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Rent. Don’t Own.

Dear Readers,

Our AAA Model is engaged in a pain trade to buy the previously weakest equity
markets. It is a dash-to-trash and has been driven by hopes of a Fed pivot and
economic soft landing. The weakest trending markets were significantly cheaper
than the strongest ones.

The headline USA inflation rate, which was over 9%, has now declined to
around 6%. Investors have extrapolated this to mean that the worst for inflation
is behind us, so interest rates won’t have to climb anymore, and an economic
soft landing is on the cards. Some people want to believe this even though a
large amount of evidence points to this line of thinking as being wrong.

However, this pain trade can go on for longer. From a seasonal point of view,
we are in the strongest part of the year for equities. We are also in the third year
of the US Presidential cycle, which is normally the strongest for US equities. At
the same time, technical breadth indicator readings remain very strong. But make
no mistake, even though the momentum behind the trend is strong, this remains
a trade and not a long-term investment. Rent the rally whilst it lasts, but do not
get suckered into owning it, believing it’s the start of a new bull market. The
facts do not support this view.

Finally, think about putting in place a portfolio stop-loss system. In a bear
market, we need to preserve capital. As we are still in a bear market and own
equities, there is a risk that the portfolio could be hit by a 10% crash (or more)
before the model adapts. We saw this during the pandemic-led selloff in 2020.
So, we need to pick a level of portfolio drawdown — say 10% — which if
breached, forces us to cut our losses and liquidate the portfolio. If this happens,
you don’t need to wait for the next AAA Report, you just act! However, don’t
make it too tight otherwise normal volatility will trigger early selling when there
is no need.

Remember, if the portfolio drawdown is 50%, then we have to double our
money just to get back on side. This is hard to do but recovering from a 10%
drop is easier. We say this because we are in a global bear market, see a recession
coming and believe losing money against this backdrop is very easy.

In short, rent the equity rally (don’t own it), have a portfolio stop-loss in place
and stay aware. Good luck.

Best Wishes,

by ©

Robin Griffiths
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Dear Readers,

Apologies for sending the document a few days later than usual. I had to do some
number crunching related to a few questions I have been receiving from our
readers.

From the questions, it’s clear that the performance of the AAA Model has been
less than stellar in recent months and is leading some readers to question whether
it’s “broken” and can still work in these volatile markets? My conclusion is that
yes swe-it can, but returns will not be as high as they have in the past. At the same
time, implementing the strategy will remain challenging. Whilst trend following
is simple, following the strategy is not.

I am aware that AAA readers are fed-up of the Model recommending assets one
month, only to see them reverse the next (hint: China last month). There’s a
reason why this behaviour is seen more frequently with some assets than others.
I have delved into this, and proposed a solution.

There are a few new pages in the Appendix which are worth taking a look at.
Appendix 3 ranks the Assets by their Risk Profile. Notice where the China Equity
Market ranks! Appendix 4 tabulates the performance of the AAA Model
Strongest Assets (the normal model) and the Strongest Assets excluding the
Riskiest Assets. The reason we’ve included the latter is because we understand
that not everyone is willing or able to hold the very riskiest of assets — like Energy
Commodities, India Equities, China Equities, etc. So if you ever find any of these
assets ranked amongst the Strongest Assets, and you don’t want to hold them
because they don’t alignh with your risk profile, then just skip them and run your
finger down the ranking table until you hit the next strongest asset which do.
Repeat until you own the 4 top ranked assets.

Our model rankings highlight that the pain trade continues. The strongest
trending assets are all equities. However, unlike the market, we must not get
overly excited with the drop in US inflation and expectations of a soft landing.
Monetary policies have a time lag of 14-18 months before their full effects are
telt in the economy. This means that even if no further actions are taken now,
we will still experience the impact of the Fed’s tightening policies last year.

The situation is not as good as it seems and being "less bad" does not equate to
being good. All indicators point towards an impending recession, with some
suggesting that it may have already begun. It's crucial to remain vigilant and not
complacent.

If you have any questions or comments, please write in to aaa@bytetree.com.
You can find our research online at https://bvtetree.com/research/aaa. If you
have friends or family who you believe can benefit from our service, please
spread the word.

Thank you again for your support over the years and good luck with your
investments.

Best Wishes,

Rashpal Sohan
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AAA Model Ranking
GBP Portfolio

Model Ranking Date: 28" February 2023

IMPORTANT: Please Read the Addendum below before buying any Assets.

ADDENDUM

The model was first run on 17" February 2023 this month. At this time, the strongest ranked assets were Europe
Equities, UK Equities, China Equities and World Quality Equities. The model was rerun on 28" of February 2023 and
the strongest assets are now EU Equities, UK Equities, World Equities and World Quality Equities. Buy or Hold these.

V¥ For an explanation of what this portfolio is and how to use it,
please see the “Model Guide” we’ve compiled at the end of

this issue.

e UK Equities
B
pg e World Equities

e World Quality Equities
)
e e Europe Equities
.

¢ China Equities
= Equiti
3 e Japan Equities

e Global High yield

e The AAA model started a pain trade last month: owning equities. This trade has so much
momentum behind it that it appears poised to continue.

e The top two groups in our ranking table are all equity markets. Bonds and commodities
are to be avoided.

e In the USA, inflation is off the top and investors are betting on a soft landing for the
economy. In practice, there is little chance of this happening.

¢ Rent the rally but be prepared to sell later this year as the model adapts.

¢ We also need to put in place a portfolio stop-loss level which if breached, forces us to cut
our losses and liquidate the portfolio.
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“It is like a seal trying to balance a ball on its nose for hours
on end — it can be done, but only with great difficulty.”

— BCA Research [explaining why the Fed is
unlikely to achieve a soft landing]

A month ago, the AAA model made a confounding move. It signaled a switch into equities even though recession
risks have been rising. The trend in that direction has increased and is in full momentum. The model is now entirely long
high-risk assets and the top two groups in the AAA Model portfolio are now all equities. We can see that what has rallied
the most is the lower quality investments (Figure 1). These include Meme stocks, High volatility stocks , Cryptos,
FAANGM stocks (Figure 1) etc. We called it the “Pain Trade”. The message now is to take more pain, but not
to forget that it is only a trade. We continue to rent this rally, but do not want to own it.

Pain trades of this type are not unusual. Professional traders know how to navigate them, but they are hard for others.
We are still in a global equity bear market and early in the move — so it will last longer and go lower than current
levels. For a long time, everyone has wanted to only own the “good” stocks and avoid the rest. They had done so to
such an extent that the valuation basis had been considerably stretched. A considerable valuation gap has developed
between the “good” and “bad” equities. It has become clear that the gap must close. The most pumped-up and
over-borrowed market is the USA. That has partly been driving this “dash-to-trash”.

The other reason for this rally is misguided hopes of an economic soft landing. The apparent good news is that
the US headline inflation rate, having been as high as 9.2%, has now dropped back to just over 6%. Investors are
extrapolating this trend to mean that the worst for inflation is behind us, the Fed won’t have to raise interest rates
anymore — and could in fact lower them — making an economic soft landing more plausible. Authorities like to put a
good spin on the news and increase confidence. We’ve seen this movie before.

We also have to remember that seasonally, we are in the strongest part of the year. From late November up into the
New year is a good trade. Secondly, that can go as far as May. Finally, we are in the third year of the Presidential
election cycle, which has historically been the best year for US Equities out of the four. Sounds like a great story,
and it is one we have heard before, but it won’t last. For now, the momentum is so high that it is propping up the
market, so it is worth trading. But when it reverses, the subsequent correction will be severe. So, we do not want
to own this rally — just rent it. All the evidence points to a recession coming, and it could be severe. Many of the great
and famous investors like Munger, Grantham and many others are clear that the setback is under way. They do not want
people to buy anything yet. In the case of the US dollar and stocks, the risks are too high to hold. Rent the rally elsewhere.
Currently that includes European and UK stocks on the AAA Model.

» Figure 1: The most risk segments of the market have rallied including cyclical stocks,
FAANGM, High volatility stocks and Meme stocks

Global Cyclical Stocks vs Defensive FAANGM Stocks* US High vs Low Volatility Stocks* US MEME Stocks*
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Source: ByteTree, Refinitiv Datastream
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Professional investors have not been taken in. According to the results of the latest BofA ML Global Fund Manager
Survey — a closely followed survey that polls the views of approximately 300 institutional, mutual and hedge fund
managers around the world — the majority see this rally for what it really is: a bear market rally (Figure 2). However,
it can go on further yet, but we do not want to stay in longer than we have to. Volatility normally picks up as we get near

the inflection point, so we can expect a choppy ride.

» Figure 2: Two in every three institutional investors believes that the current rally is a bear
market rally and not the start of a new bull market

I Do you believe the rally that started late Sep/mid-Oct is a bear market rally or a new bull market?

Bear market rally

New bull market
St m Feb-23

Source: ByteTree, BofA Global Fund Manager Survey

Historically, the US stock market has not bottomed out until the Conference Board Leading Economic
Indicator has managed to do so. This is depicted using the blue arrows in Figure 3 below. I have been using this
indicator for years — in fact since Gail Fosler used to crunch the numbers. As far as economic indicators go, this one has
a great track record of predicting turning points in the stock market. There has only been one minor false signal in
decades. Most recently, we have seen the indicator fall for 10 consecutive months whereas the stock market has
bottomed out and continued to rally. What this tells us is that one of these has got it wrong — and we believe it’s
the stock market. When economic reality catches up, there will be a nasty correction.
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» Figure 3: Historically the US stock market has not bottomed until the CB LEI has bottomed
making the current stock market rally unsustainable
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We can see where the current optimism emanates from. With the US inflation rate having peaked and coming
off (Figure 4a), the market is convinced that will lead to less aggressive rate hikes before they peak and start to come back
down again (Figure 4b). The hope is that this will make an economic soft landing more feasible. You only have to
look at how many times the word “soft landing” has cropped up in Bloomberg Stories (Figure 4c) to appreciate how
much the market has bought into this crazy idea.

» Figure 4: Cooling US Inflation, less aggressive Fed rate hikes and hopes of an economic ‘soft
landing’ have been driving the rally since September last year
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Source: ByteTree, Refinitiv Datastream, Piper Sandler
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We have, of course, seen all of this before — back in 2007. A search of economic stories and headlines from around
that time (Figure 5a) reveals that the Federal Reserve, CEOs, big news agencies and other commentators were all banging
their economic ‘soft landing’ drums just as hard as they are now (Figure 5b). The same sort of commentaries that were
being made back then are being made now. They might have seemed credible back then but turned out to be ludicrously
wrong and a nasty correction followed. Plus ¢a change, plus c'est la méme chose. History repeats.

» Figure 5: The ‘soft landing’ brigade is banging their drum just as hard now as they were back
in 2007 before the Great Financial Crisis

(2) (b)
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Whilst calls for a soft-landing are prominent in the media right now, there are still plenty of signs pointing to a US
recession ahead. The US Treasury Yield curve has inverted — in fact, 87% of them. Historically, when around half
the curves have inverted, a recession has followed (Figure 6a). At the same time, banks are cutting back on lending
with 44% of banks having tightened lending standards(Figure 6b). The last time we saw this degree of tightening was
during the pandemic and GFC. The average US Recession probability — based on four credible sources — stands at
72% , with American CEOs the most pessimistic (Figure 6c¢). Lastly, new manufacturing orders is at levels which
have coincided with a U.S. recession every single time for the last seven decades. Whilst any one of these indicators
could be flashing a false signal, the odds of all four indicators simultaneously flashing a false signal is very slim. All things
considered, a US recession is the most likely outcome under the current economic trajectory.
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P Figure 6: Whilst calls of a soft-landing are prominent in the media right now, there are still
plenty of signs pointing to a US recession ahead

(2) (b)

87% of curves are inverted

Percent of US Yield Curves Inverted Oody Data 19780601 to 20250215 .
e e US Firms Access to Bank Loans
100 This Ghart uses a range of fleld curve indicatons from 3 monehs 0 30 years, |, o Senior Loan Officer Opinion Survey, Domestic Respondents Tightening Standards For
95 T 9 Commercial and Industrial Loans, Large - Medium & Small Firms
% fod -40
os| s A Looser Credit
- | 0 Conditions
65 I '| 3
50 ‘ © b \‘
4 ‘ 45 n‘: \V
40 ‘ ! 40 \)
35| ' | s “
20| ' 20
( = ¥ Tighter Credit
]J :) 8o Conditions
10 L ' | 10 100
%11 AL W T m J s 1999 2004 2009 2014 2019
ol - o} | 1 1 °
Shaded dre repeesent Natonal Bureay of ELooome Research recessions Soarve Foxter o Krmorve Posrt
1978 1980 1962 1964 1964 1968 1990 1992 1994 1996 1998 2000 2002 2004 20046 2008 2010 2012 2014 2016 2018 2020 2022 US Rcccssion —Mcdium Firms —Sma“ Firms
et e G e e icwmens st ey
(© (d)
US 2023 Recession Pl"Oba.blllty US Manufacturing Nev;Ord:rs and NBER Recession
. eriods
based on four widely followed sources 80
98%
100%
75
90%
70
80%
o 70% 65
70% . 61%
£ 60% A% 60
3
0,
5 50% 55
o 40%
50
30%
45
20%
I
10% a0 ) A Q' d @ O
0% 35
New York Fed Wall St Journal = Bloomberg Conference
Model (Estrella Survey of Survey of Board 30 o . o . o . o . o
and Mishkin) Economists Economists (American & o K K -~ -~ o o &
CEOs) & & &
Source US Recession Periods (NBER) =—ISM Manufacturing New Orders

Source: ByteTree, Refinitiv Datastream, Ned Davis Research

We can see how the AAA Model rankings have evolved over the past year (Figure 7). Back in March, the equity
markets were all jumbled up. Some were ranked as Strong, others not so good. At the time, there was a preference for
commodities which the model got right. Now, the trend in equities is super strong. They are the only asset class in
the top two groups in our ranking table. The momentum is so strong that it should be followed, even though we do
not think it will last very long. The trend may well end before May.

As an inflection develops, volatility will increase. The Model handles them quite well but not perfectly. One thing
we can introduce is a portfolio stop-loss level. In a large bear market, we may own the best groups but still end up losing
money. However, implementing a portfolio stop-loss level of 10% would lead us to liquid all positions so that in
a crash scenario we would take a hit from which we could recover. Bear markets evolve quickly, so having such a
stop-loss would reduce the need to wait for the next AAA Report in order to act.
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P Figure 7: The AAA Model asset rankings have continued to evolve over the past year with the

Strongest and Strong Assets all Equities since last month
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The AAA model has done OK recently in that it is up 1.2% since the beginning of the year. Figure 8 shows the
assets we have held since the end of last year (26" December 2022) along with their contribution to the performance.
Over this period, the model has benefitted from owning Gold Bullion, EU Equities, Japanese Equities and High Yield
bonds. The largest detractors in performance have been Agricultural commodities and China Equities. On the whole,
we have made more on the winning trades than the losing ones. We have back tested to see if dealing mid-month
would result in better performance in volatile times but found this was not the case. As a result, we want to stick with
the model as it is but add in a portfolio stop-loss in case we go into crash conditions.
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» Figure 8: The AAA Model is up 1.2% this year having benefitted from owing Gold Bullion EU
Equities, Japan Equities and High Yield bonds since 26™ December 2022

AAA Model Assets Performance Contribution Year to Date
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As the dash-to-trash has continued, many are amazed that the UK equity market has made a new all-time high, even
whilst the UK economy is the weakest in Europe. We must remember that the UK stock market does not reflect
the UK economy, because of the composition of the index. The vast majority of the revenues of the FTSE 100 are
derived from overseas — up to 80%. In fact, 13% come from China alone. As a result, the stock market is performing
better than the economy. At the same time, the stock market is cheap (Figure 9). At the lowest, the forward rating was
9 times earnings. Historically, the extreme low is 7x but it has never been that low for long. During the low in 1970s, you
could pick up Shell on a yield and a Price Earnings Ratio of 7x. Since that time, I have never seen it that low. But even

now, the UK stock market is not expensive.
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» Figure 9: The UK Stock market is relatively cheap trading on a forward price earnings ratio of
10.5 vs the long-term average of 13.8
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We have had two readers writing in noting that the performance of the AAA Model has been less than stellar in
recent months and is leading to an angst-fueled investment experience. Their questions are reproduced below for the
benefit of our readers. The gist is “does the model still work in these volatile markets”?

Reader 1:

I have tracked the AAA performance since day one, and the last 18 months have been rocky. My
cumulative profits are now less than 18 months ago and since April 2022 I have given back over half of
my total profits since day 1. I also note we currently have a 10% loss on our China fund.

I guess for a low-risk strategy, I have lost some faith. For the first 18 months, we were chugging along
nicely with 24 funds having 17 closed in profit, compared to 22 having 15 closed in a loss the last 18 months.

I am sure other readers will have reached out to you and maybe this is something you could include in a
newsletter?

Finally, I follow Charlie as well and note each month at the end he keeps track of performance over the
years and year to date. Are you able to do a similar thing I am sure it would stave off any concerns?
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Reader 2:

I have been actively following your work for a year now, and have been impressed by your research and the
past performance, but the results have not been what I had hoped for, and I am concerned that the
Model may no longer work in the current environment.

It seems to me that the model has frequently identified a trend, only to have that reverse the next month,
so we are buying assets which have risen strongly, only to have them reverse the next month because they

are now weak, and selling those which have had a bad month only to miss the recovery the next month.
This resulted last month in a particularly large change, replacing three assets.

My biggest concern for this month is China, which you say "has had a long petiod of underperformance
and had become cheap" and this may well be true, but surely the model is based on recent performance and
not value. You say "We believe this trend will continue strongly but will not proceed in a linear fashion"
which suggests that the thing to do is to hold it, regardless of setbacks, but (unless I've misunderstood
completely), the model will say to sell as soon as it has a month of performing worse than other assets.

My concern here is that we sell at a loss, only for it to rise strongly again next month, giving a buy
signal in the model, and so the cycle repeats, buying high and selling low, rather than holding an underpriced
asset until it is no longer cheap. This is a certain way to lose money.

I would add that exactly the reverse seems to have happened with Agriculture Commodities, which had a
poor January but has since resumed the upward trend from December.

Clearly, the Model works well when trends are generally strong and consistent, and change over longer
periods, but does it really work when markets are this volatile?

The simple answer is that we believe trend following continues to work, however returns will be lower than the
past and implementing the strategy will remain challenging in the current macro and market environment. Like
every investment strategy, trend following has its pros and cons. Pro - trend following is simple. Con — following the
strategy is not; especially due to whipsaws, sudden reversals (1998, 2020) and sideways markets (2003- 2004, 2011-2012).
It is generally believed that volatility is an anathema for trend following strategies, however this is not entirely true.
According to Fan and Kleshchelski, “it is not volatility per se that matters to trend-following. Ultimately, trend

following strategies need strong trends to perform well. This can happen in high or low volatility regimes”. This
is borne out by the performance of the AAA strategy, analyzed across different volatility regimes (Low, Medium and
High) as shown in Figure 10.

These regimes are measured by calculating the median asset volatility of the AAA Model assets each year and determining
cut-off points to separate the different volatility clusters; this was done by visually scanning Figure 10a. We can see that
when we plot a scatter plot of the AAA Model performance each year (Figure 10a; y-axis) against the median asset
volatility over the year (Figure 10a; x-axis), there is no obvious relationship between the return generated and the median
asset volatility over the year. Admittedly, high volatility years like 2002, 2008 and 2020 deliver slightly lower returns,
on average, than low-or-medium volatility years, but there is still quite a lot of return dispersion during the latter.
It is also noticeable that some of the years that have delivered the lowest returns (2004, 2011 and 2012) have been
years where equity markets were range-bound — rather than trending. All things considered, if we have reason to
believe that trend-following will not do well going forward, it’s because we believe markets will not be trending
strongly, rather than a high-volatility regime being the deterrent.
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P Figure 10: The AAA Model has generated lower returns in high volatility regimes, however
there is quite a lot of return dispersion during both low and medium volatility regimes
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There’s no denying that the AAA Model is going through a rough patch. We noticed this from June last year, when
the AAA model, having been up 20% on the year, started to slowly erode performance as US inflation peaked,
commodities corrected and trends started to reverse. It’s been a choppy ride since and whilst the model has continued
to adapt, it is true that “the model has frequently 1dentified a trend, only to have that reverse the next month” as we
have recently seen with the China equity market. In fact, the reversal has been so pronounced that it is one of the
biggest detractors in our performance this year (Figure 8). The Chinese equity market is consolidating after a strong
rise, following a surge in demand from foreign buvers. The volatility has been amplified by investors debating whether

the reopening of the economy will eventually lead to a self-fulfilling recovery or whether the rebound will be short-lived

with confidence dissipating soon.

Whilst we believe in the long-term trend of China, we have observed that many of our readers struggle when investing
in this market due the volatility. Reversals are commonplace, especially after a strong rally. We have also seen this with
the India Stock market, many times over, and some commodities such as Energy, Industrial Metals and Agriculture
Commodities. There is no sugar coating it — these assets are very volatile and so sharp reversals are to be expected
from month-to-month. Our analysis of the AAA Model assets reveals that nine assets in particular are prone to this
behavior owing to their risk profile [Appendix 3]. These assets are highlighted in Figure 11 and include Energy
Commodities, China Equities, Inverse Equities, Agriculture Commodities, India Equities, Japan Equities, EM Equities,
Industrial Metals and Commodity Basket. Energy Commodities, for example, are 2.5x as volatile as World Equities, whilst
the China Equity Market, the second most risky asset on this list, is 2.1x as volatile as World Equities.
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P Figure 11: The highest risk assets in the AAA Model are more prone to being bought one
month and swiftly reversing the following month owing to their volatile nature
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If these assets are so risky, then why do we include them in the AAA Model in the first place? Return potential. Despite
their volatility and propensity for sharp reversals, we have found that mvestors who can tolerate the volatility are
frequently rewarded over the long term. This 1s borne out in the historical performance of the AAA Model strongest
trending assets (Figure 12 - red line) which significantly outperforms the AAA Model strongest trending assets which
exclude these high risk assets (Figure 12 - black line).

However, we accept that not all our readers have the ability and/or the willingness to invest in the riskiest assets in the
AAA Model. In this case, readers have the option to exclude these assets and buy the next strongest ranked asset(s) n
the AAA Model that are not part of the Riskiest Assets group. Uliimately, investors should never take more risk than
they are able or willing to.

Going forward, we will report the performance of both of these portfolios (the standard AAA Model Strongest Assets
and the AAA Model Strongest Assets excluding the riskiest assets) m Appendix 4 along with key comparison
benchmarks. We hope this helps our readers.
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» Figure 12: Despite being prone to sharp reversals month-to-month, the riskiest assets have
significantly enhanced the returns of the AAA Model over the long term
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» Model Guide: What is the AAA model and how to use it?

e The AAA model is a technical model which ranks a list of important assets using our proprietary Business Cycle
Adaptive Trend ranking algorithm.

e As different assets outperform at different stages of the business cycle*, the AAA model aims to identify which
are the strongest and weakest trending assets at each phase of the business cycle.

e The model is run monthly and outputs the complete list of ranked assets divided into 5 distinct groups based on
their trend-strength: Strongest, Strong, Neutral, Weak and Weakest.

e Whilst we will show the complete list of ranked assets as a table in the Appendix (Figure B), the assets to buy each
month are the ones labelled as “STRONGEST”.

e The chart below (Figure A) shows the difference in performance between buying the assets labelled as Strongest
each month compared to buying the others [Strong, Neutral, Weak and Weakest]. The main point to take away
from this chart is that the Strongest trending assets significantly outperform the other groups over the long term
hence are the ones to buy. Of course, investors also need to bear in mind that past performance is never a
guarantee of future results.

e The rankings are done in GBP, updated monthly and any changes to the rankings need to be mirrored in your
portfolio [buy any assets that are promoted to the Strongest asset group each month and sell any that have left the
group|. These trends do not change as rapidly as those for individual shares and typically means holding four assets
each month.

e The strongest assets can be purchased using Exchange Traded Funds (ETFs) or Managed Funds. A representative
sample of the former is shown in the Appendix for illustration purposes however this list should not be considered
recommendations.

e However, not all investors have the ability and / or willingness to invest in the riskiest assets in the AAA Model
[see Appendix 3 for asset risk comparison]. In this case, investors have the option to exclude these assets and buy
the next strongest ranked asset(s) in the AAA Model that is (are) not part of the Riskiest Assets group [the Riskiest
Assets are highlighted in Appendix 3]. Investors should never take more risk than they are able or willing to.

* Greed assets [risk assets] generally do better in times of economic expansion and investor risk-adoration. Conversely, Fear assets
[defensive assets]| generally do better in times of economic contraction and investor risk-aversion.

» Figure A: Buying the Strongest ranked assets » Figure B: The AAA Model ranks a list of
has significantly outperformed the other groups key assets each month but only the
over the long term Strongest assets should be bought
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3000
® Performance shown Gross of Fees. -
i 2
Past performance is not a guarantee &
of future performance <« Strongest Ranked Assets g
g
2500 a
e The AAA Model ranks a set of investable
o - i . . . iShares Global High Yield Corp. Bond UCITS ETF DIST ;
S ;ssers into 5 distinct [\ﬁroupT each mcn\:.'c. ) Global High yield {Shates Global High Yield Corg, Bond UCITS ETF ACC
trongest eutral eakest
8 l; 2000 g China Equities HSBC MSCI CHINA ETF ; No Accumulating ETF HMCH
o o &0
% - o Buying the Strongest group of assets each Outperformance: S India Equities g I A LI XCX5
23 month has significantly outperformed Strongest Ranked &
£Z 1500 . s Y outp Assets versus World US Equities D Ao TS T USD DIST; ISHRS Core SSP 30 pyg csp1
= buying the other groups and also the Equity Market D)
8 m . q y e iShares MSCI Japan UCITS ETF DIST ; iShares Core MSCI
2. World Equity Market over the LONG Japan Equities Japan IMI UCITS ETF ACC PN SJPA
o
E g term. UK Cash No Distributing ETE ; No Accumulating ETF
<]
1000 A » -
E B World Low Volatility Equities ?;:;;‘:;‘;"_ﬁsiﬁ iShates Edge MSCI World Minimum MVOL
<
g . )
« World Equity Market Ell Global Corporate Bonds ‘é:‘:;‘;t;’;“ég‘_’;"(g;’;‘;fggs (USD) DIST; iShares Global g pg CRPA
Z iShares J.P. Mo 5
.P. rgan USD EM Bond UCITS ETF DIST ; iShares
500 EM Govt. Bonds ($) J.P. Morgan USD EM Bond UCITS ETF ACC S ISEE
< Neutral Ranked Assets Gold Bullion No Distributing ETF ; ETFS Physical Gold o PHGP
= iShares Core £ Corp Bond GBP UCITS ETF ; No Accumulating
e UK C: te Bond: . SLXX
0 e o+ 4 Weakest Ranked Assets orporate Bonds ETF
. Vanguard FTSE Emerging Markets UCITS ETF USD ; No
EM Equit : VFEM
Nov.1997  Nov.2002 Nov.2007 Nov.2012 Nov.2017 " qricies Accumulating ETF
g Industrial Metals No Distributing ETF ; ETFS Industrial Metals ETC = AIGI
iShares Global Govt. Bond (USD) DIST UCITS ETF ; iShares
Global Govt Bond Global Govt Bond UCITS (ACC) ETF SGLO IGLA
UK Gilts iShares Core UK Gilts UCITS ETF GBP ; No Accumulating IGLT

q . ing ETF ; ETFS Commodity Securities Agriculture
Agricultural Commodities :

UK Index Linked Gilts

Weakest

Inverse UK Equities

Energy Commodities

* Disiributing units pay out dividends and income whilst Aeumulating units reinvest it. Please sclect the ones that suit you. In some cases only one option is
available.

Page 16

= An investment report from ByteTree | https://bytetree.com/research/aaa
M BYTE TREE PREMIUM This report is only intended for the recipient. PLEASE DO NOT FORWARD.



28" February 2023

The AAA Report

Issue No0.9

-
»
9]
o0
g
o
S
P
7]

Strong

Neutral

Weak

;
V
=4
s
v
=

Appendix (1]

AAA Model Rankings GBP Portfolio
with representative ETF Tickers

February 2023

Global High yield

China Equities

India Equities

US Equities

Japan Equities

UK Cash

World Low Volatility Equities
Global Corporate Bonds
EM Govt. Bonds ($)

Gold Bullion

UK Corporate Bonds

EM Equities

Industrial Metals

Global Govt Bond

UK Gilts

Agricultural Commodities
UK Index Linked Gilts
Inverse UK Equities

Energy Commodities

Representative ETF Name
Distributing ETF Name; Accumulating ETF Name

iShares Global High Yield Corp. Bond UCITS ETF DIST ;
iShares Global High Yield Corp. Bond UCITS ETF ACC

HSBC MSCI CHINA ETF ; No Accumulating ETF

No Distributing ETF ; DB X-TRACKERS MSCI India Index
UCITS ETF ACC

iShares S&P 500 UCITS ETF USD DIST ; ISHRS Core S&P 500
UCITS USD (ACC) ETF

iShares MSCI Japan UCITS ETF DIST ; iShares Core MSCI
Japan IMI UCITS ETF ACC

No Distributing ETF ; No Accumulating ETF

No Distributing ETF ; iShares Edge MSCI World Minimum
Volatility UCITS ETF

iShares Global Corp Bond UCITS (USD) DIST ; iShares Global
Corp Bond UCITS (USD) ACC

iShares J.P. Morgan USD EM Bond UCITS ETF DIST ; iShares
J.P. Morgan USD EM Bond UCITS ETF ACC

No Distributing ETF ; ETFS Physical Gold

iShares Core £ Corp Bond GBP UCITS ETF ; No Accumulating
ETF

Vanguard FTSE Emerging Markets UCITS ETF USD ; No
Accumulating ETF

No Distributing ETF ; ETFS Industrial Metals ETC

iShares Global Govt. Bond (USD) DIST UCITS ETF ; iShares
Global Govt Bond UCITS (ACC) ETF

iShares Core UK Gilts UCITS ETF GBP ; No Accumulating
ETF

No Distributing ETF ; ETFS Commodity Securities Agriculture
Dow Jones UBS CI

iShares Index Linked Gilts UCITS ETF ; No Accumulating
ETF

No Distributing ETF ; DB X-TRACKERS FTSE 100 SHORT
DAILY ETF

No Distributing ETF ; ETFS Commodity Securities Energy DJ-
UBSCI

Representative ETF Ticker

Distributing*

IGHY

HMCH

IUSA

IJPN

CRPS

SEMB

SLXX

VFEM

HYLA

XCX5
CSP1

SJPA

MVOL
CRPA
JPEA

PHGP

* Distributing units pay out dividends and income whilst Accumnlating units reinvest it. Please select the ones that suit you. In some cases only one option is

Source: ByteTree, Refinitiv Datastream
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Appendix [2]

AAA Assets with
Historical Model Rankings

The Charts below illustrate the Total Return performance in GBP of each of the AAA Model Assets arranged n
order of the Latest Asset Rankings [see Appendix 1] from Strongest to Weakest, overlaid with historical Asset
Rankings over the last 3 years, colour-coded as follows:

m Strongest

EU Equities

Strong

UK Equities

m Neutral

World Equities

Weak

m Weakest

World Quality Equities

4303 4 9686 3456
9186 10842
/ /
3803 J ~ / 8686 , 9842 v ,, / 2956 / A\
W 8186 W 4 J A / ~7
s s 7686 ’
3303 { PN~ 82 2456 ~’I
J j 7186 \ //
,/~ / 66 7842 / /- J
~
2803 4 P /' / 1956
~ 6842
5686 - /\
2303 + t . . 5186 + + + + 5842 1456 | | | |
Apr2018  Apr2019  Apr2020 Apr202l  Apr2022 Apr2018 Apr2019 Apr2020 Apr202l  Apr2022 Apr2018  Apr2019  Apr2020 Apr202|  Apr2022 Apr2018  Apr2019  Apr2020  Apr202|  Apr.2022
Global High yield China Equities India Equities US Equities Japan Equities
608 1053 2082 24 4
- 588 182 7582 B
s 953 f'\ 7082 | / /\ < 2 \
w 162 21
o = \— % 853 < 6582 /
/ 2
Z s J v 2 6082 / o / \"
” /
2 508 53 / 5582 o / ‘ r j
18 ~
[N 122 \/; [ 653 5082 4 /N
(7} Ve / r / 17 V'J
w1y 102 r 4582 / 6
448 55317\ /
4082 15 4
428 82 453 3582 + | | + 14 i i + +
Apr2018  Apr2019  Apr2020  Apr202l  Apr.2022 Apr2018 Apr2019  Apr2020 Apr202l  Apr.2022 Apr2018 Apr2019 Apr2020 Apr202l  Apr2022 Apr2018 Apr2019 Apr2020 Apr202l  Apr2022 Apr2018  Apr2019  Apr2020 Apr202l  Apr.2022
UK Cash World Low Volatility Equities Global Corporate Bonds EM Govt. Bonds ($) Gold Bullion
266 4564
1670
21 492 1 2435
33 1570 \
- 4064 1 /\'\' | WA 1470 N/
é 251 \ 442 A N 235 N
N 1370 4 /
- EZ et 2035 £/ / ~
= 24 e Wa f’ 3 A7 , 1270
w - I 2035 -
Z O e / | 11709
TR 3064 1 2 A ! 1070
1835 4 /
26 L 970 1\,
221 2564 292 1735 870 t t t t
Apr2018  Apr2019  Apr2020 Apr202|  Apr.2022 Apr2018  Apr2019  Apr2020 Apr202|  Apr2022 Apr2018 Apr2019  Apr2020 Apr202|  Apr2022 Apr2018 Apr2019 Apr2020 Apr202  Apr2022 Apr2018  Apr2019 Apr2020 Apr202]  Apr2022
UK Corporate Bonds EM Equities Industrial Metals Global Govt Bond UK Gilts
489 961 1084 1555
o 355
469 1034 1455
449 ,,J\ / 8! v S
A 305 A \ \
984 1355
429 ~/ \ 8ll Vv \/’ / V I~ ’
109 761 V- 934 1255 4 /
255
389 f ) 7 \ [ 4 A \ s
“" 884 155
369 \ w ) / 208 VA A Vv «
o ol |4 \\,. N\ 834 - 1055 4
Vv
329 561 | + + + 155 + > + + 784 955
Apr2018  Apr2019  Apr2020 Apr202l  Apr2022 Apr2018 Apr2019 Apr2020 Apr202l  Apr2022 Apr2018 Apr2019 Apr2020 Apr202l  Apr2022 Apr2018  Apr2019 Apr2020 Apr2021  Apr2022 Apr2018  Apr2019  Apr2020 Apr202l  Apr.2022
Agricultural Commodities UK Index Linked Gilts Inverse UK Equities Energy Commodities
146 755 1 "z
20 4
136 705 1 \ 107
126 ] 97
= “ 655 - 8
(78 116 A\ &7
< 605 /\
¥ N 16 \— A~ \ 7
< /\ o
3 B3 555 / | /‘/\ \ A
. 4 %
57
2 K \l‘, 505 -
76 \ 24 \ 47
PR AV SN 57 37
56 + - i + 405 10 27 i : i i
Apr2018  Apr2019  Apr2020 Apr202l  Apr2022 Apr2018  Apr2019  Apr2020 Apr2021  Apr2022 Apr2018  Apr2019  Apr2020 Apr202l  Apr.2022 Apr2018  Apr2019  Apr2020 Apr202|  Apr2022

Source: ByteTree, Refinitiv Datastream

1 BY TE TREE PREMIUM

Page 18

An investment report from ByteTree | https://bytetree.com/research/aaa

This report is only intended for the recipient. PLEASE DO NOT FORWARD.



28" February 2023

The AAA Report

Issue No0.9

Appendix [3]

AAA Assets Ranked by Risk

AAA Assets Ranked from Highest to Lowest Risk [Table 3.3] using historical monthly returns based on
four risk metrics (standard deviation, maximum drawdown, average drawdown and Beta vs World Equity Market).

Table 3.1

Shows the absolute values of each risk metric
and asset over the analysis period. The results
are colour-coded so that Red means riskier
and Green means less risky.

Analysis Period 31.12.1996 to
17.02.2023 based on Total
Return Monthly data

China Equities

Energy Commodities
India Equities

EM Equities

Industrial Metals
Agricultural Commodities
EU Equities

Japan Equities

Gold Bullion

US Equities

Commodity Basket
World Equities

UK Equities

Inverse UK Equities
World Quality Equities
EM Govt. Bonds ($)
World Low Volatility Equities
Global High yield

UK Index Linked Gilts
Global Govt Bond
Global Corporate Bonds
UK Gilts

UK Corporate Bonds
UK Cash

Standard Deviation

30.9
30.3
26.0
218
19.9
19.1
18.1
16.9
16.0
15.6
14.9
14.8
14.5
14.5
14.4
133
1.7
9.7
9.5
838
8.1
6.6
5.8
0.7

Max Drawdown

83.7
94.5
537
59.6
55.0
537
50.7
59.2
375
48.9
55.0
48.7
42.9
89.0
43.8
34.0
30.2
19.5
38.0
16.9
345
304
24.0
0.0

Source: ByteTree, Refinitiv Datastream

Average Drawdown

349
56.1
14.6
13.1
19.5
3.6
9.9
20.8
10.9
12.3
225
9.5
8.4
60.7
9.2
42
44
2.5
3.0
42
33
2.7
1.8
0.0

Table 3.2

Expresses the results, for each risk metric,
in Table 3.1 as a % of the same value for
the World Equity Market to make it easier
to compare how much riskier (or less risky)
each asset 1s relative to the World Equity
Market. The last column [Average Risk
Metric] 1s the simple average of the first
columns in Table 3.2. An ‘Average Risk
Metric’ value of over 1009 means the asset
1s riskier than the World Equity Market,
whilst a value less than 100% means the
converse. The magnitude of the values
serve to indicate how just much riskier (or
less risky) each asset 1s compared to the
World Equity Market, a widely used

mvestment risk benchmark.

As % of World Equity Market
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211.4
255.6
134.0
130.0
127.5
I51.3
110.1
131.9
773
109.2
121.2
100.0
89.7
208.9
94.1
64.3
64.0
443
46.9
36.0
44.8
343
29.6
1.2

Table 3.3

Sorts the results in Table 3.2 based on the
‘Average Risk Metric’. This makes it easier
to see which are the Riskiest and Lowest
Risk Assets. The “Highest Risk Assets” are
marked below, using a cut-off threshold of

1209%.

Assets Ranked by Average Risk
Metric.

Risk shown as % relative to World Equity
Market. A value larger than 100% means
the Asset is riskier than the World Equity

Market and vice versa
Energy Commodities
China Equities
Inverse UK Equities
Agricultural Commodities
India Equities
Japan Equities
EM Equities

Industrial Metals
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Commodity Basket
EU Equities
US Equities
World Equities
World Quality Equities
UK Equities
Gold Bullion
EM Govt. Bonds ($)
World Low Volatility Equities
UK Index Linked Gilts
Global Corporate Bonds
Global High yield
Global Govt Bond
UK Gilts
UK Corporate Bonds
UK Cash
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0.97 208.6 1718 368.2 97.0
0.33 204.5 193.8 590.8 333
0.97 175.6 110.1 153.3 96.9
1.13 146.9 122.3 137.7 113.2
0.58 134.1 112.8 2053 57.9
0.33 128.9 110.1 3325 335
1.10 122.0 104.1 104.4 109.7
0.73 113.9 1214 2194 73.0
0.09 108.1 76.9 114.7 9.4
1.01 105.1 100.3 130.1 101.4
0.34 100.9 1128 236.7 344
1.00 100.0 100.0 100.0 100.0
0.84 97.8 88.1 88.5 84.4
-0.84 97.8 182.7 6397 -844
0.92 97.0 89.9 97.2 92.4
0.53 89.6 69.8 44.6 53.1
0.68 78.9 62.0 46.7 68.4
0.45 65.7 40.0 26.7 449
0.14 63.9 77.9 31.9 14.0
0.06 59.2 34.7 44.0 6.1
0.19 545 70.8 34.5 19.5
0.0l 448 62.3 28.8 1.4
0.11 39.0 49.2 19.5 10.9
0.00 49 0.0 0.0 -0.3
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Appendix [4]

AAA Model Performance:
Strongest Assets and Strongest Assets
excluding Riskiest Assets

The performance table below shows the historical performance of the AAA Model Strongest Asset portfolio
[“AAA Model”] and the AAA Model Strongest Asset portfolio excluding the Riskiest Assets
[“AAA Model excluding Riskiest Assets”] along with key comparison benchmarks.

The AAA Model performance excluding Riskiest Assets has been computed to allow readers to monitor the
performance of the AAA Model if they chose to buy the Strongest Ranked AAA Model assets excluding the highest
risk assets identified in Appendix [3] above, especially taking into consideration how much more volatile these assets

are compared to World Equities (see Appendix 3 for comparison).

Not all mvestors have the ability and willingness to own the highest risk assets in the AAA Model, hence investors

should take 1into account their capacity and tolerance for risk before mvesting in any of these assets.

Performance Measured to 27.Feb.2023 Return Risk Risk-Adjusted Return

Model | Benchmark Representative Benchmark CAGR Std. Dev. Max DD. [ Sharpe Ratio  Calmar Ratio
AAA Model -0.8% 3.7% -1.2% -1.14 -0.7
" AAA Model excluding Riskiest Assets 3.0% 5.3% 0.0% -0.09 -
= Trend Funds Barclay BTOP 50 Index GBP -0.4% 14.8% -3.2% -0.26 -0.1
o UK Equities FTSE 100 Total Return GBP 6.7% 4.6% 0.0% 0.69 -
Fol World Equities MSCI World Total Return GBP 5.1% 3.4% 0.0% 0.46 -
g Conservative Multi-Asset Portfolio FTSE UK Private Investor Conservative Total Return GBP 1.6% 3.8% 0.0% -0.50 -
Q Balanced Multi-Asset Portfolio FTSE UK Private Investor Balance Total Return GBP 3.1% 4.5% 0.0% -0.09 -
Global Growth Multi-Asset Portfolio FTSE UK Private Investor Global Growth Total Return GBP 4.4% 7.2% 0.0% 0.13 -
UK Cash 3M Libor GBP 0.7% 0.2% 0.0%
AAA Model -4.9% 12.6% -13.2% -0.66 -0.4
AAA Model excluding Riskiest Assets -5.2% 7.9% -8.0% -1.10 -0.7
Trend Funds Barclay BTOP 50 Index GBP 20.8% 16.9% -12.3% 1.03 1.7
UK Equities FTSE 100 Total Return GBP 8.6% 13.4% -6.6% 0.38 13
World Equities MSCI World Total Return GBP -2.5% 12.8% -9.9% -0.47 -0.3
Conservative Multi-Asset Portfolio FTSE UK Private Investor Conservative Total Return GBP -3.4% 5.6% -5.5% -1.23 -0.6
Balanced Multi-Asset Portfolio FTSE UK Private Investor Balance Total Return GBP -1.6% 7.9% -5.8% -0.65 -0.3
Global Growth Multi-Asset Portfolio FTSE UK Private Investor Global Growth Total Return GBP -2.5% 12.2% -9.0% -0.49 -0.3
UK Cash 3M Libor GBP 2.5% 0.4% 0.0%
AAA Model 12.5% 13.9% -13.2% 0.65 0.9
AAA Model excluding Riskiest Assets 5.3% 9.1% -14.0% 0.20 0.4
Trend Funds Barclay BTOP 50 Index GBP 9.9% 12.4% -12.3% 0.52 0.8
UK Equities FTSE 100 Total Return GBP 18.2% 12.1% -6.6% 1.22 2.7
World Equities MSCI World Total Return GBP 17.6% 12.9% -10.8% 1.09 1.6
Conservative Multi-Asset Portfolio FTSE UK Private Investor Conservative Total Return GBP 3.6% 5.1% -8.3% 0.02 0.4
Balanced Multi-Asset Portfolio FTSE UK Private Investor Balance Total Return GBP 9.7% 7.6% -7.1% 0.81 14
Global Growth Multi-Asset Portfolio FTSE UK Private Investor Global Growth Total Return GBP 16.0% 12.0% -10.4% 1.05 1.5
UK Cash 3M Libor GBP 1.0% 0.4% 0.0%
AAA Model 8.9% 13.5% -13.5% 0.40 0.7
AAA Model excluding Riskiest Assets 5.6% 10.9% -14.0% 0.19 0.4
Trend Funds Barclay BTOP 50 Index GBP 9.9% 11.4% -12.5% 0.56 0.8
UK Equities FTSE 100 Total Return GBP 6.2% 17.2% -29.7% 0.16 0.2
World Equities MSCI World Total Return GBP 11.3% 15.1% -21.2% 0.52 0.5
Conservative Multi-Asset Portfolio FTSE UK Private Investor Conservative Total Return GBP 3.0% 5.6% -8.3% -0.10 0.4
Balanced Multi-Asset Portfolio FTSE UK Private Investor Balance Total Return GBP 5.9% 9.5% -14.6% 0.25 0.4
Global Growth Multi-Asset Portfolio FTSE UK Private Investor Global Growth Total Return GBP 9.6% 14.4% -20.8% 0.43 0.5
UK Cash 3M Libor GBP 0.9% 0.3% 0.0%
AAA Model 13.6% 14.0% -13.5% 0.72 1.0
AAA Model excluding Riskiest Assets 10.0% 10.1% -14.0% 0.64 0.7
Trend Funds Barclay BTOP 50 Index GBP 6.0% 11.8% -20.0% 0.21 0.3
UK Equities FTSE 100 Total Return GBP 5.6% 14.5% -44.4% 0.14 0.1
World Equities MSCI World Total Return GBP 8.2% 14.7% -48.7% 0.32 0.2
Conservative Multi-Asset Portfolio FTSE UK Private Investor Conservative Total Return GBP -
Balanced Multi-Asset Portfolio FTSE UK Private Investor Balance Total Return GBP 6.2% 9.7% -32.8% 0.28 0.2
Global Growth Multi-Asset Portfolio FTSE UK Private Investor Global Growth Total Return GBP -
UK Cash 3M Libor GBP 2.8% 0.7% 0.0%

Source: ByteTree, Refinitiv Datastream
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Disclaimer

The Adaptive Asset Allocation report is published by ByteTree and is intended for private investors. It is for educational
purposes and is not intended as advice. The views in this report are based upon information from sources, which the
authors believe to be reliable at the time of publication. The opinions, estimates and projections in this report constitute
the current judgement of the authors as of the date of this report. Past performance is not a reliable indicator of future
results and should not therefore form the basis of a decision whether or not to invest in any market or financial instrument
mentioned herein. Your capital is at risk when you invest. You can lose some or all of your money, so never risk more
than you can afford to lose. Fund performance relies on the performance of the underlying investments, and there is
counterparty default risk which could result in a loss not represented by the underlying investment. The markets or
financial instruments discussed in this report may not be suitable for all investors and investors must make their own
investment decisions using their own independent advisors as they believe necessary and based upon their own specific
tinancial situations and investment objectives. Always seek personal advice if you are unsure about the suitability of any
investment. Commissions, fees and other charges can reduce returns from investments. Profits from investments are a
form of income and subject to taxation. Tax treatment depends on individual circumstances and may be subject to change
in the future. This document may not be reproduced, redistributed or copied in whole or in part for any purpose without

prior permission from the authors at aaa(@bytetree.com

Copyright © 2022 ByteTree
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