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Outlook

Barring a shock, 2024 will mark the second consecutive year of an over 25% return for the S&P 500. The last time we
had two consecutive 25%+ years was 1997 and 1998, in the midst of the dot-com boom. Meanwhile, implied volatilities
languish near historical lows in the U.S. and Europe.

Near-term optimism on continued US equity outperformance abounds — should investors stay along for the Trump ride?
Is diversification dead? U.S. exceptionalism is a core question for asset allocators. While timing markets is always tough,
we think investors should also step back to consider how their portfolios would fare in a correction. First, we’ll look at
some of the metrics around U.S. exceptionalism to quantify how optimistic investors are. Then we’ll turn to potential
sources of diversification.

Over the long-run, one of the best valuation indicators is the cyclically adjusted P/E ratio, developed by Robert Shiller in
the late 1990s. On that metric (we show the total return version below, which also accounts for buybacks), US equities
are close to peak expensiveness, with a 40x cyclically adjusted P/E ratio — the same level as just before the 1929 Wall St
Crash, but still a little below the all-time high of 48x hitin 1999. That was of course just before the dot-com bubble burst
— the ratio would fall by more than half in the next 3.5 years.

US equities: S&P Composite cyclically adjusted total-return P/E ratio (CAPE TR P/E)’
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Bullish market participants often counter that the CAPE is a backward-looking measure. But expectations for future
growth are also high, and valuations based on forward P/E ratios are also near all-time peaks. Forward looking valuation
measures also tend to move in sync with the backward-looking CAPE, as shown below.

US equities: S&P Composite CAPE TR P/E vs S&P 500 Fiscal Year 3 forward P/E’
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1 Sources: Robert Shiller / Yale University, Bloomberg, True Partner. Data through November 2024
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A significant part of the bullishness on future earnings growth stems from the Magnificent Seven stocks and optimism on
Al. These companies are currently engaged in massive capital spending on Al projects. Al seems likely to be a driver of
future profitability, but how much profitability? The top stocks are also historical outliers in their importance to index
investors: the top 10 stocks in the S&P 500 account for over a third of its market capitalization, well above peak levels
seen in the dot com era (just over 25% in the top 10).2

It is not just the Magnificent Seven where there is heady optimism. Earnings growth expectations are bullish across the
board, as shown in the chart below. For context, earnings have grown at 6.6% in the U.S. and 4.2% outside the U.S. over
the last 10 years. Analyst estimates are for future growth excluding the Magnificent 7 to be roughly double those levels.?

Trailing and Expected Earnings Growth
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Amidst such high expectations, it is worth recalling the fate of the huge telecom and network related investments of the
late 1990s amidst the growth in the internet. While there were many dot-com companies with questionable business
models (Pets.com springs to mind), there were also many fast-growing companies with substantial businesses. For years,
there was a ‘virtuous circle’ of inter-related growth as internet demand grew rapidly and companies competed to build
infrastructure. Companies such as Lucent Technologies, Qualcomm, Nortel Networks, Cisco and Sun Microsystems saw
strong growth for several years. Then valuations and growth expectations got too high, growth disappointed, capex was
cut dramatically (US telecoms capex doubled from 1996 to 2000, then fell to below 1996 levels), and companies
became trapped in a vicious circle of cost cutting and falling share prices. Al undoubtedly has huge potential and
investments could be as profitable as the market is pricing. But there is also a risk that all this capex may engender
competition and oversupply that will ultimately result in disappointing profit margins.

The Trump effect

There has been a marked increase in optimism following the U.S. election. Markets appear to be pricing a ‘goldilocks
Trump’ for Wall Street — where U.S. corporates get lower taxes and less regulation, government spending shrinks /
becomes more efficient and fiscal deficits stabilize but more disruptive campaign promises on tariffs and immigration are
not realized. Trump’s nominations have favored loyalists and markets may need to adjust much further if he follows
through on his campaign pledges in more disruptive ways. Tariffs and deportations of illegal immigrants would likely be
negative for growth and inflationary — pushing up prices for imported goods and raising wages as labor supply shrinks.

With that in mind, the Fed dot plot released on 18" December (just around our cut off point for data for this outlook) and
market reaction is interesting. The Fed dots projected inflation to be higher and paired back rate cut expectations, and we
even saw one dissent from the decision to cut rates. As we have warned in outlook pieces for some time, inflation keeps
surprising in its persistence. Powell warned in the press conference that further progress on inflation is required to make
further cuts, while markets had been assuming a more dovish view. A persistence in inflation could push normalization
beyond the forecast window. This could further unnerve markets, which were already jittery in the hours following the
FOMC, but then started to recover overnight.

2 Has stock market concentration reached a tipping point, Capital Group, September 2024. https://www.capitalgroup.com/individual-
investors/se/en/insights/articles/has-stock-market-concentration-reached-a-tipping-point.html

% Diluted EPS for MSCI U.S. and MSCI World excluding USA. Inflation doesn’t account for the difference — U.S. CPI inflation has averaged 2.9% over the
10 years to November 2024, above the 2.7% breakeven inflation priced in for the next year. Sources: Bloomberg, True Partner
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Is the rest of the world in better shape?

After years of U.S. outperformance, many investors have a high U.S. equity allocation already. Will investors diversify into
other equity markets? Should they? It’s true that valuations elsewhere are less demanding, and are at an unusually wide
discount to the U.S.. However, as we show below non-U.S. earnings have also been relatively stagnant, despite strong
monetary stimulus following the financial crisis. Some of the key non-U.S. markets face headwinds from low growth, the
threat of tariffs, political instability and fiscal challenges.

Those looking to play a correction in relative valuation also need confidence to buck the return trend, as non-U.S. equities
have notably underperformed U.S markets on a total return basis, as shown below. With the U.S. now 67% of the MSCI
All-Country World Index (and 74% of the MSCI World Index) relative to 47% back in 2012 (and only 42% back in 2007),
the risk of benchmark underperformance is also likely to weigh on many a portfolio manager’s mind.* While there are
commentators making the case for geographic diversification, we see few signs that investors are materially
underweighting the U.S.. From a volatility perspective, this also makes the U.S. the place to watch for a correction. If we
get a big downward move, history and current relationships suggest that other major markets (notably Europe and Japan,
less so China) are likely to see highly correlated downward moves too.

Non-U.S. equities trade at a discount, even adjusting But non-U.S. earnings growth has been disappointing
for expected earnings growth (FY3 P/E, consensus)® for many years (diluted EPS)
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5 Source for all charts on this page: Bloomberg, data as of end-November 2024
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One area we are watching closely is China. China-related equities are the only major market that tend to trade relatively
independently of Western markets, and they exert a strong influence on other Asian markets, which are core to our trading
opportunity set. Having been unloved for many years, Chinese equities now trade at a substantial discount to other
markets. The authorities are engaging in coordinated fiscal and monetary stimulus and earnings yields (over 10% on a
forward basis for the HSCEI, just under that for the MSCI China) are multiples of government bond yields (less than 2%
for 10-year bonds). 10 years ago, S&P 500 earnings yields were also well above 10-year Treasury bond yields - but now
the S&P 500 earnings yield is below the 10-year bond yield. While China has many challenges, we think that Chinese
equities are one place that could see strong upward movement. Over the last several years, we have been developing
and paper trading a strategy internally that takes advantage of volatility opportunities in China-related equities while also
capturing this cheapness. Please get in touch if you’d like to hear more about that.

Is valuation the only red flag?

Turning back to U.S. markets, the problem with valuation as a forward indicator is timing. In the long-run, valuation is a
powerful indicator; but in the short-run the distribution of returns is very wide. Stocks looked expensive in 1998 and
ultimately did drop precipitously — but the S&P 500 was up another 21% in 1999 before the market then began to fall.
That caught out some of the world’s best investors, famously including Tiger’s Julian Robertson and Soros’ Stanley
Druckenmiller. Druckenmiller lost on shorts and then went long at an unfortunate movement. His comment on how
emotions can influence investing is worth repeating:

“l bought $6 billion worth of tech stocks, and in six weeks | had lost $3 billion in that one play. You asked me what |
learned. | didn’t learn anything. | already knew that | wasn’t supposed to do that. | was just an emotional basket case and
/ couldn’t help myself. So maybe [ learned not to do it again, but  already knew that. ”®

Are there other warning signs? Positioning has started to flash too. Bank of America has been surveying fund managers
for over 20 years. The December 2024 survey shows extreme bullishness in asset allocations, and also saw the biggest
month-on-month rise in BofA’s related fund manager sentiment survey since June 2020.

BofA Global Fund Manager Survey - net % overweight equities — net % overweight cash’
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Source: BofA Global Fund Manager Survey

U.S. consumers are also the most bullish on equities they have ever been. Over the last almost 40 years, they have on
average been a pessimistic bunch (despite sizable equity allocations) with on average a net balance of 8% for those who
expect an increase in equities over the next 12 months vs those who expect a decrease over the next 12 months (since
1987). The net balance is now 35% positive. In an interesting disconnect, while consumers are unusually bullish on
equities, they are not particularly optimistic on their own income growth prospects. Prior to 2024, the last time
consumers were strongly positive on equities was in February 2020 (21% net balance). Until the new all-time high in
December, the previous peak in bullishness in the net balance was in January 2000, near the top of the market.®

5 Source: “Stanley Druckenmiller's big mistake”, Michael Batnick, Yahoo Finance, May 2018
7 Sources: BofA Fund Manager Survey, 17 December 2024, Datastream
8 Sources: Conference Board surveys, Bloomberg
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Conference Board Consumer Surveys - % expecting stocks to increase vs decrease®
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Looking across the capital structure at credit, corporate credit spreads are also close to all-time lows, limiting
diversification benefits. Private credit spreads are not so easily tracked, but evidence suggests they are also tight.™

US high yield credit spreads to US Treasuries™’
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Outside of traditional markets, Exhibit A is the land of meme coins, where assets with no apparent utility have garnered
eye-watering valuations. As an example, Pepe, which has an over $8bn market cap, “appeals to the cryptocurrency
community by instituting a no-tax policy and being up-front about its lack of utility, keeping things pure and simple as a
memecoin. ”Dogecoin, the best known of the meme coins (and with unlimited supply), has a market cap of around $55bn
depending on the day - or roughly equivalent to Bank of New York Mellon.'?

Broader crypto markets are spilling over into traditional markets via stocks such as MicroStrategy, which is posed to join
the Nasdag 100. Whether or not you like Bitcoin at over $100,000, MicroStrategy is trading at more than a 100% premium
to the value of its Bitcoin holdings. It also has several billion dollars of 2x leveraged ETFs tracking it that have over 200%
annualized volatility." These ETFs could easily be wiped out in a day or two simply by MicroStrategy falling to trade at
NAV, without a decline in Bitcoin. If Bitcoin falls a lot too, hedging dynamics from convertible bond holders (mostly hedge
funds) could start to focus on protecting their notional, exacerbating a fall. Hedging dynamics can be complex and change

9 Sources: Bloomberg; the latest data point is from the Conference Board survey released on 26 November 2024 (latest available)
10 See e.g. “Private Markets: How Will Private Credit Respond To Declining Yields?”, S&P Global, 4 December 2024
11 Source: Ice Data Indices, LLC, retrieved from FRED, Federal Reserve Bank of St. Louis, as of 17 December 2024

2 Sources: Coinmarketcap, Bloomberg. Dogecoin market cap has varied from $53bn cap to $62bn between 11-18 December 2024. Bank of New York
Mellon’s market cap has varied between $55bn to $58bn over the same period.

13 Sources: Bloomberg. True Partner, as of 16 December 2024
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along the way down — please get in touch if you’d like to discuss the details. However, in the absence of a correction,
MicroStrategy continues to issue more stock and buy more Bitcoin, helping to drive up prices further.

Leveraged ETFs are also popular for some of the biggest stocks. Let’s take NVIDIA, which is roughly 8% of the Nasdaq
100. On a look-through basis, there is over $25bn in single name or highly concentrated leveraged ETFs/ETPs tracking
NVIDIA, plus another almost $40bn of exposure via leveraged Nasdaq 100 ETFs/ETPs. In March 2020, NVIDIA had an
18% down day. These ETFs did not exist at that time. An 18% drop in NVIDIA today would wipe out around $570bn of
market cap — more than the GDP of Singapore, without considering the leveraged ETFs. ETFs need to trade within a
relatively narrow window near the close. Imagine what kind of market day that could be? We’ve looked at the numbers,
and it’s not pretty. A repeat of that -18% drop in Nvidia would trigger sales resulting from the daily rebalancing of these
ETF’s of well over $4bn (over 15% of daily trade volume), all to be transacted during the very last minutes of the trading
day.™ As Nvidia does not trade in isolation from the rest of the market and given the existence of various other leveraged
structures on popular names and indices, this could easily morph into an avalanche of forced selling into the close.

The combination of overpricing, leverage and extremely bullish sentiment can be a toxic one. There are also slower
moving risks. As highlighted by the Bank for International Settlements and ECB earlier this year, developed market
governments’ fiscal positions are looking somewhat dire, '® while the ECB also highlighted vulnerabilities in US dollar
liquidity. In a crisis, both issues could quickly rise up investors’ priority lists. When investors worry about the safety of
safe assets, there is a risk that they panic about risky ones.

Are markets completely ignoring the risks?

Volatility markets provide a snapshot of investors’ perception of risk. If we look at volatility pricing, 3-month at-the-money
volatility is near all-time lows in Europe and is below average in the US, despite this period incorporating the first couple
of months of announcements from the new U.S. administration (where most expect some action). We show both 17%
December and 18" December as there was a brief move higher in US volatility post the FOMC surprise on 18" December
- but this had little follow through elsewhere and was already retracing in Asian and European trading hours on the 19",

Out-of-the-money downside volatility is also at low levels. That makes tail hedging relatively cheap in several markets.
Implied volatilities are higher in some Asian markets, reflecting higher recent realized volatility. The premium for downside
protection relative to at-the-money volatility is somewhat elevated in the S&P 500 - generally most investors’ preferred
focus for hedging (and hance a market that tends to have a higher volatility risk premium than some others). This reflects
the market pricing in some risk of normalization of volatility higher and markets lower. While the premium for downside
mostly reflects a normal premium given the low at-the-money volatility levels, changes in downside premium have also
quite closely tracked the rise in P/E ratios. Of note, the premium for protection is lower elsewhere, interestingly including
in the high-flying Nasdagq.

Implied volatility is low in several major markets (3-month, ATM)'¢

Implied volatility

80%
is relatively low, ® o ()
articularly in ®
& / 60% ® [ J ®
Europe PY
40%
20%

S EmEE s EEER

S&P 500 Nasdag EuroStoxx FTSE 100 Nikkei ~ Hang Seng Kospi 200 Taiex
100 50

017-Dec-24 @High Average Low 18-Dec-24

14 Sources: Bloomberg, True Partner. As of 16 December 2024.
15 Source: BIS Annual Economic Review, June 2024, ECB Financial Stability Review, November 2024
16 Sources for implied volatility charts: Bloomberg, Goldman Sachs. Data as of 18 December 2024.
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What can investors do?

Very few can hunker down with no risk assets. But you can think about the rainy day, and plan. What kind of strategies
are robust to a change in the proverbial market weather? This is one way we think that volatility strategies can add value.
Investors need portfolios that are robust to a change in the market environment. One option is to add tail risk protection,
which seeks to provide a strong return in the event of a significant drop in markets. This can offer high certainty of return,
enabling investors to take more risk elsewhere in the portfolio. It also has the benefit of using limited capital, enabling
investors to stay fully invested in the market. Making tail risk hedging more opportunistic in nature can significantly
cheapen implementation options. We would be happy to share our ideas and a case study of a hedging strategy we
designed for a U.S. pension fund.

Our relative value volatility strategy, which we have been running for over 13 years in the True Partner Fund, can be
another important diversifier. The strategy has delivered attractive absolute returns over time and tends to perform best
during shocks when volatility rises and dislocations occur. This has given it a negative correlation to equities over the long-
run. The strategy has also often been a “first responder’ to a shock when slower moving strategies such as trend-following
take time to change course. In short-lived shocks like February 2018, it has an ability to monetize that can be difficult for
tail risk strategies. Of course, being non-directional means that it will tend to underperform a pure tail hedge in a March
2020 type scenario — but that characteristic has also helped the strategy be up +5.5% YTD in 2024 (through 13"
December), while having been negatively correlated to equities over the year.

17 Sources: Bloomberg, Goldman Sachs, True Partner. Weekly data through 13 December 2024,
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The strategy’s cash efficiency means that it can also be run as an overlay on a long-only equity portfolio, providing
diversification benefits without sacrificing equity exposure. Please do reach out to us if you’d like to further discuss.

Will 2025 be the year equities retreat from their recent exuberance? In truth, we don’t know and very few investors have
a truly accurate crystal ball. But investors can use strategies with different characteristics to construct portfolios that
are robust to changes in the market weather. We thank all our investors for their supportin 2024 and would like to take
the opportunity to wish all our readers happy holidays and the very best for the year ahead.
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Disclaimer

Data as of December 2024 unless indicated otherwise. Sources: True Partner, Bloomberg. Data sourced from third parties is believed
to be accurate, but no representations are made as to its accuracy. This document has been prepared and issued by True Partner
Advisor Limited (“True Partner”). True Partner Advisor Limited is a CFTC registered Commaodity Pool Operator and Commaodity Trading
Advisor. Its affiliates include True Partner Capital USA Holding, Inc., a SEC registered Investment Adviser and True Partner Advisor
Hong Kong Limited, a Hong Kong SFC licensed Type 9 Asset Manager. This piece is being provided by True Partner Advisor Limited, not
its affiliates. This presentation is confidential, is intended only for the person to whom it has been provided and under no circumstance
may a copy be shown, copied, transmitted, or otherwise given to any person other than the authorized recipient without the prior written
consent of True Partner. Nothing herein constitutes an offer to sell, or solicitation of an offer to purchase, any securities, nor does it
constitute an endorsement with respect to any investment strategy or vehicle. Past performance does not guarantee or indicate future
results. There is no guarantee that the objectives of any investment strategy will be achieved.

This material is not in any way intended to solicit investment. It is important that you do not use this material to request, authorize or
effect the purchase or sale of any security, to send fund transfer instructions, to effect any other transactions or to send time sensitive
instructions. Nothing in this material constitutes investment, legal, accounting or tax advice, or a representation that any investment
or strategy is suitable or appropriate for your individual circumstances. Any discussions of past performance should not be taken as
an indication of future results, and no representation, expressed or implied, is made regarding future results. You should consider the
specific return and risk profile of any investment or strategy before effecting, or agreeing to effect, any transaction. True Partner Fund,
True Partner Offshore Fund, True Partner Onshore Fund, LP (each, the "Fund” and collectively, the “Funds”), True Partner Advisor Ltd.,
True Partner Advisor Hong Kong Ltd., True Partner Capital USA Holding Inc and True Partner Capital UK LLP, shall not be liable for any
misuse of this material by third parties.

Investors should obtain and carefully review either the True Partner Offshore Fund’s or True Partner Onshore Fund, LP’s definitive
Confidential Memorandum (each, the “Memorandum”), which contains additional information about the respective Fund’s and
expenses associated with an investment therein. The Memorandum contains brief descriptions of the risks associated with investing
in the respective Funds under “Risk Factors and Conflicts of Interest.” Any decision to invest in the respective Fund should be based
on the information included in the Memorandum. An investment in the Fund is subject to loss of capital and is only appropriate for
persons who can bear that risk and the illiquid nature of an investment in the Fund. None of the Funds is a US registered investment
company.

Interests in the Funds are being offered to prospective investors who satisfy the eligibility criteria for the respective Fund on a private
placement basis, exempt from the registration requirements of applicable securities laws. These materials are intended for use only
by the person to whom they have been distributed. They are confidential and may not be reproduced in whole or part and may not be
delivered to any person without the consent of the Funds. These materials are not intended to constitute legal, tax, or accounting
advice or investment recommendations. Prospective investors should consult their own advisors regarding such matters.

The domicile of the True Partner Offshore Fund is the Cayman Islands. The representative of the True Partner Offshore Fund in
Switzerland is Banque Heritage SA, with its registered office at Route de Chéne, 1208 Geneva, Switzerland. The distribution of Shares
in the Fund in Switzerland must be made exclusively to Qualified Investors. The Memorandum, the Articles and the annual report can
be obtained free of charge from the representative in Switzerland. True Partner entity in charge of the distribution in Switzerland is
affiliated with the independent ombudsman office, Terraxis SA, rue de la tour de Uille 1, 1204 Geneva, Switzerland. The Paying Agent
in Switzerland is Banque Heritage SA. The place of performance and jurisdiction for the Shares in the Funds distributed in Switzerland
is at the registered office of the Representative. Publications in respect of the Shares are effected on the electronic platform
www.fundinfo.com.
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