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Overtrading risks damaging your portfolio

e Investors can become overconfident and spend too much time trading equities versus
cash

e 2022 was a salutory lesson that the returns from active trading can be modest even if you
get each call right

e Traders will have noted that both the US equity and bond markets hit a technical
resistance last week at the 200 day moving average

e Gating alternative strategies by KKR and Blackstone don't always reflect well on the fund
management industry

You might also like our Portfolio Commentary and Cutting Through The Tactical Noise
Click hereto read them for free.
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As we hit refresh with the onset of a new year, we wish to highlight the factors that will, in our
view, determine the path that asset markets will take through 2023.

Last week was another week of commotion in the markets. A few days of negative returns
had commentators talking about the downside risks before a better Friday showing from
Wall Street had all the bullish comments hitting the wires again. As we have stressed upon
all along, there are easier bets to take than just worrying about the level of equities. Asia
performed well again last week and looks likely to continuing doing so aided by robust data,
China re-opening, and reduced concerns about a significant tightening of monetary policies.
We would again advise investors against getting too involved in trying to time the markets.
Investors seem to be lost in a sea of technical trading and as last year showed, trying to be
cute about positioning in either cash or equities can be damaging to performance. Our final
comment this week looks at the controversy around some of the gating by major asset
managers. Liquidity concerns is becoming a theme of the alternatives asset classes. It’s not
time to panic but it is important to be cognisant of what is going on.

200-day moving averages technically in play

The US equity and bond markets hit their resistance levels at the 200-day moving average
in the past week. The US 10-year bond yield fell to a recent low of 3.32%, almost close to the
200-day moving average, before rebounding to 3.43%. The S&P500 market touched 3999,
briefly crossing the 200-day moving average of 3981 before falling back. We suspect that the
weaker economic data and a poorer outlook for corporate profits could, in the near term, see
the S&P500 re-test the October low of 3577, roughly 8% lower than the current levels.

Switch between equities and cash: A tactical tail chasing

One of the favourite tactical calls that investors spend a great deal of time and risk their
budget on is switching between equities and bonds/cash. The switch has been a favourite of
many asset allocators, but it has remained one of the most dangerous, too. In 2022, investors
had an apparent slam-dunk opportunity to add value by selling equities right at the start of
the year and maintaining that position for the entire year. The S&P500 fell 19.4% on the year.
However, the devil is in the detail. We doubt that many investors sold equities right at the
start of the year. It is more likely they sold after February 24th when Russia’s invasion of
Ukraine started. By February 24th, nearly half of the potential profit on a short equity
position had materialised, with the market already down 10%. Instead of selling 'late’,
investors had to sit through the balance of the year digesting widely diverse commentaries
on inflation and central bank policies, possibly struggling to maintain their conviction to hold
onto the equity underweight and all for a modest return of 9.4% (less costs).

Below we have analysed the tactical opportunities that could have generated additional
returns from switching between equities and cash in 2022.
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A buy-low-sell-high strategy had three distinct opportunities. However, each was of very
short duration (between 15 and 40 trading day holdings). If you were five days late in selling
at the top of the market and buying at the bottom of the market cycle, the returns become
much more marginal at an average of 6.7% (before costs).

On the surface, a sell-high, buy-low strategy had a double-digit profit opportunity; however,
practically speaking, the average return adjusted for likely delays in trading comes down to
just 8%.

Table 1: Returns from trading the top to bottom ranges for the S&P500 in 2022

Upside Capture

March - March "22 June- Aug 22 Oct-Nov '22
Low to high 11.1% Low to high 17.2% Low to high 17.2%
Low to high+5 8.5% Lowtohigh+5 | 12.4% | Lowtohigh+5 | 13.8%
Low +5to high+5 | 62% | Low +5tohigh+5 | 59% | Low +5tohigh+5 | 8.1%

Days 15 Days 40 Days 22
Downside Capture
Jan-March June-June Aug-Sept

Hightolow | -13.0% | Hightolow | -120% | Hightolow | -16.7%
Hightolow+5 | -11.1% | Hightolow +5 -6.6% High to low +5 | -13.2%
High+5tolow | -8.7% | High+StoLow | -2.9% | High+5tolow | -11.8%

Days 37 Days 16 Days 32

Source: Bloomberg
Note: Low +5 equals the level of the index five days after the low, High +5 equals the level of the index 5 days after the high of the index
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What strikes us is that these were holding periods were quite short for any of the
opportunities to truly materialise. For mainstream asset managers, the opportunities were
rather fleeting. Tactical asset allocation outside of hedge funds tends to move much slowly as
it eyes medium-term opportunities. Looking retrospectively and through the lens of a
strategy that aims to rake in good return over a three-month holding period, the only
significantly profitable trade could have been to sell equities at the end of March at the
market high and buy back at the end of June. However, it was a struggle to be convinced that
such a timing of making a switch was ideal. At the March high, markets were a bit optimistic
that a ceasefire might take hold. At the June low, investors were quite concerned with the
spike in inflation and the quickening pace of monetary tightening.

Heightened volatility can give the illusion of an opportunity to make money, but volatility
equals risk as much as it signals opportunity. In 2022, the VIX Index, a measure of market
volatility, rose to 25 from a 100-day moving average of around 20, spiking up to 35. The
opportunities to trade equities only look apparent after the event has unfolded. The pitfall of
volatility is unpredictability.

The challenges of gating in alternative assets

KKR & Co. was another high-profile asset manager to place curbs on fund withdrawals last
week. The New York-based KKR introduced a gate on its Real Estate Select Trust fund after it
received redemption requests amounting to 8.1% of the fund's value, exceeding the
quarterly limit of 5.0%. The lack of flexibility on part of the asset manager was somewhat
unprecedented, given that KKR admitted earlier that it had liquid holdings of 36% of their
NAV. Also, the fund had subscriptions of $947 million last year.

KKR follows Blackstone in announcing curbs on withdrawals, prompting an SEC
investigation. The involvement of the regulators underscores the seriousness of the concerns
that market commentators have often had since the financial crisis: whilst the regulatory
interventions have made the banking industry safe, some of the inherent risks in the
economy have now shifted to the fund management industry. From the banks that were too
big to fail, the narrative has now shifted to funds/fund management groups that are too big
to fail.

Similar to a bank run when panicked depositors scramble to withdraw their cash from a
bank facing liquidity problems, a run on the fund resembles a situation when jittery
investors panic about gating and pull their cash from funds that could gate. Then, as they
struggle with no money coming back from funds that gate against them, they rush to offload
their holdings in other funds to build up their liquidity. The dash for cash then leads to
market dysfunction and a drop in asset prices.
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There are few signs of a liquidity panic as yet. Still, the regulator should be concerned with
the potentially light-touch framework wrapped around the shadow banking industry,
embedded now in the fund management industry. If the SEC and others start to impose new
regulations on who can invest in funds of more illiquid assets, or they impose stricter liquidity
buffers in funds that hold illiquid assets, it could set off a series of panic redemptions and
lower long-term returns.
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Disclaimer & Important Notice
FOR THE INTENDED RECIPIENT’S USE ONLY
The Global CIO Office operates under Purple Asset Management. This document has been prepared by Purple Asset Management Limited (“PAM” or the “Company”).

The document has been prepared on the basis of accounting and non-accounting grade information extracted from within the Company and its affiliates; and of publicly available economic
and market data sources. This information has not been verified by an independent third party and should be treated accordingly. It is furnished to you solely for your information, should
not be treated as giving investment advice and is to be kept confidential and may not be copied, reproduced, distributed, published, in whole or in part, or otherwise made available to any
other person by any recipient.

The facts and information contained herein are as up to date as is reasonably possible and are subject to revision in the future. Neither PAM nor any of its directors, officers, employees or
advisors nor any other person makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this document or undertakes
any obligation to provide recipients with any additional information. Neither PAM nor any of its directors, officers, employees and advisors nor any other person shall have any liability
whatsoever for losses howsoever arising, directly or indirectly, from any use of this document.

Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the opinions contained herein are fair and reasonable, this document is selective in
nature and is intended to provide an introduction to, and overview of, the business of PAM. Any opinions expressed in this document are subject to change without notice and neither PAM
norany other person is under any obligation to update or keep current the information contained herein.

Such information contains “forward-looking statements” which are not historical facts and include expressions about management’s confidence and strategies and management’s
expectations about future revenues, new and existing clients, business opportunities, economic and market conditions. These statements are made on the basis of current knowledge and
assumptions. Various factors could cause actual future results, performance or events to differ materially from those described in these statements. These statements may not be regarded
as a representation that anticipated events will occur or that expected objectives will be achieved. The forward-looking statements in this document are only valid until the date of this
document and ISI does not undertake to update any forward-looking statement to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.
This document is not an offer to sell securities or the solicitation of an offer to buy securities, nor shall there be any offer or sale of securities in any jurisdiction in which such offer or sale
would be unlawful prior to registration or qualification under the securities laws of such jurisdiction.
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