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Critical Thinking

Bernard Baruch: Al nf ormati on cannot serve
substitute for t hi nki n
Howard Marks: ASince quantitative i nformat.i

so readily available, success in the highly competitive
field of investing is more likely to be the result of superior
judgementsabos qual i tative factors
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Observations of 50 years of Investment Cyc
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ANNew Nor mal

Altés really been a

A Interest rates have
consistently decreased since
the early 800s

A The investment community
forgot the weHknown truism
thatpast performance is not
a predictor of future results

A As aresult, fixed income has had a
40-year bull run which is likely
ending

A Global fixed income markets
arenearly 2x the size of
global equity markets

A We expect a seismic
reallocation of capital from
fixed income to equities in the
coming decades
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1980 to Present

Global Equity Market
A$98 Trillion

Global Bond Market
A$157 Trillion




Myopi a of Linear Thi nki

ng

A new era has some frightening downsides

NOW
8/13/79 4/20/19
nlai nvbat youd o nkmdw that getsyou into
trouble, i twhat you know for surethat justai n ot
S0.0
I Mark Twain




The Post

2008 Peri od or N

A Since 2008 there has been

A Low economic growth

A Decade setting low
inflation rates

A Low to negative interest
rates

A Quantitative easing and
significant stimulus from
central banks around the
world
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Rolling 3 Year Annual Return Difference of Growth vs. Value: 1979-2021

Growth Outperforms

A nearly 14year cycle of
outperformance by ngrc

handful of major companies like
FAANGM driving most of the
returns!




The Market is Cyclical in Nature

Top 10 Companies by Market-Value
12/31/1979 12/31/1989 12/31/1999 12/31/2009 Today
IBM NTT Microsoft Exxon Microsoft
ATRT Bank of Tokyo GE PetroChina Apple
Exxon Industrial Bank of Japan NTT Docomo Apple Amazon
Standard 0il Sumitomi Mitsul Clsco BHP Billiton Alphabet
Schlumberger Toyota Walmart Microsoft Facebook
Shell 0il Fuji Bank Intel ICBC Alibaba
Mobil Dai-lchi Kangyo Bank NTT Petrobras Tencent
Eastman Kodak I1BM Exxon China Construction Bank |PMorgan
Atlantic Richfield UF] Bank Lucent Royal Dutch Shell 12
GE Exxon Deutsche Telecom Nestle Visa
ENERGY JAPAN TECH / TELECOM CHINA / COMMODITY INTERNET

Source: Empire Financial Daily

As seen in the graphic, the largest companies by market value

often changeln 2009, the big oil companies such as Exxon,

BHP and Petrobras dominated the top tenFast forward to

today, and itdéds mainly tech, with
the group Page7 l




Active vs. Passive Management

Exub ce
. . . sl .

Chart 14: Inflows to passive funds > outflows from active funds in ‘22 Excitement g+~ Deniel @
Cumulative flows to equities in 2022: active vs passive (Sbn) Optimism @.‘-""
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Source: BofA Global Investment Strategy, EPFR

Investors are still piling into passive funds.
With artificially low interest rates and free
Federal Reserve money endinghe trend of

passive outperformance will likely become

trickier to maintain.
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A Wakeup Call for Private Equity

A Private Equity returns will likely compress

A Persistent inflation wiltlrive questions on
valuation adjustments and traditional PE
marks

A Multiples will compress

A Certain fund complexes attract pressure from
regulators and possible penalties

A In a zereto-low interest rate world, Private
equity was mucmore appealing and easier
to generate strong returns

A Funds to flow out of private equily into the
public markets

A iwWe have seen a
private equity funds where the returns are
really not calculated in a manner that is
h o n & §Varren Buffett (2019 annual
meeting)

The growing power of private capital

Assets under management (51n)
10-year CAGR* (%)

Growth equity 21
Real estate 8

‘ Private equity 10

2000 05 10 15 20

o = [ (%] =~ w o -~ o

* Compound annual growth rate
Excludes secondary and fund of fund strategies
Sources: : HLNE Cobalt data as of Dec 30 2020; Morgan Stanley Research

nNumber

The explosive growth in capital allocated
towards Private Equit_\r/, Gro¥vth Equity
a(rjl Ver?tl;ré) (8a%ifc'a“%s Ig'een erna?b(igd
by 40 years of declining interest rates.
We expect this trend to reverse.
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Pervasive Investment Themes of the 2020s

A Globalization 2.0 Not just China!

AClimate Change & the worldodés mut ed

A Russell Napiet Ivey Conference 2022 The Capital Cycle



https://youtu.be/FBJ_hSa9MNA

B{ Robotti
Value Investors




China Then & Now

A China is the not the same!

Alt wasnét Volcker who sucked inflati
A China will now be a massive inflationary force

A The world is unprepared and has yet to come to terms with the implications o
a new China

Pagel2 “
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China has Changed

BBC Article (2021)

By Peter Hoskins

Business reporter, Singapore

Chinais struggling with a severe shortage of electricity which has left
millions of homes and businesses hit by power cuts.

Blackouts are not that unusual in the country but this year a number of factors
have contributed to a perfect storm for electricity suppliers.

The problem is particularly serious in China's north eastern industrial hubs as
winter approaches - and is something that could have implications for the rest
of the world.

AChina is the worldés | argest importe
commodities

A In 2021 China experienced severe energy/electricity shortages and was forced to
shut down production in many industries

A Further emphasizing how the world is short energy!
AChinadés reopening wil |l put significa
A They will now be an inflation exporter instead of a deflation exporter!
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China Matures

A China has arguablyeen the major
driver for the multi -decade period of
deflation the world experienced, we
believe this is ending

AChinads economy |
wages have dramatically increased in
recent years

A The average wage in China is
nearly2x the average wage in
Mexico

A China has rapidly aging population
and does not have an ample supply
of young workersas a replacement
generation

A We expect significarmeshoring
to countries like Mexico,
Vietham and Indonesia

(1) Wikipedia
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Sout heast AsiI a &
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Bangladesh 2020 b India 2020
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Philippines 2020
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Revenge of the Old Economy & Grassroots Economic
Research

New entrants attracted
by prospect of high
returns:investors

Optimistic

d d 1 Improving supply side Rising competition
U n e rStan I n g causes returns to risg causes returns to fall
- . above cost of capital: below cost of capital:
Cap |ta| CyC | eS . Share Price Share Price
Outperforms Underperforms

' Taking advantage of the
glg:glgergg eters cyclical process to AN R
generate superior, long consoldation, e
tel’m returnS Investorgxl:l’téssimistic

Transition Phase:

Where you want to

invest and where we
are now!

h.ﬁln economics, things take |
~ think they will, and then they happen faster than you
t hought they could. o

Rudiger Dornbusc

Bob Robotti: AAnd the | onger it takes to
correction and t he quicile
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CO, Emissions by Country

Carbon Footprint by Country 2023
11,472
2
2020 CO2Z Emissions (Mf)
347
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329

Source: Statista Source: World Population Review




Energy Is Poised for Years of Strong Returns

A Demand for conventional energyatural gas, oil, _
and even codl are very strong, prices remain EU Nat Gas Import & European Brent Prices

significantlyelevatedand supply continues to be
constrained

[72)

A In Europe and across Asia, natural gas and coal price
are at a significant premium to oil prices

A Not a transitory issue! The Russian Invasion revealed
the energy instability caused by:

A The Renewable energy transition

A Conventional energy underinvestment in response to |7+
years of substantial writeffs and losses

A The need to transition to renewable sources of energy
Is clear and urgent. This presents significant
investment opportunities

A Additions to solar and wind capacity continue at a very Source: FRED, Ycharts
rapid pace, accelerated further by high price of fossil L
fuels, yet are not fully reliable, affordable and secure Significant spread between Brent and

A Remember, today fossil fuels supply 80% of the natural gas pricessighlighting the complex
worl dés energy needs macro environment we are in today

A The required rate of growth for renewables like wind &
solar to keep up with growing world energy demand is
very high, especially if we are aggressively shutting
nuclear and fossil fuel generation which the world has
been doing for a decade
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