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What is “Markets Now”?

A Lively Forum for Sharing Investment Ideas

1. Big Picture Strateqy (DF, BA)
2. “Private client”high quality, long term ideas (IL)

= Our promise: O T
— INDEPENDENT, GLOBAL INVESTMENT ADVICE
— NO SALES, NO HYPE, NO MARKETING
— NO PRODUCT PUSHING ¥

= Please contribute with:
— QUESTIONS
— CONCERNS
el DEAS z




What Is The Biggest Risk for Private Investors?

THE ENEMY

1979

2009 2013

100 240 357

Gcllg BAR~ 100 (579) 192 (65¢) 315 (58g) 494 (51g)

SCHOOL FEES 100 491 1145 1319
HOUSE PRICES* 100 307 729 784
UK LIFE (M) 13 14

EXPECTANCY

AT 65# (F) 17 18

~ Adjusted for weight (g)
= Nationwide Building Society Index
# Office for National Statistics

22
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What Is The Perfect Investment (Equities)?

LOW CYCLICALITY ) HIGH

HIGH -
Supermarkets, Convenience Transport Brokers &
Stores, FMCG, Food & Consumer
Beverage, Fast Food, Branded SRNLES & NSRS
Retail, Cosmetics - ecom Property
LL
o v Construction /
> LZD Services Building
= = Materials /
_ 5 Power Technology Cement
< <
=2 i
(@4 Shipping and
Software Aviation
Manufacturing
Textiles Commodities
LOW
FTSE (Large Cap) 4% Data: 31 October 2009

FTSE (Large Cap) 34%0
FTSE (Large Cap) 62%0

Source: Arisaig Partners

= Quality Private Client investments mainly found Top Left Hand
Corner: simple businesses, high cash flow, investor friendly
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What Is The Perfect Investment (Funds)?

1. Long-term (does better than.....)

2. Leverage, but only if needed

3. Discounts to real asset value («Leverage at a discount»)
4. Governance: proper auditing, proper board, transparency
5. Know-How proven over 100+ years

6. Liquid, but... (real time trading on SE)

7. Low management costs (1/4 to 1/2 the cost of rivals)

8. New money non-dilutive (if successful /at discount)

9. Global but can be specialist?

10. Daily valuations, daily reporting

11. Yield. Growing dividend stream payable out of «Reserves»

12. Elected management, retail participation, proper AGMs
13. Information inefficiencies. Hated by brokers

Q42016



Trusts In Focus (TIF) SERVICE

d Universe ¢300 closed end (mainly UK) Investment trusts monitored
 Up to 15 equally-weighted trusts held in Trusts In Focus (TIF)

4 If we sell an investment trust, we must replace it e e
O Changes to trusts recorded (1.25% trading costs B/S) o
d Research available to «Markets Now» attendees THE | ! FULL MONTY
. L
3rd party adviser research referenced

Ne jeds. He maney. ¥o 0 1

QFullerTreacy Money one of 20+ 3rd party advisers ===
dIn-House Cooking/ P&C research
d Performance review / indecent striptease every «Markets Now»
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How Are We Doing: Trusts In Focus?
Performance So Far (since 7/3/14)

. Core/ Price : Pr/(Disc)N . BP
Name Ticker Sector o Date —— Price No Yield (% —
— e - Satellite - then e AV Hield [72) Performance
General equities 07.10.2016
Scottish American Inv Trust SCAM:LN  General, global Core 09.05.2014 2.49 311 1.0% 3.5% 25.0%
BlackRock Income Strategies Tr BIST:LN UK + Rest of Wld Core 09.05.2014 1.40 113 -8.4% 5.9% -19.1%
British Empire Trust BTEM:LN  General, global Core 09.05.2014 | 495 6.08 12.7% 2.0% 22.8%
Scottish Mortgage Inv Trust SMT:LN  General, global Core 09.05.2014 1.93 3.38 2.0% 1.0% 75.5%
European Assets Trust EAT:LN  Europe (mid/small) Core 23.02.2015  10.25 10.45 -3.0% 1.2% 2.0%
Baillie Gifford Shin Nippon Tr BGS:LN  Japanese Small equ Satellite = 10.11.2014 = 3.11 597 2.7% 0.0% 92.0%
Emerging, Frontier, Growth
JP Morgan Emerging Mkts Tr JMG:LN  Developing markets Satellite = 07.03.2014 5.05 7.35 -12.7% 1.3% 45.5%
New India Investment Trust NIELN - India Satellite = 07.03.2014 2.00 4,05 -11.5% 0.0% 102.8%
Aberdeen Asian Smaller Cos Tr AAS:LN  Asian smaller cos Satellite = 07.03.2014 = 8.02 9.75 -13.8% 1.2% 21.6%
Mines, Gold, Res, Hard Assets
Blackrock World Mining Trust BRWM:LN  Mining companies Satellite = 07.03.2014 = 4.92 3.04 -11.3% 5.9% -38.1%
Alternative/ thematic / sectoral
Personal Assets Trust PNL:LN  General, gold bias Core 09.05.2014 332 396 0.3% 1.4% 19.3%
Polar Capital Technology PCT:LN  Global technology Satellite =~ 08.01.2015 5.85 8.16 -3.3% 0.0% 39.4%
Impax Environmental Mkts IEM:LN  Water and Ecology Satellite = 07.03.2014 1.50 2.13 -12.7% 0.8% 41.7%
Average Yield (not inc in perf): 2.3%
TR U STS I N FO C U S % Performance (before dividends): 33.1%
% Estimated performance (after dividends): 31.7%
% FTSE 100 (7/3/14 to now): 4.9%




Trusts In Focus
What I’'m Buying Today
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What’s Interesting Today

Capital Economics Come to Zurich 30/9/16

'z AFTTAL
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2. World GDP (2000 BC to 2000 AD)
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- DeLong, Capital Economics

4. Robert Gordon’s Three Industrial Revolutions

» 1750 - 1830: Mechanised cotton spinning, steam
engines and railroads.

« 1870 - 1900: Advances in electricity, internal
combustion engine and telephone.

* 1960 - late 1990s: Computer and internet
revolution.

':3: AFTIAL

3. World GDP per Capita and World Population
(% Growth Over Successive 100-Year Periods)
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5. World GDP per Capita Growth (%)
(1800 — 2015)

The Millennium | 4-0
The Golden Age Resurgence L 5.5
\ o - 3.0
The Age of

Twowars [0 Inﬂaimn 2.5
and a slump L 2.0
b 1.5
E 1.0
k0.5
b 0.0

&

:9"

, World Bank, CE
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6. GDP Growth in Advanced and Emerging
Economies (%) (1980 — 2015)
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Sources: Maddison, IMF, CE

7. Shares of World GDP (%)
(1980 — 2015) (PPP Exchange Rates
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8. G7 GDP per Hour Worked
(%% yiy) (Period Averages)
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11. Share of the Service Sector in GDP
(As a % of Value Added) (1948 — 2015)
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Sources: BEA, ONS, World Bank, CE

12. Sluggish growth in the euro-zone and Japan

= Comparing 2000-2015 with 1980-1999, slow
growth in the euro-zone accounts for half of the
slowdown; Japan for another sixth.

= But slower Japanese growth is a long-term
supply problem. It is here to stay.

= And growth in the euro-zone isn’t about to
rebound any time soon.

13. Measurement issues

= Are quality improvements fully captured?

+ Some internet services are free and may not be
given full value in the national accounts.

* Many digital innovations save time and increase
the quality of leisure for consumers, but the
effect will not show up in official GDP.

C

14. How large is possible under-recording?

Sir Charles Bean estimated that for the UK
between 2005 and 2014, it could be 0.3% to 0.6%
of GDP growth per annum.

On this basis, mismeasurement could explain
about three-quarters of the slowdown in GDP per
capita in the UK since 1980-1999.

But can we believe these estimates?

Is it GDP that is under-recorded, or welfare?

C
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15. Conclusion

« The Golden Age was exceptional and won’t be
repeated.

- Rapid growth in the EMs in the early 2000s offset a
sharp slowdown in the advanced economies.

- Half this slowdown was due to slower growth of the
working-age population, half to slower prod. growth.

« Could world GDP growth bounce back?

 We need to look at demand and supply potential, and
at both the advanced and emerging economies.
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3. GDP Growth in the Leading Advanced 4. US Potential Growth
Economy (% Per Year) (1800 — 2015) (%% Average Per Year) (1970 — 2026)
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5. Number of People Aged Between 15 and 64 6. Fertility Rate (Mumber of Children per Woman)
(Index 2015 = 100) (1950 — 2050) (1950 — 2015)
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. Female Labour Formnoce Participation Rabe (2%)
(Latest Awvailable Data)
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2. Effective Retirement Age Tor Memn
(Latest Available Data)
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A0, Chamnge needed to add 0.5 percentage points
o growith in labouur supply each year for 10 years

= Imcrease averages mumber of childrem per
Family by 0.5, from 1.5 to 2.0,

= Raise fermale partcipation rates by 15
percentage points, from 5§55 to SilShn.

= Raise average retirement age by 5 years,
from 65 to Tib.

= HMNet immigration of 2.5m peopls im cowrvtry ofF
workimg age paopulatiomn S0mm (total pop. S0nm).

14. US Non-Farm Owuipuwut Per Howr
(T ywiy, S Wear Mowing Awverage) (1960 — 22015)
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12. US Business Investment (As a % of GDP)
(1D&E0 — 2015)
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13. Reasons for productivity slbowd-owswen
= Cyclical Ffactors (labour hhoarndimg)-
= Legacy of imancial crisis.
= Fading bhoosts from globalisatiom.

= Fadimng bhoosts from new techmnologies.

14. The impact of mriobotics
= Waseaed im manufEactorimng simcece 1950s ...

= mee bwut mvany wider applications omiby raows
Eecomimg pracitical.

= Wihat happens to the workers who are
replaced by roboits

W e meaefits 2

15, Contributicon of Stbearm bo Britishh Labownr
FProductivitty GGrmowwtiih (%% per year) (1760 — 19-140)
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C Sowrce: Mich-olas Crants

MdE5. US Patents lssued per ifliom Popwuilatiom
(M1DES — 2015)

THOHE
T

C Sowrcess S Fatent Ormice. Thooams-on Datastream. S5

17. Conclusions
= Deermeosgraprhic headwinds can be reduced.
= Pessimism albout prodomctivity meosthy owerndome.

= Potential growth imn advamnced ecomnomives has
imdeaed =lhowwesed, bt need ot collapse.

= Meww awverage might bhe 1.5%6, ratbvaer thham 2.5%6.

- 2% in ecomnoamniies (such as the WS amod R wikfs
baetter demographics, 1% or less in others.

<=

Is thhere a shortfall of demand?

CAPLTAL
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<

1. Aogenda

Has demand esm wealko?

I= this stll a hamngower from the crisis=

Structural reasons for demand bbeing sluuggish.

Wil there be a rebouund in demand™=

<

2. Has demand actually bheem weak

Low umemployment rates.

Increases in household spemdimg.

Record eou iy,

rces.

F. Broad Unemployment Rate (2%)
(2007 — Jul.fAwug. 2016)

Lor o= Le b= 1o a1 e k= 14 15 1=

Sowrces: Datsstream,. Eurostst. Japsn Siatietice. CE
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Mumiber of Economies with Core Inflation

Below 1% {1998 — Aug. 2016) o

Essed on 3 samplke of 57 econormsses

15
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o
(n ) o 04 e s Rl 12 14 16

Souwrceas: Thomaon Datastream, Capital Economdcs
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5. Is this just a hangower from the crisis?

Households pawying dowwn delit.

iSowermnments implementing austerity.

Banks rebwuilding capital buffers.

G. Housaehold Debt (As a %% of GLDP)
(2000 — 1 20 16)
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o Change in Cyclically - Adjusted Budget Balance 8. Structural reasons for demand being sluggish
im Advy. Ecomnomies (As a % of GDP) (20008 — 2016)
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13. Reasons why inwvestment is subdued 14. Price of Capital Goods Relative To
Consumption Goods (19285 = 1.0 (1871 — 2010)
1= . =1
= Lawe potemntal growih.
1=z 1=
= Smmimmal spirnts dampemned by thhe crisis. 1.1 F 11
1. e i
= Short-termmisme.
ot Camital ..ﬂ..l L]
= Fallimng cost of capital goods. [ by == L E:
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A ST RE— ] A4S0 19=0 4850 ST A Sk SO
c Souwurca- Elcin resam (20150 MEER WwWorking Paper Mo, 20&535S

15. Processimg P of a S 0060 Caoemm o e MG, Increase im US Jobhs w 2024 by
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13. Reasons wihy investment is subduwued

= Lavwer paotemtial grooeetn .

= Aumiimmal spirnts dampemnaed by the crisis.

= Shori—termmism.

= Falling cost of capital goods.

14. Price of Capital Goods Relative o
Consumption Goods (1985 — 1.0) (1871 — 2010)
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15. Processimng Power of a $41 0000 (O oo o e
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<

10, Imnvesirment in Advanced Ecomnoammiies by
Sector (Sbhn) (2008 — Q1 2016)
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21. Conclusions

S and employment grnowsswih are Tikehy o remsain
beloww potemtial.

Inflaticmn im moest ecomomiies will stayw oww.

Central amnks will keep interest rate-s how armnd
comtinue to pursuse unconventomnal policies.

e wawe of fiscal stimuboas

Aure prospects betiter
im thhe emerging world?

=

1. Agenda

The recent performances of EMs.

Is slower growith cyclical or structural?

T e dermographic owtlhookk.

FProductivity growwitih imn thee emergimg worbd.

ool siom s

2. Mominal GDP ($Trillion, PPP) (1920 — 2015)
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3. GDP (%% wiv) (1950 — 2015) 4. Cyclical headwinds to EM growith
A L]
— Emerging
3 o I . = = Deleveragimng afier unsustaimnable credit booms.
[ (=]
a " = Weak demand for EMM expaorters.
= 2 _ _
r\/_ = Lowwer export prices for commeodinty producers ...
(1] (u]
-2 Eyear guvsrape befor= 1950 ."i -2 = e but mvany EMs showld hawve benefitbed too.
e -
1950 1960 AoFD 128D 150 a1 201
C Sources: Maddlison, IMF, Caplial Econoamilca c
S. Owutput Gaps (Current) 6. Working Age Populations (2015 = 100
(As a %% of Potential SGD'P) (2000 — 24050])
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h of Working Age Population _ _
D015 ws. Z2015_-30) 8. Drivers of medium-ternmm o rowriti

= 2000-15 =201 5-30 =- Imcreasing number of workers.

— Workimg age population for ERM worild
=6l risimng.

— But workforce growth is set to showw
mearly everywihenns.

= Imocreasing owuipwlt per worker.
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Average percapitagrowth
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M11. Driwvers of rapid EM productiwity
growrth in the 2000=s

Baoaos-oumm i ST hina, generating positive spillowenrs
For other EMs.

Integration of EMs intbo globbal & cormaormmy s

— Creatiom of market ecomomiises i formmenr
Sowiet bhihoac.

— Cwts o tarnffs, openness o FIDIL.

— IT rewoluwfhorm.

3. EMM Lalbowr Productivity (9% wiv) (1970 — 201 5)
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12. Weighted_Awverage Tariff Rates
(%) (1990 — 2015)
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14 Winners & Losers

= Therns will bhe individual succesSesT SNncCOoauEragingg
reforms i Mexico, Argendtima amnd Iindonesia.

= Bt other major EMMis Ffacimg meww headeswinds:

— Lo imwvestment rates startimg o ibe im
Turksy, Brazil, Russia amnd Sowth Africa.

— Misallocation of resournces in China threatemns
o drag potential grmowsth moac kb howwer.
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15, Annual Labbowr Produouctivilty Grooswti im EMMs
(o) (2000 — 2015 Awverage)
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16. MamnuiEacturimgo
. (As a 9% of Global GDP) (1970 — 2015) I
24 24
] . 2=
2o L 2m
18 1=
16 e
" 14
18970 1975 1TSS 19565 19940 1S5S 2000 2005 2010 2015

Eded Pl thll L E-Te Fe DS 0 IMF,'E:EIFII"EJ E e s 5

1F. The outhoolk for EMNM g rowtis
= Litthe space for oyclical rebbhowmma.
= Dermoegraphics turming less favouralkle.

= Produuctiwvity grnowith likesly o remain rmoucib
woeaker tham im recent past.

= Expect grmnowiihh o average 49 ower meediunrmm terrr,
ratihver tham the 9% achiewved simnce Z2000.

18, Aanmnnmual GDP Grnowwih (9)
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19. Real GDPF (53Trn, 2015 Prices, PPP)
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20, Conclusioms

= Rapid EM growith simnce 200000 was the resalt of
oame o F integraticmn of major EMs weirdbn weeooricl .

= EM=s will comtimnuwes 4o owufpace DWMs amnd remaain
meaim comtrilbwtor o glcolhal grow .

= Bwut EM growwih likely o rewvert to 20t0h Cemtomy
trend of 4%, cormpanresed with &% simce Z200000.
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VWwWhat does this all mean for asset
Prices?

CAPLTAL

1. Agemnda

= WWihat hawve we heard so far?s

= Implications for interest rates >

= Implications for govermmeaent honds =
= Implications for “riskier™ assets?

= WWihat if deflation takes hold=

- Conclusiomns.

2. Wihat hawe we hearnd so fars

= Pobtendial ecomoumiic grossstiy has slhowenedl.

= There hbas bbeen a structuaral deficiemncy of demamd.
= Pobtential growith is anliikbely to ok ap mmesc .

= Structural forces will continuae o curley demsarna.

= Al this meeans that eguilibrioonm real interest rate-s
are likaely to hawe Falbaem oo o

= e arned are likshy o rermain lowwser thamn they bbawve
een i the past.

<

3. Global Savings/Jdnwvestment as a Sharmr= of GDP
& G7F Real Policy Rate (%) (1985 — 2015)
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H. Assumptions about thhe Real Fed Funds Rate
im the Lomger Rum (29%) (2007 — 2016)
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G. Actual Real GF Lomg-te Gowvernment Bomd
Yield (%) (19285 — 2016)
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12. Eamings Yields & Price/Eammings Ratios 13, Shiller’s ““CAPE™ of the US S&P Composiite
of the US S&PF Composite (1581 — 2016)
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weounibd hawve o do meoarre o tihee hreawy ITfimg.
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= cooam plermrent o, or ewen a substitute for, mMmeorsetamyy
i stirmu s

] = Aucooamimreceeckatimg fscal stimoalas by meoeormeetary
stimulus wowld do meost o bhoost odermearol.

= I adopited., we suspe-ect thhat bomnd yields wowla
_a0 remsairn hows, currencies weaken and sguities rallby.
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18. Conclusions

« Real interest rates have fallen and are likely to
remain lower on average than in the past.

« The same applies to required real returns on assets.

« Equilibrium asset valuations are therefore higher
than they were in the past.

- We think the valuations of bonds, equities and
property are not especially high relative to their new
equilibria.

« Deflation would change the story, increasing the
onus on fiscal policy to support monetary policy.

7 CarTag
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