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“You have to learn all the big ideas in the key disciplines in a way that they're in a Mental Latticeworkin b
your head and you automatically use them for the rest of your life”

- Charlie Munger
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“The stock marketisthe story of cyclesand human behaviour that is responsible for = FLAME
over-reactionsin bothdirections” = Seth Klarman

= Demand and Supply

= Competition

Strategy

= Obsolescence

| Business
- Cycle

* Fear and Greed = Broader Economy

. H_erding Investor \ = GDP Growth

" Biases Psychology = Favourable Policy mix
Cycle _.

= Money Supply » Trade Deficit

= Tax Rates
= Government Spending

Velocity of Money
Inflation/Deflation
Capital Flows ,
Leverage in the System

[Man—made phenomena, liquidity dependent, inherently interconnected and a complex adaptive system ]




“What the wise man does inthe beginning, the fool does in the end” - Warren Buffett B2 FLAME

TheTh St faBull Market:
e Three Stages of a Bull Marke Investor Psychology Cycle

* When a few peoplebegintofeel things
will get better

- . : “Temporary Set
‘fN’hen most pe_nple recognizethat pmeq gk Foh Lo .
improvementis underway rermimestor” B |
|
* When everyonethinks things will get Denial |
betterforever | [ |
F— _ Fear Excitement |
‘l' Excitement —— ol
The Three Stages of a Bear Market: 1100 Y ; Optimism -
. Optimism fsgentiod
* When a few peoplerealizethatthings 1000 ST - —!
areoverpriced and riding for a fall Panic | 1
90 | | Y
* When most people see thata declineis - = Hope |
takingplace 800 i : i [ ! |
|
* When everyonethinksthings will get o |
worse forever
600 -

2004 2005 1006 2007 2008 1009 1010 ou 01 1013

Source : Strettalklive.com
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A Zebrain Lion Country - Ralph Wanger — R
FM = Above-average performance Risk = Dislike FM=fired Zebra=EatenbyLion
Zebra= Fresh Grass EMMoveinherds HLookalike EStick close together

"...._I 1|l ' l

Zebra’'s Place --> Relation to Herd Outside Herd =Aggressive, Eat Well but risk being eaten
If (Safe). Outside Herd = Fresh Grass, Middle = Trampled Grass Middle of Herd = Eat less but not get eaten
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“Worldly wisdom teaches thatitis betterfor reputation to fail conventionally than to succeed ®2 FLAME

unconventionally” - John Maynard Keynes ¥ o
FM =/=Outside Zebra (Career Risk) Seek safety in conventional ideas
FM = Center of Herd ( Optimal Placement) Avoid success unconventionally

Buys Popular Stocks = Faultless

You cannot be fired for buying
Johnson and Johnson
“Men. it is has been well said. think in herds. ﬁE G

It will be seen that they go mad in herds.
while they only recover their senses slowly.
- Charles Mackay Ralph Wanger's

one by one”

Investment Survival Manual ¥,

RALPH WANGER

WITH EVERETT MATTUN




Investors Could Ride the Wave to Riches or Experience a Hard Landing
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“There is a tide in the affairs of men, which taken at
the flood, leads onto fortune” - Julius Caesar

“Experience tends to confirm a long held notion that
being prepared. on a few occasions in a lifetime, to
act promptly in scale, in doing some simple and
logical thing, will often dramatically improve the
financial results of that lifetime” - Charlie Munger

“Cash combined with courage in a time of crisis is
priceless” - Warren Buffett

“Every great crisis reveals the excessive
speculations... which commonly indeed had not
begun, or had not carried very far those speculations
till they were tempted by the daily rise of price and
the surrounding fever "- Walter Bagehot
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Bulls Make Money, Bears Make Money. Pigs? They Get Slaughtered j il
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George Soros Jeése Liverrnnre TudorJones John Paulson Michael Burry
BrokeThe Bank Shortedthe Panic Predicted Used credit default swaps Shortedthe
of England, 1992 0f1907 Black Monday, 1987 against Subprime, 2007 SubprimeCrisis, 2008

HenryHoare Stanley Druckenmiller  Michael Steinhardt JohnTempleton Kyle Bass
Successfullynavigated Brokepound.Made1B$ BoughtTreasurybonds BoughttheDregsofthe Successfully Navigated
South SeaBubble, 1720 inoneday. 1992 as Yield spiked.1981 Stock Market, 1939 The Subprime Crisis



Timelines of Famous Bubbles and Catalysts ﬂ Asian = ——
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b 1876 | " 1998
$ . Q’ Telephone
- Invented
1720 _ ’ 1970s _
South Sea | # Nifty Fifty 5 ztugﬁ wAww
1637 Bubble -~ e
Tulip 1860s 1990 Bubble
Mania 1820 Mining, Japan .
Holland ~ Emerging ) Petroleum, 1930 Asset
: Markets | Ratvfsays The Great | Crisis
South e Depression /
America [ X
|
1690
. L 1998
_Stﬂf-k Jobbing}, 1770 , 1845 @ Hedge Fund \
In (Ex)change al Canals UK Railways Ui{ I 3 LTCM Crisis |
Alley y -
London
1987 \ 2008 !
v, . \
e . Junk Bond Subprime
1720 \ @A™ e Crash U.S. Crisis
M Py Railways
Mississippl Inventad 28 - .
Bubbl : \
Y ubble First Car ln]tzﬁset }
I' World Wide _ EL

==




Tulip Bubble
T GOUDA TULIP BULBS
oL Dec.1,1634toFeb.5, 1637
Selected Prices in Guilders/Aas
Log Scale
© 1999 Elliott Wave International
20 T
10 +
6 -
4 -
Py

START

1634 1635 ' 1636

Source Chapter 3. Mackay 1841 , thebubblebubble.com

1637

=1

Two Lasts of Wheat 448f
Four Lasts of Rye ' 558f
Four Fat Oxen 480f
Eight Fat Swine ' 240f
Twelve Fat Sheep 120f
Two Hogsheads of Wine 70f
Four Turns of Beer 32f
TwoTons of Butter 192f
1000 [bs of Cheese 120f
A Complete Bed 100f
A Suit of Clothes 80f
A Silver Drinking Cup ' 60f

Netflix link for Tulip Fever: https://netflix.com/Movie/Tulip-Fever /80108157
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Mississippi Bubble =R
Shares in John Law’s Mississippi Company (1719-1720) _
THE MISSISSIPPI 110,000
BUBBLE : A
MEMOIR OF (-
JOHN LAW
ADOLP-E THIERS _61000
~-4,000
~2,000
0

May Aug Nov 1720 May Aug Nov

Source :thebubblebubble.com
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South SeaBubble Ak

“l can calculate the movement of the stars, but not the madness of men” -Ilsaac Newton

South Sea Stock (December1718 - December1721)

1000 -

500 -

800 + Newton re-enters with a lot
700 -

600 4 Newton'’s friends get rich

500 -

Newton exits happy

Newton exits broke

400 -

300 Newton invests a bit

200 A

100 -

ﬂ T T T T T T T
12/31/1718 05/16M1T19  0D9/26MT19 027201720 07021720 11261720 06/031721 TN1nT21

Source :thebubblebubble.com



Charles Mackay’s Story : Another Example of a Renowned Expert on Bubbles '} il
Who Decided that “This Time is Different”

Index of British Railway share price

Memoirs of Extraordinary Popular Delusions A
and the Madness of Crowds, Volume | g
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Aninvestigation of Mackay's newspaper writings shows that he
was one ofthe most ardentcheerleadersfor the Railway Mania, 1840s :Mediabranded railway companies as fool proof investments
the greatest and mostdestructive ofthese episodesofextreme
| investorexuberance. 1844-1846:Constructed approx. 55% of entire existing modern railway network

Source : Andrew Odlyzko , thebubblebubble.com



The Great Depression : Policy Errors Exacerbated Pain and Caused Depression and ®% £l AME
a Generation of Lost Decades W NSy

Great

World Payments

Businesses
Overall U.S.
and Workers Banks production

Businesses ~~ plummets. -
Spmﬁg'ggps a“d workers Allies cannot invLé'sstE:rg
2 ~ bﬂl‘lk m ' l_Pr" eﬂe‘?ﬂtgtécs have little or

. . no money
r fo nvest.
accounts :

are wi : Europeans - u.s.
- - cannot afford " investments
~ American in Germany
goods. decline.

. German war &
ayments to
Ilhes fall off.

BROOKLYN DAILY EAGLE

- - - —— e - wm ——— ww % AT T = -

Hl.h YEAI—-\& T | « NEW ‘Hﬂﬂi C‘I"IT Tlll H“D-ﬁ OCTOBER ‘t e 3" E'\‘J‘F

WALL ST. IN PANIC AS STOCKS CRASH

Source : Pearson Education




Bubble of Nifty Fifty Stocks of 1970 T LAME

Company Symbol  Starting P/E 10- ¥r Annualized Return
g ; ; ’ ; Philip Morri MO 25.9 6.85%
Valuationof Equally-Weighted Nifty Fifty Portfolio Bri'st'zl Mﬁ': hioris e P
Relativetothe S&P 500; Dec 1970 through Aug 1998 Pfizer fre 2 263%
iaa PepsiCo PEP 20.2 2.83%
B Giaabines Procter & Gamble PG 32 -1.59%
IBM IBM 37.4 -2.53%
% _ Dow Chemical DWDP 255 -0.85%
=
Company Symbol Starting P/E 10- ¥r Annualized Return
% McDonald's MCD 85.7 1.75%
i Int'l Flavors & Fragrances IFF 75.8 -5.24%
- — Walt Disney DIS 81.6 -3.78%
-20% Jlohnson & lohnson NI 61.9 1.72%
Coca Cola KO 47.6 -6.93%
i Eli Lilly LLY 46 -0.72%
—_— Merck MRK 45.3 -0.23%
1970 1972 1574 1976 1978 1980 1982 1984 1986 1988 1990 132 1994 1996
Nifty 50 Stocks
Date Started: 1 /‘| 1 /‘| 973 Security Frice~Ea1rg;|;gﬁ Multiple Price-Ea T;r;%s Multiple
DateEnded: 12/06/1974
= Sony 92 17
Tutal_Days. 694 Polaroid 90 16
Starting DJIA: 1051.70 McDonald’s 83 9
: Intl. Flavors 81 12
Ending DJIA: 577.60 At} % i
TotalLoss: -451% Hewlett Packard 65 18

Source : Forbes 1977 Revisited Mifty Fifty
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Japan Asset Bubble Ak

Land price fluctuations
50
7% t!.i)l Land price bubble bursts
40 -
'08 Lehman crisis
30 ‘*
All areas
1.2% rise
20 =
Three major
metropolitan areas 2.0%
10 —|=
o b L. Bunds L5 L e .-
) -mf::ﬁ" ey / 0 / = |
W:uz:‘ o :::n:m? N } (e 10 Regional areas
e e SFresno - \f —— r e dl
R e s = A 0.4%
mmmiio. e ‘;:,Blhw!fuld :';*: .“‘-\H . -\-‘ ’11 Great EESt Iapan E quake
Facific Pkt Lrw-nem EE. aaﬂ:f: i Y ¥, -20 =
Oroerary p3an Bernarding Ariza)] = i B D e, R PR """""‘;-":‘
Lo 2005 &m - ™S h_ - 50 1939 90 05 2000 '05 10 15 20
sm"_‘m"’:‘:f ), S KYODO GRAPHIC
At one stage the land surrounding the Imperial Source - Japan Times

Palace in Tokyo was estimated to be worth
more than the whole of California..



(1998) Russian Crisis Led to the LTCM Saga : “It Aint OverTill It's Over” - Yogi Berra =2 FLAME

g

AUM
1998- 2000 : Same founder 2010 : Started 39 Firm JM
May .'{_5%1 founded JMW Advisors. Started 3 months after
June-: (-10%) shutting down operations of JWM

July : (-18%)
August : (-44%)
September : (-83%)

Sep 28 1998 : Equity capital falls from
2.3B% to 400M$. Debt over 100BS.
Leverage ratio 250:1. Consortium of

Free Fall :
14 banks : 3.6B$% for 90% ownership
2009 : JWM shut operations 2015 -
Leverage
Sep 231998:Warren il v 2007 : (-44%) Ratio 10:1
LTCM winds down . o | |saainst
_ : Buffett offers to buy LTCM e Return for hedge g _
IZIA K Bleckwith for 250M$ and recapitalize II?E!LII'HS 3'£E$ = s il‘_ld'-lﬁil'h" Ratio
1BS in initial assets with 4B$, LTCM refuses ' 3:1
banks | .
| | | _ | | 3 g

Disclaimer : Graph is not fit to actual scale

John Meriwether
Founder of LTCM,
JMW and JM Advisors

Myron Scholes and Robert Merton won
The Nobel prize for their theory -
How Options are Priced in Efficient Market

Source :Forbes, The Telegraph, Medium.com, Extreme Events Finance.net



Opposite Views on The Efficient Market Hypothesis (EMH) "; FLAME

Economists who adhere to
rational-expectations models of the world
will never admit it, but a lot of what happens
in markets is driven by pure stupidity - or,
rather, inattention, misinformation about
fundamentals, and an exaggerated focus on
currently circulating stories.

ROBERT C. MERION " MYRON S. SCHOLES
Massachugsetis Instigd ol ﬂ-l inford Liniversity

of Technology

AZ QUDTES

Robert Merton and Myron Scholes won The Nobel The Nobel Prize winning economist Robert Shiller
Prize for a new method to determine the value of says that the long term expansion in the economy,
Derivatives. The study is based on the efficient market housing and stock markets, combined with continued
theory. Their methodology has paved the way for low interest rates, could mean the US. is due for a
economic valuations in many areas. It has also recession. But, human behavior makes it very difficult
generated new types of financial instruments and to make such predictions.

facilitated more efficientrisk managementin society.

Unfortunatelytheydon’ttake the Nobel Prize back! Source : OpenMarkets



Models Based on Bell Curve Distributions Massively Underestimate the Probability % FLAME

and Impact of Outlier Events
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Rolling 1Y Sumof 4+ Standard Deviation Eventsinthe S&P 500 Since 1951 (IS)

10Y Moving Average

Source : Wikipedia, Researchgate.net, BEloomberg
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DoesThe Efficient Market Hypothesis (EMH) Work?
The PrimaFacie Case Against EMH is the Existence of Bubbles

Six largestmovementsofthe Dow-Jones
Industrial Average (Oct 2008)

Date

7/10/2008
9/10/2008
13/10/2008

15/10/2008

22/10/2008

28/10/2008 10.88 | Oncein 73,357,946,799,753,900,000,000
years

A Non-NMormal October

Change
(%)

=3.1

Average FrequencyUnder NormalLaw

Oncein 5,435 years

-7.33 Oncein 3,373,629,757 years

11.08 Oncein$03,033,610,921,669,000,000,000

-7.87

years

Oncein171,265,623,633 years

-586 Onceini7,103

(1) Daily Returnsfrom 01/01/1971 to 31/10/2008

(2) The Mean ofthe Distributionisset to Zero and the Standard
Deviation computed over the whole sample (5t. Dev.=1.032%).

“Intheory there is no difference between theory and

practice. But, in practice, there is” - Yogi Berra

Source :DataStream, Capital Market Risk Advisors

1987

Stock
Market
Crash

1954-1935

1988-1993
NikkeiCrash| | US Interest
| | RateHike
High Yield
Tumbles Mexican
Peso Crisis
European
Currency Money
Crisis Funds Break
the Buck

1997-1993
ﬁ.si-an
Financial
Crisis

Russian Crisis

LTCM

Columbus
Day

Mortgage
Massacre

Brazil Crisis

2000-2002

2000 Tech
Meltdown

2001 Tech
Meltdown

9/11
Terrarist
Attack

Bubble
Bursts

2003-2005

Fannie Mae
&
Freddie Mac
Die

Blackout of
2003

G CDS
Correlation

Unexpected Financial Shocks - Once in a lifetime,
crises seem to occur every few years-weeks

2007

Subprime

Ouant

Meltdown|
|

B2 £l AME

UNIVERSITY

2008
Liquidity Crisis
Bear Stearns

G5ES

Lehman Brothers

AlG
TARP

Goldman Sachs
and Morgan
Stanley become
Banks

CP Funding
Facility

Bailout Squared
of AlG

Bailout Squared
of Citi

Auto Bailout




Dot-Com Bubble of 2000s =2 FLAN

UMNIVERSITY
FTSE Neuer Markt
80 T 1600 " T 25
" . . BANS, it
EU_ 3.8 yrs. -__"I ] Zyrs. — 1200 +---—- 1o BTy TR i A
40 1- :. . “mjlnt!m
0 ! The Rise and Fall et
0 ; The Nasdaq Composite Index, daily close 5048.62.
-20
497 498 4199 400 401 402 4197 4198 499 400 41 42 Jan. 10,2000 AOL
May 15, 1997 :
DAX TMT 5000 Amazon.com goes agrees 1o pay $156 Sept. 8, 2004 Former
150 I — 300 2B yre S public at $18 a share  billion in stock for Time imestment banker Frank
+ d yre. 4 25yrs. = 250 YT JYFS, =i LO WIS, 2 (equivalent of $1.50 Wamer, the April 23, 2001 Quattrone gets 18 months
100 - e P . R : : today, spit-adjusted) second-largest  ——— Theglobe.com s in jail for obstructing an IPQ
I 150 -z, and rises 31% that day  acquisition ever. delisted; stock closes probe.
0 ' i :
T ] | d Nov. 13, 1998
& [ 50 - April 12, 1996 Stock of thegiobe, com
49T A8 4 400 401 4 Yahoo's stock pnce more | goes public and soars
A A A5 AN Ak 4B than doubles its first day | 606% that day, closing E:;':L::?: a:ii:"m
as a public companyto | at $63.50. Dec. 9. 1999 (111411 Friday's close:
close at $33 (equivalent VA Lins . e 2070.61
BARRON'S COVER of §1.38 tod o |
2000 a m”’; | Systems goes
' Spit-ad) .- | public and gains
7 B98% that day,
What's Wrong, Warren! e pam
1000 Aot iy Mg e Google g0es puiic;and
. ; mazon stock, then below : i
Berkshire's down for the year, but don't count it out Dec.5, 1996 $250,wll 8400 o0 14 2000 s L
Alan Greembl wams of  witin a year; it ™ E‘DEH:' Jones Industrial Average
“irrational exuberance.” -
0 : does, within weeks. peaks al 11722 .98, Source: W1 Manet Data Group
By By Andrew Bary * Updated Dec. 27,199912:01am.ET 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Source :Barron. Internet History Podcast.com




The 2008 U.S. Subprime Crisis Led to The International Banking Crisis

®2 FLAME
_#.‘ UNIVERSITY

Subprime Mortgage Originations
In 2006, $600 B of subprime loans were originated, mostofwhich were scrutinized.
Thatyear,the subprime lending accounted for 23.5% of all mortgage originations

IMN BILLIONS OF DOLLARS

23 5%
|

£700 - S P me share of antre J

ote e rrvarigage market

[ Securitized
500 ——————— Wl Mon-securitized
B83%
400 2% J

101w

300
B.2%
200
100
1L7%
o T -_
=T ‘a7 ‘ag g ‘00 ‘o1 o2 ‘03 ‘04 05 06 o7 ‘08

17,000 1 s

16,000 Dow Jones

15,000 S N
14,000

13,000 %

12,000 \

11,000 \

10,000 \

2,000 \

8,000
] Jul Flilalal Jul 2007 Jul 2008 Jul rlilole]

Morigage-Related Losses to Financial Institutions from the Subprime Crisis,
as of June 18, 2008

Institution Loss (5 billions) Institution Loss (S billions)
1 Citigroup 42.9 11 Washingion Mutual 9.1
2. UBS 38.2 12. Credit Agricole 8.3
3 Merrill Lynch 3r.1 13. Lenman Brothers 8.2
4. H3B8GC 19.5 14, Deutsche Bank 7.6
5. IKB Deutsche 15.9 15. VYWachovia 7.0
5. Royal Bank of Scotland 15.2 16. HBOS 7.0
T Bank of America 16.1 17 Bayerizche Landes bank 6.7
B Morgan Staniey 14.1 18 Fortis 6.6
9 JPFMorganChase 9.8 19 Canadian imperial (CI1BC) 6.5
10 Credit Suisse 9.6 20 Barclays 8.3

Source: Bioomberg News, June 18, 2008
(wWiardy_ bl oom Des g, COmMMa DR/ MSEWs 7 Didenswsa rchiv s id=as5G anvCMZu_ M)

Source :Bloomberyg. Factset, Macrotrends

The bottom falls out for Lehman Brothers, Bear Steamns

- Lehman shares Bear Stearns shares
5200

180
160
140
120
100
80
60
40
20

"11 12

Source: FactSet



Special Case, Great Depression of 1929 : A Case of Lost Generation '} FRAME




' : GREAT DEPRESSION TIMELINE: CAUSES & EFFECTS
Timeline

2300
i | St
ac ursaay. il anday. illion
. . . . TUESBRY Dow Jones Industrial The D_'uw falls an ‘::Iz‘;:;n;lluupwsr;::s
Beginning in 1928, stock-market speculation —— Average drops 11%. | additional 13% further 12%.
i KR 0cT 24 0CT 28 0CT 29

became a national pastime in the USA e e

16354
Prices increased 10 to 15 percent a day 5 eoas The Smoot-Hawley

Franklin Delano Unemployment rate passes 20%. Tariff Act is signed
Roosevelt defeats
Herbert Hoover in

A future of endless prosperity was taken for granted landslide victory for

Presidential election

into law, raising tariffs,
Other countiies

immediately retaliate
by also raising tariffs.

The Hawley-Smoot Tariff was the highest tariff o
in U.S. History and it is widely agreed that sistBe, | 60 0036 FOR inaugurated and

Uinemployment rate FDR declares a "bank

. . S ; i immediately begins

it aggravated the Great Depression S hits worst level of holiday” as over 9,000 ilarotnting policiias it
depression at banks have closed. were part of the “New Deal.”
nearly 25%. MARS MAR 4

Then came the Great Depression
and prices collapsed

104.51

Ei::r 8 couple el 7450 :;_:‘: More initiatives are -
Real output (GDP) fell 29% from 1929 to 1933 economic growth, the Roosevelt -} e
ecanamy hits another re-elected in even ) - *'
. o recession, larger landslide, % :ﬂgw;::l:he s
= Unemployment increased to 25% of labor force " ey
= Consumer prices fell 25% ; wholesale prices 32% o~ g;q 2
; usTESSETATI000 | S8 3 P
= About 7000 banks failed 1057 ke Napa Register S5 | The number of L+
The United un[“! unemployed e
oy States enters “m nEﬂ e Americans falls vk
-«‘V Waerld War Il bl nimads Lol T under one million.

Source : TheStreet, Clay House.com



World Trade Collapsed

Plummeting World Trade
3300
29498
2000 2789
23200
2000 1839
1300 1206
992
1000
D
1929 1930 1931 1932 1933
Based on Charles Kindleberger, "The Warld of Depression 1929-193%
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| #

VOL. ILXXrx._ .

E———————

HOOVER SIGNS TARIFF BILL, v
AS BORAH IN SENATE SEEKS /Aé
CUTS BY FLEXIBLE CLAUSE
NEW BUTIES 60 INTg EFFEET/ Petgion Government Prosese: | |'h

L ashington on the Farviff

hE % i T | i g L ";':--:_'N

Maia o dent’s Action] . ERSssiis St seene )
awley-Smoot Bjl| / e i ey Rt & Watn?

— el » - No. 26442,

Law at Midnight.

FYo o nate - |
:.t The new tmrire. pn:m«-un,. T"Ill

L L 1A i
DalEa k] n:.a.:‘;: :'I;:: the trmge Fin

SIX PENS enp
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When protectionism failed .impact of 1930 Smoot-Hawley Tariff Act on US equities

140 -
24 March 30 - Passed = |5 Equibies
the Senate
120 -
17 June "30 - Smoot-Hawley
100 - / Tamiff Act signed into law
12 June "34 - Reciprocal
B0 A Tariff Act
28 May '29 - Passed the
|House
40 1 Smool & Hawley lose
their seals in midterm
20 - elections .
0 . r . . . 1
29 ‘30 3 ‘32 33 34 ‘a5

The Hawley-SmootTariff Act

The Hawley-Smoot Tariff wasthe highest tariffin
U.S. History

Foreign countries refused to trade with the United
States

Itis often blamed for worsening The Global
Depression

Source swww.rarenewspapers.com , www thestar.com




Banks Failed and Unemployment Spiked

U.S. Unemployment Rate inThe Great Depression
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1. 7000 banks failed - Many during The Panic

2. The Number of banks fell from 25,000 in 1929
to 15,000 by 1934

3. Possible Causes:
» Loss of deposits — Decline in expenditures

« Customer relationships broken — Harder to
borrow

» Money supply contraction

4500
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300

1929

Number of Banks that Failed

1930 1931 1932

1933

Source : RareHistoricalPhotos.com



The Great Depression vs.The Great Recession A
= ; A {5 im, 4 ) 4 S0y
GreatDepression GreatRecession 1929 Dow Jones Industrial Average ao0o0
" Soptosnibar 1929 - July 1932 IS0
e 9,096 - 50% of Banks 57 - 0.6% of Banks (Dec. :::
(Jan.1930-March1933) 2007 - May 2009)
2000
Unemployment 259 8 59, P——
Rate
. . -4.1% (Last Quarter 2007 - s
Economic Decline -26.5%(19291933) Second Quarter 2009) e R 101%6
Socprnenits of redscumsd: &
Biggest Decline in o
Dow-Jones -89.2% (Sept. 3,1929 - -53.8%(0ct.9,2007- 5 i 3
Industrial July8,1932) March 9, 2009) PO WA Bt -55%0
Average | E—— o3 T
ChangeinPrices  -25%(1929-1933) ;ghﬁg}‘"me" 2007-March oo
e |W
Emergency 1.5% of GDP for 1year {zz.sﬂﬁ:iﬁﬁneiifgnz JESES E l '
Spending (Increasein 1934 Budget Reinvestment and 10000 | -
Programs Deficit) RecoveryAct) — i
6000
Federal stimulus plan Py |
‘ Raisetaxes, cut givesfiscalreliefto states |
State'sResponse : ; 2000
spending tolessenimpact of tax |
increases a9+ T T 7T T T T 7 T T T T T T T T T T T 7
5555553555 E5E22838E3E888¢8z2383
SUPPthyFEdEFEL ]T““?EE} 125'}‘5{5eplemher2ﬂﬂﬂ P~ = - = B B S T T S W & S 4 8 9 & ™
May 2009)
Reserve

Source :www.gold-eagle.com, hitps:.//ihsslirajankalsiwordpress.com




The Long Climb Back : The Market Took 30 Years to Recover 2 FLAME
300
PEAK, SEPTEMBER 1929 In dusmgfi"vi‘.’-gﬁﬁ
ey R e TR = PP 250
ITE‘OUGH, JUNE 1932
| 200
| FEDERAL RESERVE CLOSES, MARCH 1933
I 1
& 150
i |
— u AN 100
| | General
: _ J/ v .ﬂ e Motors
: v US Steel |~ e “adh
1 | ] | L I | | i L i | | i i L | | L i i | | | | i i L | | U
1925 30 35 40 45 50 55 60
Sources: Federal Reserve Bank of St Louis; Centre for Research in Security Prices December 1925 share prices rebased to 100
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Look Who Ended Up Paying the Price for Ending The Great Depression! @ R

Tax Rate Horror : Marginal Tax Rate for the Top Income Bracket
90.00%

81.10%
80.00% 79.00% 79.00% 79.00% T79.00%

70.00%
63.00% 63.00% 6£3.00% 6£3.00%
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40.00%
30.00%
25.00% 25.00% 25.00% 25.00% 24, 00% 25.00% 25.00%

20.00%

10.00%

0.00%

1925 1926 1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940

Source :www.usstuckonstupid.com



Framework to Spot Bubbles
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“Wishful thinking bias appears to play arole
in the propagation of a speculative bubble”

- Robert Shiller
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How to Spot Bubbles & Bust The Hardest Bubbleto Spotisthe One Youarein..
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Source :WsJ



Bubbles and Crashes are Like Sequels to Popular Movies

Joint Venture
Partner

DomainlLeader/ Investor/
|dea Person Director 1)) 45 Wl | D,
™ : ~ B - kY
s . 1 o T - 3 N o
\_ Late e Tou ! TE:.._ i . 1
' e '\ Source :Movie ‘Indiana Jones and the Last Crusade’, Amazon
- - .-“F T .
Equipment Intellectual Capital Research & Development

Property
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Sectoral Market Share Within an Asset Class

SEEREEEEERER

1987 1992

:
:

Source : CaseyResearch.com
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= Financial services

« Telecommunications

« Technology

= Healthcare

= Utilities

= Industrials + Consumer
/Commercial Services

= Consumer Cyclicals

= Consumer Non- Cyclicals

= Energy

= Basic Materials



“The four most dangerous words in investing are, ‘this time is different” 2 FLAME
- John Templeton

This Time is Different Syndrome

‘Dow 36,0084y -2008!"

v N

. Past Crises ..s.

b

D:tt o < ¢ WDIFFERENT
= N liTHIS TIME

l learned?

By Robert Zuccaro, CFA

“Bull marketsare born on pessimism, grow on scepticism, mature on optimism, and die on euphoria. The time
of maximum pessimism is the best timeto buy, and the time of maximum optimism is the best time to sell” -
John Templeton

Source : hitps:/fwww slideshare.net/sherifshicko/this-time -is-different ., Amazon.com




Signs of Conspicuous Consumption and Frauds

LB RN TE MADOFE AND T

Source :Yousense.info, oysterharborsmarine.com, Amazon

. R
o DENTHOF TRUST

DIANA B. HENRIQUES



Sotheby's 31 Year Stock Price History

Dot-Com Crisis 2001

Japan Asset Crisis 1990

Subprime Crisis 2008 2018 2

Sotheby Company Sold for 3.78% (17" June 2019)

55

S50

==

Lots of $58 million dogs around.

Source :Macrotrends, Sotheby.CNBC
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The Skyscraper Curse @
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Source : Research Gate.net



Contra Indicators

'\ DEATH
¥ oF
A\ EQUITIES
M How inilation

hY 15 destroying the
.a_l:h‘.l market

Asset Class : US Equities
August 1978

1979-1990: +14% CAGR
(Dow Jones)

FUTURE
OF
TECHNOLOGY

Asset Class:Treasury Notes Asset Class: US Equities

March 1982 June 2000
1983-2012: -6% CAGR e

(in Bond Value)
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Wy we're going £aga
owed real estate
WILL TOUH FESTEE MUANE YO ROCHT
STPIR-HOT MIRIETY b 7 Pl
BT O 71 - P A POl TG

Asset Class : Real Estate
June 2008

2008-2013: -11% CAGR
(in Real Estate Value)



Signs of Excessiveness and Extremism

TOP SIGNS

asWwN

© 0 ~ o

10.

1.

12.
13.

Largeno.ofIPOs

RapidlyRising Prices

Excess Leverage

Availability of Credit

Over-optimisticFront Covers of
Newspapers &Magazines
VeryHighTradingVolumes
HistoricallyHigh P/E & EV/EBITDA Multiples

. Art & LuxuryMarkets Booming

Financial Pressand Financial TV become
Favourites

“ThisTime is Different” Declared
Amateur Investors moveto Equity Asset
Class

Innovation Leads to Euphoria
SocialProofLeadstoHerding

BOTTOM SIGNS

V0 NoOsWN S

—
o

HL

12.

13.

No Mergersand Acquisitions

No IPOs

No new money for Venture Capital

Low Price/Sales & EV/EBITDA Multiples
Many CompaniesTrading below BookValue
Very Low P/E Multiple

CentralBanks eased foréto12 Months
RecessionDeclared Officially, News is Stale
Previously Favourite Sectors are Hated

. Creditonlyavailableto High Quality

Borrowers

Investorsare Cautious and Out of the Market
NegativeFront Coversof Newspapersand
Magazines

Negativeand Depressed Consumer
Sentiment
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Moral Hazard : Survival of the Reckless at the Taxpayers’ Expense :g FLAME

“He did it...” . 2In Ponz|
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George Soros’ Theory of Reflexivity : Reflexivity Creates Virtuous and Vicious Cycles = ENeRGE
f, \\I ;_/ \\I.
Equilibrium Theory: | ' Reflexivity Theory : |
* Informationbecomes [ Fundamentals ] * People actonincomplete
immediately availableto information
everyone » People areinfluenced by
» People are Rational their Biases
Actors » Social Systems display
« Economic Systemsgo Boom and Bust cycles
quickly to Equilibrium _ . * Observers are part of the
« ATheorist is outside the [ Price ] [ Perception ] system observed
system observed * Theoriesare meansto
'+ Theoriesdo not alterthe | S change the system |
I\‘\H system described ? ; I\\ described /_/ff

e
—

Source: http://citeseerx jst psu.edu
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Minsky and Kindleberger Model

THE MINSKY MODEL

i ) “iew I’HI.'I.d.I:E:rI":!!
" i | Premnial emen
: Delugion [ ; Roeturms to Disﬂ'ac L. -
_ “normal” Macroeconomic shock creates new profit opportunities S
: Cireed i oy
i Bull trap | & LY o
; Irusgitwriornal Public |\ Fear Bank credit feeds the boom %
Smari Momey g PR : : v
g { Enthusiasm o The urge to speculate
g i i i Capitulation ¥
3 Media auention interest rates, velocity of money and prices rise
= - T g , - . Poetum to & . e )
i First Scll off 4 i the mean Overtrading and gearing ycle repeats
H — : =i -
| e Beardrap | ___ . _m-m== = 1D espair, . v .
:_t‘;“_"_ e e { "Mean i V Insiders take profits
mez==ooon==s i v
: : Financial distress and rush for liquidity
Stealth Phase Anwareness Phase Mania Phase | Blow off Phase ~ - J
™ Revulsion, fraud and discredit 4

Lender of last
resort

Federal reserve Bank of Japan

IMF, World Bank,
ADB

Timne
Anatomy ofa Typical Bubble . Lender of last resort res.mre‘s_order by p'rommng sufficient liquidity ——
Source: Jean-Paul Rodrigue Sowrce: Adeapied from Charier Konticborgers i 1978, 1989.
Wall Street Crash JEPHI‘IEEE real Asian Financial Anatomy of a bubble: the Kindleberger-Minsky model
(1929) estate and stock Crisis
markﬂ cm’h Displacement
Displacement End of post-war Economic Financial /
boom expansion phase deregulation, _
exchange rate pegs TeGion Boom
Speculative Asset US stocks Mikkei shares and e.g. real estate,
land unsustainable
investments
Crisis Euphona
Monetary Stocks boughton  From low interest Bank lending b -y
expansion margin — calls rate policy

T T T T T KT T T R Tl S T TR T T

Source: Kindleberger, 54 Croas A:-:mnf.umr;h

Source :Charles Kindleberger's Manias, Panics and Crashes,




Five-Lens Framework by
Vikram Mansharamani

I 4
N

7
. The Five
\-

Source: Boombustology

Tulip
Mania

Great
Depression

Japanese
Boom Bust

u.s.
Housing Bust

Microeconomics

Credit Criteria

Collateral / Credit

Hot Money

Macroeconomics

Financial Innovation

Cheap [/ Excessive Money

Moral Hazard

Psychology

Conspicuous Consumption

New-Era Thinking

Politics

Supply / Demand
Manipulation

Regulatory Shift

Biology

Amateur Investors

Silent Leadership

Popular Media
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Valuation at the Extremities

N i—

7

“The Fed, in effect, has become a serial
bubble blower” - Stephen Roach

w



Easy Money and Congenial Interest Rates are Necessary Conditions for Bubbles T LaME

PfElﬂ Ratios b"f Percentile o Valuations Rise Exponentially in St.njr:k Ma_liet Bubbles .
S0 i . . Excluding the current market cycle, U.S. ;ﬂﬂ‘l ?rulrbla_ -\l_-— T
o P/E10 ex Tech | E Al Stock market CAPME Valuation ratios at A el [p‘:::ﬂgmfﬁ:n |
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Source : Advisor Perspectives , Meritocracy . metalsedge.com



The Stock Market Pendulum Always Swings the Other Way

Stock Market Bubbles Happen at 90th Percentile-Plus Valuations
mmm Price to Median-10-Year-Earnings (left scale) — Percentile Rank (right scale)
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Sources of Stock Price Appreciation P"" FLAME

November 1907 to November 1916 - August1921to September 1929 Junel932toMay 1946

® O

May1947to December 1961 Junel1962to December 1968 December1974to August1987

N

-

December 1987 to August 2000 February 2003 to October 2007 March 2009 to December 2018

@

I8 DividendYield 1 EarningsGrowth B8 ValuationChanges

B |nflation

Source : Robert Shiller's Data Library



Measuring the Current Temperature




Elevated Debt Levels and Rock Bottom Interest Rates

UNIVERSITY
USDH tm % of GDP 16%
160 300 | [1e%
L “ 0 | | U.S.Interest Rates
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Source: Bloomberg, PIMCOD

Assetsof centralbanksballooned after 2008



Negative Bond Yields and Currency Interplays : Supply or Price but not Both? »2 FLAME
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Track 7 Annolate = News C, Zoom - The Negative Bond Yield Matrix
| Contry | 6Mo | T¥r | 2Yr | 3Yr | &Y | Y | &Y | Tyr | BYr | 9¥r [ W0¥r | W6¥r | 30y
Switzerland | -075 | -0.64 | -089 | -09 | -089 | -087 | -079 | D70 | -009 | -083 | -082 | -0 | -001
Germany | -058 | 008 | -074 | -076 | 076 | -068 | 006 | -058 | -0&b | -04 | 031 | -0 | O

Netheriands | <03 Q7 | 07 | 086 | 08 ) 05 | 042|032 |00 | 00|00 | 03
Japan | 0B | -0 | 02 |02 )02 022022 022|000 | DM | -2 ) OOT | O3
Denmark | -0.66 A7 | -0 048 045 0.8
Austria 54 | 085 | 003 | 087 | 047 | 039 | 028 | 01| 00 | 0B | 03| O
Finiand 080 | 083 | 08 | 054 | <04 1 00 0%
Sweden | 04 04 0% 02 000 | 08

France | -09% | -0b | 068 | -066 | 062 | 058 | 041 | 0% | 0% | 01 | 002 | 036 | 1
Belgium | -087 | 058 | -04 | D66 | 08 | 054 | 042 ) 03 | -00& | 006 | 009 | D4

Slovakia 13 02 | -0 D | 0B | 02
Ireland | 041 | -055 | 043 66 | 039 | 026 | DMk | 04§ 022 | 0% [ 1i
Slovenia 048 | -03 03 0k 02

Spain | <041 | 039 | D& | 036 )00 | -020 ) -006 | 008 | 02 | 0% [ 043 | 0B | 14
Portugal | -038 | -034 | 037 | 0% | 00 | 08 | 005 | 00 | 028 | 04k | 055 | 095 [ 15

Mata | 08 | 2 T 00 074

Bulgari I 00 0 07 058

tly | -0 |0 | 02 | om | e [ [ | m [ W] m | 2
05 | w6 | A0 | w20 sh [ [ | ow | I 189 203 251

Source: Bloomberg, Seekingalpha.com



Crazy Rich and Profitless Unicorns

Roughby 3 of every 10
unicorms comes from China

MNearty half of the world's ‘t'\
unicorms comae from tha o
s including 7T of the 10

largest by valuation

Outside of thess s
countries, the rest of the
world has only produced

12 of tho world™s unicorns

UNICORMNS BY SECTOR

E..il

Uy eaH | |
gues™

-

%£1-5 Billion

1020 Billion L9090 Billion 280
0l lll
]

»1538

UNICORNS BY VALUATION
$36+ Billion : : ; i

bLEIE

Source: www.weforum.org, CB Insight
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Lastyear, 84% of allIPOs were of Profitless Cos.

Company Current Last Last Profit
Valuation (U.5.$B) Revenue (U.S.$M) (U.S.$M)
Uber 75 11,300 -3000
Lyft 18 2,100 -911
Pinterest 15 775 -74
Zoom 27 330 8
Slack 17 400 -140
Chewy 5 3,500 -268
WeWork 47 1,820 -1900
Netflix 150 16,614 121
Tesla 37 21,416 -1004




Network Business Dynamics & Exponents of Scale

Network Scaling Laws

Diagram

SARNOFFBROADCAST

METCALFE NETWORK

-
>2 FLAME
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REED COMMUNITY

No. of Possible Connections
(based onan "N of 100)

Total Value of Network =100

N(N-1)/2

No. of possible connections : 4950

2N-n-1
No. of possible connections =

1,267,650,600,228,229,401,496,703,205,376

Value of Network

Linear value of Services that are
aimed at Individual Users

Proportional to the no. of viewers

(N)

“Square” Value from facilitating
Transactions

Proportional to square of no. of
connected users

Exponential Value from Facilitating Group
Affiliations

Value of group-forming network is
proportional tono. and ease with which groups

WireService, On Sale

(NZ) form within it (subgroups grow faster than
sheer no. of P2P Participants )
(2N-n-1)
USP Best Content Most Members Best Facilitation
Examples Frpatcagl : yanon Peer to Peer : Instagram, E-mail Group Forming : Slack , Whatsapp Groups

Connecting 2 Networks

Source : Guides.co,

N+M

NZ + M2 + 2NM

l b L
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Network Economics & Laws of Disruption : Value Migration & Source of Value Creation

) . . THE .
Dominant Value Regions .Nm:gnﬁ_
IMPERATIVE,

%\\\ LIEH THIHE-F:I;

Most Best

i
|
|
Best ' : * | :
o Content : Members | Facilitation MEGAN BECK e BN EE:;A&.IEORM
= : | ) ﬂ"""“ff : COMPANIES :
0 | _ - E
= | :
| (2N-n-1
| |
I N(N-1)/2
: : —— e Matchmakers
N REVOLUTION | | = =
Thevalue of networkis dependent on scale, functionality, o - @
ways of collaborating, ease of use, and context

Source :www.sec.gov, Amazon



China? T g TAME
“What the public narrative is and what they have been doing behind the scenes are two completely different stories”
- Kyle Bass

Escalating Trade War with United States and Chinais Building
weak domestic banks with high NPA ratio 370 Skyscrapers
30
= AssetLiabilityMismatch )
» Shadow Banking System =
» (CapitalControl 5

KyleBass (NPAis 20% rather thanreported 1.7%)

US tariffs on China

Tanfis imposed Tariffs threatenad
in 2018 by Trump
50 4
Total Chinese goods imported into the US (2018) ag
$539bn 0
a5
e 30
B ‘s 30
Chinese tariffs on US %4 4 o
: = 7 - 20
Tanffs imposed =i | & a
$110bn o000 4 el B 15 12 11
Tatal US goods imported into China (2018) i Tl T . I l
m ; . Bejing Takyo MNew York MMumbsai London
Shenzhen Tower e * d

Source:Bloomberg, CEIC, MISM



Reversion to Mean: Nature, Business and Psychology are all Cyclical

- S&PReversionto Mean S&P _EIJI_:IE‘“D EEI_TDA

40%

Current: 13.3x

- A v
12: . ,_,//q w%\-\ ﬂ
-10% -y VM'AVQ/

-20% G
-30%
_LO% =——Tptal Return ==Mean Reversion
-50%
F S8 S ERREEE S8 8EREEEE8E8EEEE « ittt R ===z Py
CEE - R O S &5 -3 ‘B8 BEs e Tide gz Ee
N&S S FERRITIRINNSIEIIIIIRIUIIARIGEIRIIAREALII e Nan
160,00 S&PEarningsto GDP — Reported CAPE Ratio Against its Cumulative Average
120.00 45.00
i00.00 40.00 ——Reported CAPE Shiller “goes public”
' 35 00 —Cumulative Average CAPE with the CAPE ratio
80.00 , 30.00
=
60.00  25.00
o
20.00
40.00
=FPS GOP Rebase to 100 =10 yr M4 1500
20.00 10.00
0.00 5.00
S8 S ERREEE 85 S RREEEEBEEE2EE 0.00
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Source:marketoracle.co.uk Macrotrends.com
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Reversion to Mean: Nature, Business and Psychology are all Cyclical, so are Valuations &g \ME
Average10-year S&P 500 Annualized real totalreturn
based on Price/Average 10-year Earnings
12
10.8 We'dbe better
off here
10
8 13
6.4
b 5.4
4 We arehere
24
2
0
Cheapest 20% Z2nd Cheapest 20% 3rd Cheapest 20% 4th Cheapest 20% Most Expensive 20%
Average P/E=8.7 Average P/E=12.5 AverageP/E=15.7 AverageP/E=18.6 Average P/E=26.3

Source: Net Davis Research Inc.



Largest Bull Run in History? T FLAME

1982-1987

8% e

= ?
2009-20XX: 1987-2000

1949-1957

1957-1962
2002-2008

1962-1966 Increasing Duration of Bull Market

1970-1973

1966-1970 1974-1982 Source: Bloomberg

Difference hetween Annualized S&P 500 Index Return and Nominal GDP Growth
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“Every age hasits peculiar folly : Some scheme, project, or
fantasy into whichit plunges, spurred on by the love of gain,
the necessity of excitement, or the force of imitation”

- Charles Mackay '




Bubbles and Crashes Occur Across Timelines, Geographies and Asset Classes

The Age of Steam &
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Early Modern States

1557 State Bankruptcy (Spainand
France)

1607 Spain Bankrupt
1614 Bankruptcy (Augsburg)

Industrialization

1836 MarketCrashin UK

1837 Market Crashin France andUS Australia

1847 Market Crashin UK

1637 End of Netherlands Tulip Bubble 1848 Market Crashin Germany

1720 South Sea Bubble crisisin
England

1763 Amsterdam Crisisin
Netherlands

1857 Lombard StreetBanking Crisis
1720 Mississippi Crisisin France in UK

1890 'Barings' Crashin UK

Globalization

1893 Land Boom Crashin

1893 'Silver Crash'in US

1907 Market CrashinFrance and
Italy

1907 '1907 Panic'in US

1857 MarketCrashin France, US and”

Germany

1864 Market Crashin France
1866 Over end, GurneyBanking

1772 Collapse of Ayr Bankin Scotland Crisis-UK (owes £4.1m , National

1921 MarketCrash inUK and US

1922 Swedish Bank Crisis.

1927 'Black Friday'in Germany and

1963 Crashin ltaly

After Bretton Woods

1958 MarketPanicinFrance

1961 PropertyCrashin

Australia

1962 CrashinCanada

1964 Market PanicinUK

1967 Transistor'Crashin US

1968 Crashin France

1971 MinSec Panicin

|Korea, Russia, Brazil

Contemporary Inflections
1987 Market Crashin US, UK, Australia

1990 Market Panicin Japan

1994 Market Crashin Mexico

1997 'South East Asian Crisis' - Panic
in Thailand, Indonesia, Malaysia, S

2000 Dot-Comand
Telecommunications Crash

2008 Global Financial Crisis

precipitatesBritish Banking Crisis  Budgetis £67.8m) Brazil Australia
1929 Wall Street'GreatCrash'in

1793 MarketCrashin UK 1866 Market Crashin Italy us 1973 WallStCrashin US
1931 Market Crashin UK,

1799 Market Crashin Hamburg 1869 Black FridayinUS Germany, Austria, Japan 1979 Market Crisis in US

1873 Market Crashin Germany and

1810 Market Crashin UK Austria, Panic of 1873 in US
1811 Austria bankrupt EIBBZ Market Crashin France
1816 Market Crashin UK.

1818 Market Crashin US

1825 'Latin American'Crashin UK
1827 Market Crashin France




Monetary Printing Press : Gold Standard is (Not) the Solution
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Duration of Boom and Bust : Decreasing Duration and Increasing Frequency
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Inflation can Rise Suddenly

Historical Examples of Sudden, Rapid Inflation Interest Rates and Inflation
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Fed Tightening Usually Ends with a Financial “Event” ’j FLAME

Since 2010 Fed rate is increasing and is currently at 2.5%, the long term mediancomes around 4%

20
18

US Fed Funds target rate, %
16
14
12

10

LongTerm Median~ 4%

15 21 27 33 39 45 51 '57 63 '69 75 81 ‘87 93 99 05 11 17

Source: Palisade Research, BofA Merrill Lynch Global Investment Strategy, Global Financial Data
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Process to Avoid Group Thinking ", Al

When nine people agree on something. it's the tenth man’s responsibility to disagree. no matter how
improbable the idea

Source: Movi
htips: [
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“Whatwe learnfromhistory,isthat we donotlearnfromhistory” - Benjamin Disraelli
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“Manyshallbe restoredthat now are fallen and many shall fallthat now arein honor” - Horace
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“Thosewho donot rememberthe past are doomedtorepeatit”- George Santayana F,ul SR
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Questions?

Not everything that can be
counted counts,
and not everything
that counts can be counted.

Albert Einstein

Thanks to the Team at Oaklane Capital ManagementLLP :
Mr Ankit Shah Ms Upasna Lamba MrUtsavAdani MsNeharikaBayas  MrRajAgrawal
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