little for their pound.
As | write we are around the same level.

So, what does the future hold for the pound sterling? Is it time to buy the currency, oris a
further decline on the cards?

Historical Context

To understand where the pound might be headed, it's worth looking at its recent history.
For most of the past decade, the sterling has been in a period of decline.

Before the pandemic struck, the key drivers were the UK’s decision to leave the European
Union and concerns about the country’s economic prospects. These factors weighed heavily
on the pound, causing it to fall by around 4.5 percent since 2016.
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The pandemic then exacerbated the situation, as the UK was one of the worst-hit countries
in Europe. This led to further concerns about the country’s economic prospects, and the
pound fell to its lowest level against the US dollar since 1985.

The Current Situation

The UK is now recovering from the pandemic, but the outlook for the economy is still
uncertain. The country’s vaccination program is progressing well, and the government has
set out a roadmap for easing lockdown restrictions.

However, there are still risks that the recovery could be derailed by a resurgence of the virus
or further lockdown measures. There is still considerable uncertainty about the pound’s
future prospects.

What Does the Future Hold?

Looking ahead, the key question is how the UK economy will perform in the coming months
and years. The pound is likely to recover if the country can avoid a double-dip recession and
return to strong growth.

However, if the recovery falters or the UK economy underperforms relative to other
countries, then the pound could fall further. This is especially true if interest rates stay low,
making it less attractive for investors to hold sterling.

Make the Right Moves

For me, | continue to be a buyer but without over leveraging and with the prospect of
holding for a long time. | think GBPUSD 1.2 is when | need to think of selling (even if then).

Who Is Predicting a Stock Market Crash and Why?

Since the onset of the COVID-19 pandemic, there has been much speculation about a
potential stock market crash. The fact is the pandemic led to widespread economic
uncertainty and instability. And as we enter the final months of 2022, more and more
people are beginning to voice their concerns about the stock market.

Many prominent figures in the financial world are warning of an impending crash. While it's
impossible to say for sure whether or not they're right, it's essential to understand their
reasoning.
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In this article, we'll look at some of the most prominent individuals predicting a stock
market crash and the evidence they're using to support their claims.

Let's delve right in.

Michael Burry

Michael Burry is an American hedge fund manager who famously predicted the subprime
mortgage crisis of 2008. In recent months, he's been warning that another financial crisis is
on the horizon. Burry has pointed to several factors that he believes could trigger a market
crash.

Firstly, he believes that the Federal Reserve's quantitative easing program is creating an
asset bubble. Secondly, he believes that corporate debt levels are too high and that interest
rates are bound to rise eventually. And finally, he thinks that the stock market is overvalued
and due for a correction.

Burry believes that, within a few years, the S&P 500 could sink to less than 1,900 points.
That's a 53 percent decline.

Jeremy Grantham

Veteran investor Jeremy Grantham, co-founder and chief investment strategist at asset
management firm GMO, also predicts tough times ahead for the stock market.

Grantham believes that the current bull market is ending and that we're in store for a
prolonged bear market. He points to many factors, including high valuations, low-interest
rates, and excessive optimism.

Grantham sees the recent stocks' rebound as nothing more than a passing repricing phase.
He believes the market will soon enter a period of mean reversion, where prices revert to
their long-term averages. He expects the S&P 500 to fall by around 50 percent. In the past,
super bubbles have preceded market declines of at least that amount.

Robert Shiller

Robert Shiller is an American economist and Nobel Prize, laureate. He's best known for his
work on asset bubbles, and he's been warning about a stock market bubble for quite some
time.

Shiller pointed out that the CAPE ratio, which is a measure of stock market valuations, is
currently at its second-highest level in history. The only time it was higher was just before
the stock market crash of 1929.
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Shiller has also warned that, like the housing bubble of 2008, the current stock market
bubble could have devastating consequences. He believes that a market crash is inevitable
and that we're currently in the late stages of a long bull market.
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