October 2019: 1% Anniversary of Putamen Capital

Risk and Return

This month marks the 1 anniversary of Putamen Capital, with Putamen Growth Fund (PGF), our sole and flagship fund,
recorded 34.15% return between October 24", 2018 and September 30™, 2019. Since the inception, we have been
exploring various type of equity, option and volatility strategy across developed and emerging market assets, and
continuously improving our method in selecting high-quality investments and allocating capital. We designed various
strategies to weather equity volatility while trying to capture alpha from market timing strategy, creating an all-weather

portfolio that performed better than standard risk parity strategy.
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On the quantitative side, we have developed, refined and back tested 4 models that we continuously monitor on both
monthly and daily basis: Global Asset Allocation Strategy (GAAS), Global Equity Strategy (GES), Volatility Strategy (VS) and
Global Equity Relative Strategy (GERS). These strategies have been proven to add value to our screening and investment
process, saving us time in spotting the best opportunities available and enhance our fund’s return performance; details

are available on the menu options of this website. However, it is important to state that PGF is not a pure quantitative

fund. It is managed based on combination of quantitative inputs and top-down macro call.

Risk Analysis

S EFA VT Consolidated
Ending WAMI: 1,101.22 1,061.01 1,078.91 1341 46
Max Dravedown: 9045 6.38% T22% B.85%
Peak-To-Valley: MNow 15 - Dec 18 Start-Dec 18 MNov 18- Dec 18 Jul 19 - Aug 19
Recovery: 2 Months 2 Months 1 Month 1 Month
Sharpe Ratio: 0.55 0.37 0.45 1.45
Sortine Ratio: 0.29 -0.08 0.1 216
Standard Deviation: 4.75% 3T1% 431% ET74%
Downside Deviation: 3.56% 2.67% 314% 323%
Correlation: 044 047 0.46 -
B: 0.53 072 0.62 -
o 0.25 0.26 0.26 -
Mean Return: 0.92% 0.56% 0.73% 264%
Positive Periods: E (66.6T%) 7 (58.33%) B (66.67%) B (66.67%)
MNegative Periods: 4(33.33%) 5{41.67%) 4(33.33%) 4(33.33%)
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Our greatest drawdown happened last August when the trade war was escalating and equities tumbled globally. Although
PGF’s volatility, measured by traditional standard deviation, is greater than S&P500, Developed Markets ex-US & Canada
and World equities, when measured by its downward deviation it is very close to world equity volatility. This mainly
attributed to our option strategy, whose payoff is asymmetric, limiting our downside deviation. Looking back, we
estimated that we could have delivered 20-30% higher return by optimizing our capital allocation and utilizing 90-100% of

our capital.
Lessons Learned

In the past year, our biggest winner has also come from our biggest loser. We have been positive on Turkish and Mexican
equities since early this year and overweight both countries in our portfolio. We dialed back our positioning when risk
aversion increased and bought back securities when we think the worst is over. In our monthly publication several months
ago, we recommended a hedging strategy using call option on VIX, which we think is probably the most effective and cost-
efficient hedging tools when compared to other alternatives (put option on equity index, short index futures, etc.). We
did implement the strategy when volatility spikes in August and were able to profit from the hedge, reducing our

drawdown significantly.

Over the past year, there are several important lessons that we learned. The first lesson is to differentiate the force driving
improvement in the economic data and rising asset prices. Being right in predicting economic improvement does not
always translate to profit from buying the country’s assets. We experienced drawdown from our long position in Turkish
equity in the first half the year when concern about reserves and possible sanction from U.S was brewing, forcing us to
re-evaluate our investment thesis and limit our risk. Inflation, which peaked at October last year was declining as

projected, current account balance adjusted and several confidence measures were improving, but equity prices were

falling.
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The second lesson we learned was that even when valuation is extremely cheap, and the economy is improving from the
low, rapid adjustment in asset prices is prone to a sudden pullback arising from political risk. Such is the case for Argentine
and Turkey recovery: Turkey suffered from confidence on its Central Bank after meddling from Erdogan and CFK win on
Argentine primary election sent its asset prices falling. This are risks that are difficult to financially quantify, but

nevertheless important to monitor. Extreme hardship on country’s economy often lead to change in political leadership.

The third lesson is realizing that missing a fantastic opportunity could emotionally hurt more than being in a losing position.
We missed the bull market on EM bonds, particularly Brazilian, Mexican and Indonesian bonds, due to our limitation on
initiating long position in foreign countries’ sovereign bonds. We have been very positive on these countries yield last
year, a position which would have returned over 20% over the period. This is one of the reasons that PGF usually only use
60%-80% of the fund’s capital, for us to be able to deploy capital decisively when investment opportunities arise. PGF also
has margin trading capacity up to 200% capital, which we have not use so far, allowing us to do derivative overlay to hedge

our underlying position when fully invested. In short, we are looking forward to further optimize the return of our capital.

Opportunities and Risk in the Current Global Landscape

On the current investment landscape, we tilted toward a higher risk tolerance portfolio as we believe global equity ex-U.S.
offers a relatively good value compared to bonds and other asset classes. We expect public equity to outperform private
one, as private capital seems to be adjusting down its valuation froth after several IPO flops this year. The current
environment resembles classic late cycle behavior: 1) Easing monetary cycle across global Central Bank 2) Increasing
pressure for government to ease fiscal 3) Weak commodity prices 4) Pessimism among investors (% of cash holding, equity-

bond allocation). We summarized our thought framework in the four quadrants below.

Positive Negative
Global Central Bank Easing U.5., N.Z., Northern European Equity Valuation Remain High
Known Fiscal Stimulus from China and EM Countries? Is It Enough? Monetary Policy in U.5. Is Too Tight
Bottoming of the Cycle, Rebound in Risky Assets Corporate and Household Debt Level Are Elevated in Several Countries

Several European and EM Equity Valuation Are Attractive

ME War? Qil Price Impact?

Trade War Resolution? Health of CLO and Other Structured Finance Products?
Coordinated Fiscal Easing Among Developed Countries? Risk From Off-Balance Sheet and SPV Financing?
Unknown Net Impact of Regulation to BoP Crisis Prevention? Social Effect of NIRP? Does NIRP Depress Demand?
Factor Rotation? In Search of the Next Bull Bond Bubble? What Will Happen When Inflation/Yield Goes Back Up?

Froth in Private Equity/VC Valuation? Private vs Public Valuation Gap?

Contrary to most bearish call on equities, we currently see low odds of recession in the U.S. but agree that valuation of
U.S. stocks is on the high side. We have been bearish on the S&P500 since last year and the market has not moved much
since. Economic data from U.S., however, has surprised to the upside in recent months after a slowdown this year. This
underpin our conviction that the U.S. economy is slowly recovering, following the rebound in some Asian and Latin

American countries.
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For this month, our internal model shows that there are fewer countries with historically depressed valuation, as many

countries, such as South Korea, Mexico and Japan, have recovered 10-15% from their recent low. Shown below is several

countries whose trading at a low forward P/E ratio based on its historical averages and worth investigating further.
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We maintained our positive view on Turkey, Colombia, Japan, Mexico and Argentina for equity selection. Several other

countries that are also interesting include Hong Kong, Singapore, Poland, Austria and Czech Republic. The recent rally on

Chilean equity, however, has made the stock market valuation back to its median. This is normal during the recovery

period when investors are expecting improvement in earnings.

Oct-19 Oct-19
Country P(Decline) (%) Country P(Decline) (%)
TR 5.00 SE 61.34
HE 14.20 Fl 62.36
5G 15.51 ™ 70.65
PL 18.70 DE 71.58
AT 23.04 PT 7240
HU 24 64 EM 72.55
iz 24.73 BE 73.84
oo 25.58 ID 7772
JF 26.55 FR 78.58
MX 28.41 MO 78.96
AR 29.50 IN 79.17
IT 33.08 WD 79.53
Fi) 3478 WY 80.93
RU 35.51 BR 85.77
N 40.80 us 86.67
GB 42.80 KR 89.41
IE 43.11 CH 90.25
ES 43.43 AU 90.97
CA 45.91 ML 9142
PH 47.26 TH 94.76
PE 49.57 DK 96.26
cL 52.08 NZ 99 77
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Poland
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Model Performance Update
Global Asset Allocation Strategy (GAAS)

Our flagship GAAS model returned 2.4% in September, slightly below MSCI ACWI 2.6% rise for the month, as the model
was whipsawed by the marked increase in daily volatility. Although our Global Equity Strategy (GES) model performed
well during the month, the Volatility Strategy (VS) model has been dragging down the performance of GAAS model (see
below). This brings GAAS model return to 2999% (27.8% annually) since its inception in December 2005 compared to MSCI
ACWI 140% (2.5%) rise during the same period.
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Global Equity Strategy (GES)

Our in-house equity allocation model returned 4.9% in September, outpacing the 2.6% rise in our benchmark. The model
recommendation to overweight Mexican equities has largely paid off. This brings the model performance to 1658% (22.5%

annually) return since its inception in December 2005.
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Volatility Strategy (VS)

The marked increase in volatility due to news flow related to the trade war and prospect of restricting capital investment

from China have driven the VIX index swinging more wildly in September. Our volatility strategy model declined 3.5% in

the month, driving our VS portfolio down 36.2% from its peak in April this year. Since its inception in December 2005,

however, the model delivered 16702% return, or 44.7% annually.
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Global Equity Relative Strategy (GERS)

The Global Equity Relative Strategy (GERS) model returned 4.96% in September, outperforming the MSCI ACWI 1.94%
increase. This brings our model return to 4212% (27.1% annually) since inception (January 2004) compared to MSCI ACWI
105% (4.7% annually) rise during the same period. One recommendation that strike us as interesting is the

recommendation for Mexican equities, which is also supported by the GES model.
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Investment Strategy Going Forward
There are two big themes that we think is likely to happen in the coming decade:

1. Commodity bull run from big push on infrastructure spending in emerging markets, demand for electronics,

electric cars and loT application. Base metals are likely to outperform gold from demand pull.

13 Copper-to-Gold Ratio

1 1 1 1
1990 1995 2000 2005 2010 2015 2020

2. Fiat money depreciation will drive gain for precious metal/gold. Although we are more positive on base metals,
we also believe gold will structurally benefit and deserves a strategic position in investor’s portfolio. Massive
easing across the world and competitive devaluation among countries are likely to boost real asset (property, etc.)

prices and create a bubble.
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On a more tactical note, we will continue to manage our portfolio using derivatives position: 1) Long call options on
selected countries, focusing on those with higher growth profile and attractive valuation 2) Long copper futures 3) Hold

gold as strategic allocation 4) Long commodity currencies (CAD, AUD)

Kevin Yulianto, CAIA, PFM

Chief Investment Officer
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Copyright © 2019, Putamen Capital. All rights reserved.

The information, recommendations, analysis and research materials presented in this document are provided for
information purposes only and should not be considered or used as an offer or solicitation to sell or buy financial securities
or other financial instruments or products, nor to constitute any advice or recommendation with respect to such securities,
financial instruments or products. The text, images and other materials contained or displayed on any Putamen Capital
products, services, reports, emails or website are proprietary to Putamen Capital and should not be circulated without the
expressed authorization of Putamen Capital. Any use of graphs, text or other material from this report by the recipient
must acknowledge Putamen Capital as the source and requires advance authorization. Putamen Capital relies on a variety
of data providers for economic and financial market information. The data used in this publication may have been obtained
from a variety of sources including Bloomberg, Macrobond, CEIC, Choice, MSCI, BofA Merrill Lynch and JP Morgan. The
data used, or referred to, in this report are judged to be reliable, but Putamen Capital cannot be held responsible for the
accuracy of data used herein.
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