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Key takeaways-

- Party on.
- Politicians can't keep their fingers out of the cookie jar.

Markets are in party mode. Optimism, economic good cheer, and liquidity combine with
such structural stories as AlI, Bitcoin, Japan (now back at 34-year highs) and Indla to
push markets higher. With such leader’s fund managers and
investors are being forced to chase performance. Earnings
releases then smash expectations with talk of yet more share
buy backs and its simply rinse and repeat.

The doomsayers are warning about the hangover quick with
the multiple examples of when markets fall. Comparisons to 1999/2000 are easy
arguments for caution but there are important differences. Nvidia is at the forefront of
this rally and at the vanguard of the real driver - Artificial Intelligence. That’'s ultimately
what the bet is. Is AI the next industrial revolution?

We might as well give our view. Yes, we think it is. Having said that stocks that go up
200% a year can just as easily fall 100% and have no impact on the underlying strategic
trend. Competitive advantage comes and goes and there are always companies that can
do it better, faster, and cheaper. However perhaps that's more acute in software while
hardware (Nvidia) has natural significant barriers to entry. AI is moving at such an
exponential pace that it's almost a given that leadership will change. The worlds
former dominant chip maker (Intel) is now worth $300bn less than it was in 2000.

The first graph highlights Nvidia, S&P, Apple, Meta, and Tesla as indices. Since Q1 2019
the S&P is up 82% whereas Nvidia is up 2028%. Apple a mere 417%.

“Al is the most important technology that has come over the last 50 years” AMD (Nvidia
competitor) CEO Lisa Su
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Perhaps the biggest difference to the last tech bubble back in 2000 is simple.
Nvidia and friends are making money and lots of it. Positive free cash flow of +40%,
zero debt, rising product demand and likely buyback acceleration. Twenty-five years
ago, anything with a “.com” in its name outperformed. Additionally, today there is very
little evidence of excessive use of leverage from investors. It was the Fed aggressively
hiking rates in 2000 that burst that bubble. The outlook today is more likely to see
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(eventual) cuts. Valuations are expensive for both the US (now with a 70% weighting in
the MSCI World index - a record) and Tech but earnings continue to exceed expectations
and cuts can elongate the cycle. The bulls will grab Keynes’ infamous quote that
markets can stay irrational longer than most people can stay solvent. However,
US indices are clearly top heavy indeed at levels last seen in 1929 driven by......Nvidia.
The market cap of the magnificent seven is larger than all countries except China, Japan,
and the US.

The next chart plots mobile subscriptions versus the performance of the US
telecommunication sector. The trend or adoption in this example is akin to e.g., steam
engines, motor cars, sliced bread, and eventually Al/Blockchain/air conditioning in India
etc. The takeaway in this single example was that Telecoms effectively flatlined after
their 1999 bubble.

350 OECD mobile subscriptions vs US Teleco 140
300 performance ceee®® 120
......

250 .o" 100

200

150

100

50 Lo 20

0Oe PRIPS I I B 0
DO T AN MITHLONODIODOATANMTSTLONODIIDOHANMSTINONOITO I ANM
[colNe)Ne)NNe)BNe)INe) INe) ) INe) e ) le) NeloelNololNollololo ool B B B B B B B B B o I oV oI o]
[e)le) e INe) o) o) oMo e NN NeooNoNoNololoNoNoNoNolololNololNolNolololNollolollolNo]
A A A A A A A A A A A AN AN AN AN AN AN ANANANANANANAN NN AN NN ANANANAN

—@=—S&P 500 Telecomm Services $, |lhs
® Mobile cellular subscriptions (per 100 people), rhs

Bitcoin is just 8% of the market cap of Gold. As well as AI the crypto/blockchain
trend remains ultimately very early.

The US economy continues to move away from a feared recession with a labour market
that is robust and increasing productivity. This is going to support stocks. However,
there are plenty of issues today and looking forward. Two major issues are the fiscal
mess (the US Govn't this year will spend $870bn on interest payments alone i.e., more
than on Defence) and the state of the commercial real estate sector (and what that
means for the banks). We have discussed this fiscal mess in past writings, but it
remains our base case that further support from US authorities will arrive to
band-aid the bond markets ($8.9trn of Government debt matures in the next 10 months)
and push the USD weaker. In that environment stocks, gold, bitcoin should
outperform.

Over the month we added exposure to the Hang Seng which we feel has become far too
cheap. The narrative was too bearish and investor flows reflect this. Yet this is a market
that trades on a P/E of 5.5 with a dividend yield of 4.3%. By comparison the Nikkei
trades with a P/E of 25 and yield of 1.6%.

It's now the 4-year anniversary of the covid lockdowns. Its only worth a highlight as its
still having a huge negative economic and social impact today. Over the month we saw
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Tucker Carlson interview President Putin. It’s an interesting watch. Another anniversary
(2 year) is the Russian invasion of Ukraine sadly with no end in sight. The situation looks
like Russia has made territorial gains and the only answer from the West is to talk about

now needing boots on the ground and pushing for Ukraine to join NATO. For markets the
war is priced in and so it's just waiting for that eureka moment when politicians work out
that this circus isn’t a vote winner and why have we ignored history.

We continue to believe imminent rate cuts look increasingly unlikely. However
there remains a lot of support for markets in a year when many people globally go to the
polls. Cash is offering decent returns, but these depend on the level of inflation. We
continue to favour stocks over bonds. US stocks aren’t cheap and if we see further
USD weakness then many global stock indices offer value.

Bond investors continue to worry about a recession, but stimulus and liquidity remain
robust and, if anything, strengthening. Further stimulus from authorities is our base
case, there is too much debt today and tomorrow as politicians continue to spend like it’s
going out of fashion. However, markets never go up in a straight line and we should
certainly expect bouts of volatility to test our resolve.

Ultimately, economies and
society are still dealing
with the effects of
shutdowns and stimulus
programs from 2020/2021.
Higher public deficits and
ageing populations will
continue to meet rapidly
advancing technology and
hence productivity growth.
Political change too is very
likely globally with the
uncertainty of higher and
more volatile inflation
cutting into people’s
pockets. So let the party

‘ continue for the
foreseeable future aware that the piper always needs to be paid at the end of the night.

J. Loudoun

Chief Investment Officer, Reyl Overseas.
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DISCLAIMER

This advisory note is provided by REYL Overseas Ltd, an independent affiliate of the REYL
Group, duly registered as an independent adviser with the SEC.

The information and data presented in this advisory note are given for informational
purposes only and are not to be used as, or considered to be, an offer or solicitation to
buy, sell or subscribe to any securities or financial instruments.

This information does not take into consideration the specific investment objectives,
financial situation or particular needs of any person that enters into a relationship with
REYL Overseas Ltd which must be done by written agreement. The value and income of
any securities or financial instruments can go up as well as down. The market value of
securities or financial instruments may be affected by changes in economic, financial or
political factors, time to maturity, market conditions and volatility, or the credit quality of
any issuer or reference issuer.

REYL Overseas Ltd does not render or offer to render personalized investment advice in
this advisory note. REYL Overseas Ltd may only transact business or render personalized
investment advice in those States where it is registered or where an exemption or exclusion
from such registration exists.

Foreign currency rates may have a positive or adverse effect on the value, price or income
of any security or related investment. Many factors may affect the value of a financial
instrument, and accordingly, investors effectively assume all risks and may receive back
less than they had originally invested.

Past performance should not be taken as, and is not, an indication or guarantee of future
performance and no representation or warranty, expressed or implied, is made by REYL
Overseas Ltd regarding future performance.

Any information contained on this advisory note does not constitute the investment policy
or strategy of REYL Overseas Ltd or an investment recommendation, but merely the
different assumptions, views and analytical methods of those who prepared it. The
information, opinions and estimates expressed in this advisory note reflect a judgment as
of its original publication date and are subject to change without notice.

Proprietary papers and writings are the opinion of REYL Overseas Ltd. Other articles, links,
and information contained herein are obtained from sources REYL Overseas Ltd believed
to be reliable. Although all reasonable care was taken in gathering the information and
formulating the opinions contained herein, REYL Overseas Ltd does not make any
representation whatsoever as to its accuracy or completeness. Accordingly, REYL Overseas
Ltd accepts no liability for any loss arising from the use of this note, which are made
available for information purposes only.

This advisory note is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of, or located in, any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to
law or regulation.

Clients should consult their adviser with regard to any questions they may have. Please
be aware that there are risks associated with all investments and investment strategies.
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