THE COVID LESSONS FOR INVESTORS,
'»COQ/I PANIES AND GOVERNMENTS
d

- Risk on, risk off...




The lead in...
I

0 Search for a Unifying Theory: In the midst of chaos and confusion, it is
human nature to look for order, and finding a unifying theory that
explains the world can help in this search.

o Winners and Losers: | have used the data from markets to try to come up
with explanations for why markets have rebounded as much as they have,
and in the process, why they have added value to some companies while
reducing the value of others. It is in this pursuit that | noted that the crisis

has enriched at the expense of value
companies, have gained at the expense of rigid ones,
and have gained on older, more mature businesses.

0 The Answer: In this post, | look at a factor that lies behind all of these
shifts, and that is the resilience of private risk capital, taking the form of
venture capital for start ups and private business, initial public offerings in
public markets and debt (in the form bonds and bank loans) to the riskiest
companies, as the crisis has unfolded.
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- COVID: Across Markets




US Equities, during the crisis...

S&P 500 and NASDAQ in 2020
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Macro Review: Equity Indices

Levels % Change
Index Country/Region | 14-Feb | 20-Mar | 14-Aug | 8/7-8/14 |7/14-8/14|2/14-3/20 |3/20-8/14|2/14 - 8/14
S&P 500 us 3374 | 2305 3373 | -0.02% | 0.64% -31.68% | 46.33% -0.03%
NASDAQ us 9712 | 6880 | 11019 | -0.21% | 0.08% -29.16% | 60.17% 13.46%
Americas |TSX Canada 17848 | 11852 ! 16515 | -0.09% | -0.18% | -33.59% | 39.34% -7.47%
IPC Mexico Mexico 45000 | 34270 | 38950 | 0.87% | 2.46% -23.84% | 13.66% | -13.44%
iBovespa Brazil 114381 67069 | 101353 | 0.89% | -1.38% | -41.36% | 51.12% | -11.39%
FTSE 100 UK 7409 | 5191 6090 | -1.55% | 0.96% -29.94% | 17.32% | -17.80%
—— DAX Germany 13744 | 8929 | 12901 | -0.71% | 1.79% -35.03% | 44.48% -6.13%
i CAC40 France 6069 | 4131 4963 | -1.58% | 1.50% -31.93% | 20.14% | -18.22%
S&P Europe 350 |Europe 1731 | 1181 1463 | -1.26% | 1.33% -31.77% | 23.88% | -15.48%
Nikkei 225 Japan 23688 | 16553 | 23289 | 0.17% | 4.30% -30.12% | 40.69% -1.68%
el Shanghai 50 China 2895 | 2628 3289 1.44% | 0.76% -9.22% | 25.15% 13.61%
Hang Seng Hong Kong 27816 | 22805 | 25183 | -0.19% | 2.66% -18.01% | 10.43% -9.47%
Sensex India 41258 | 29916 | 37877 | -1.13% | -0.43% | -27.49% | 26.61% -8.19%
Australia |ASX 200 Australia 7133 | 4825 6126 0.58% | 2.02% -32.36% | 26.96% | -14.12%
& NZ NZX 50 New Zealand 11835 | 9202 | 11452 | -0.42% | -1.67% | -22.25% | 24.45% -3.24%
Africa FTSE/JSE TOP 40 |South Africa 52050 | 36302 | 52737 | -0.65% | 0.58% -30.26% | 45.27% 1.32%
NSE-All Share Nigeria 27756 | 22198 | 25200 | -0.15% | 0.63% -20.02% | 13.52% -9.21%




Macro

Review: US Treasuries

2.50% Yields on US Treasuries
" e N e Maturity 2/14/20 | 3/20/20 | 4/3/20 | s5/22/20 | 8/14/20
March 15: Fed March 23: Fed lifts limits Sviarh T 50s% | oo | on2% IBOHDE
announces cuts Fed  on QE plan, adds $300 2 year 1.42% 0.37% | 0.23% | 0.17% | 0.14%
Funds rate to zero billion to buy corporate 5 year 1.42% 0.52% | 0.39% | 0.34% | 0.29%
bonds & backsto 10 year 1.59% 0.92% | 0.62% | 0.66% | 0.71%
af“? announces 5700 2 lendi P y 20 year 1.89% 1.35% 1.05% | 1.12% | 1.21%
2008 billion QE plan private lending market 30year 200% | 155% | 12a% | 137% | 1.45%
Yield curve slope
2yr-3month | -0.16% 0.32% | 0.13% | 0.05% | 0.04%
10yr-2yr 0.17% 0.55% | 0.39% | 0.49% | 0.57%
30 yr- 10 yr 0.45% 0.63% | 0.62% | 0.71% | 0.74%
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Macro Review: Oil & Copper
-

Oil and Copper Prices: February 14, 2020 - August 14, 2020
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20 % Change in Price $2,000
2/14/20 | 3/20/20 | 8/14/20 | 2/14-3/20 |3/20-8/14 |2/14-8/14
Brent Crude $57.32| $26.98/$ 44.80 -52.93%| 66.05% | -21.84%
WT Crude $52.05| $22.43|$ 42.01 -56.91%| 87.29% | -19.29%

Copper 5,736.15| 4,854.85| $ 6,342.70 -15.36%| 30.65% | 10.57%
-540 $1,000

WT crude near-term futures traded at
a negative price for a brief period on
April 19.
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Macro Review: Gold & Bitcoin

Price of Gold & Bitcoin: Feb 14, 2020 - August 14, 2020
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- COVID: The Reallocation of Value




Global Equities: By Region

Market Cap (5 Millions) S Change in Market Cap % Change in Market Cap
Sub Region Number of firms 2/14/20 3/20/20 5/22/20 8/14/20(2/14-3/20  |3/20-5/22  |5/22-8/14 |2/14-8/14 |2/14-3/20 \3/20-5/22 |5/22-8/14 |2/14-8/14
Africa 844 $ 580467 |S 363856 |S 416477 |S 455329 |S (216611)[ S  52,621|S 38851 S (125139)| -37.32% | 14.46% | 9.33% | -21.56%
Australia & NZ 1,665 $ 1613977 |$ 948950 |5 1,258,699 [$ 1540230 | S (665027)| S 309,749 | S 281531 S (73,747)| 41.20% | 32.64% | 22.37% | -4.57%
Canada 2,4% $ 2229440 | § 1,353,166 | S 1,763,631 [ $ 2,097,775 |S (876,274)| & 410465 |S 334,144 | S (131,664)| -39.30% | 30.33% | 18.95% | -5.91%
China 6,348 $13,996,094 | $12,396,026 | $13,033,689 | 516,162,756 | S (1,600,069)| & 637,663 | S 3,129,067 | 52,166,661 | -11.43% | 5.14% | 24.01% | 15.48%
EU & Environs 5,563 $13,611,699 | § 9,226,315 | $10,992,480 | $13,077,435 | § (4,385,384)( $ 1,766,165 | S 2,084,956 | (534,264)| -32.22% | 19.14% | 18.97% | -3.93%
Eastern Europe & Russia 517 S 824836 |5 498861 (S 639042|S 6869465 (325975) S 140,181 (S 47904 |S (137,890)| -39.52% | 28.10% | 7.50% | -16.72%
India 3333 $ 2205941 | $ 1,520,879 | S 1,584,046 [ $ 2,007518 | S (685062)| & 63,167 |5 423472 |S (198,423)| -31.06% | 4.15% | 26.73% | -8.99%
Japan 3,807 $ 6,031,796 | $ 4458917 | S 5369,361 [ $ 5945226 | § (1,572,879)| S 910445 |S 575865 |5 (86,570)| -26.08% | 20.42% | 10.73% | -1.44%
Latin America & Caribbear 1,215 $ 2424762 | § 1,414,848 | S 1577,197 | S 1,877,563 | S (1,009915)| S 162,349 |$ 300,366 | $ (547,200)| -41.65% | 11.47% | 19.04% | -22.57%
Middle East 1,504 $ 3,102,408 | § 2,578,565 | S 2,906,678 | $ 3,041,760 | (523,843)| S 328112 |$ 135082 |5 (60,648) -16.89% | 12.72% | 4.65% -1.95%
Small Asia 8,793 $ 5,146,057 | $ 3,607,804 | $ 4,329,250 | § 5173937 | § (1,538,254)| S 721,446 |5 844687 |S 27879 | -29.89% | 20.00% | 19.51% 0.54%
UK 1,261 $ 3,067,659 | § 1,922,892 | S 2,332,401 | $ 2,631,288 | § (1,144,767)| S 409509 | S 298,887 | $ (436371)| -37.32% | 21.30% | 12.81% | -14.22%
United States 6,623 $35,563,273 | $23,829,663 | $31,007,415 | $35,651,806 | $(11,733,611)| § 7,177,752 | S 4,644,391 | S 88533 | -32.99% | 30.12% | 14.98% | 0.25%
Global 43970 $90,398,411 | 564,120,740 | $77,210,365 | $90,349,568 | $(26,277,671)| $13,089,625 | $13,139,203 | § (48,843) -29.07% | 20.41% | 17.02% | -0.05%
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Global Equities: By Sector
-

Market Cap (S Millions) $ Change in Market Cap % Change in Market Cap
Primary Sector Number of firms 2/14/20 3/20/20 5/22/20 8/14/20(2/14-3/20  |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Communication Services 2,094 $ 7318018 | § 5480236 | S 6,692,664 | $ 7600357 | S (1,837,783)$ 1212428 | S 907,693 |$ 282,338 | -25.11% | 22.12% | 13.56% 3.86%
Consumer Discretionary 5,961 $10,161,829 | § 7,074,627 | § 8,957,811 | 511,227,438 | § (3,087,202)| $ 1,883,184 | 5 2,269,627 | & 1,065,609 | -30.38% | 26.62% | 25.34% | 10.49%
Consumer Staples 2,853 $ 7,165,378 | § 5727389 | § 6488812 |$ 7,453,394 | S (1437989)| & 761424 (S 964582 |5 288,016 | -20.07% | 13.29% | 14.87% | 4.02%
Energy 1,673 $ 5935002 | § 3,851,638 | $ 4,740,250 | 5 5,008,071 S (2,083364)| & 888612 |5 267,821|S (926931)| -35.10% | 23.07% | 5.65% | -15.62%
Financials 4,887 $14,952,738 | § 9,946,720 | $10,750,668 | 512,561,583 | § (5,006,018)| & 803,948 | § 1,810915|$ (2,391,154) -33.48% | 8.08% | 16.84% | -15.99%
Health Care 3978 $ 8914843 |5 6,859,450 | $ 8,831,226 | 9,861,810 | § (2,055394)| § 1,971,777 |§ 1030584 | & 946967 | -23.06% | 28.75% | 11.67% | 10.62%
Industrials 7,589 $10,111,374 | § 6,886,933 | $ 8,106,858 | 5 9,780,741 | S (3,224,441)| § 1,219,924 | § 1,673,884 |5 (330,632) -31.89% | 17.71% | 20.65% | -3.27%
Information Technology 5,589 $13,593,741 | § 9,731,172 | $12,616,961 | 515,171,759 | § (3,862,569)| & 2,885,790 | $ 2,554,798 | § 1,578,019 | -28.41% | 29.66% | 20.25% | 11.61%
Materials 5738 S 4987456 | $ 3,522,367 | § 4,327,783 | § 5297134 |5 (1,465089)| S 805416 (S 969,351 |S 309,679 | -29.38% | 22.87% | 22.40% 6.21%
Real Estate 2,674 $ 40515716 2,707,513 | $ 3,069,197 | § 3,472,740 | § (1,344,058)| & 361,684 |5 403543 | S (578831)| -33.17% | 13.36% | 13.15% | -14.29%
Utilities 922 $ 3205899 | § 2,332,261 | § 2,627,550 | § 2913938 | S (873,638)[S 295289 | 286388 |S (291,961)| -27.25% | 12.66% | 10.90% | -9.11%
All 43,970 $90,398,411 | $64,120,740 | $77,210,365 | $90,349,568 | $(26,277,671)( $13,089,625 | $13,139,203 | §  (48,843)| -29.07% | 20.41% | 17.02% | -0.05%
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Global Equities: Industry Winners & Losers
-

Worst Performing Industries (% Change from 2/14 - 8/14)
Market Cap (S Millions) S Change in Market Cap % Change in Market Cap
Industry Number of firms 2/14/20 3/20/20 5/22/20 8/14/20|2/14 - 3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Air Transport 162 S 558,882 |$ 315549 |$ 336,511 |S 398229 |S (243,333)]S 20961 |S 61,719 |$ (160,653)| -43.54% 6.64% 18.34% -28.75%
0il/Gas (Production and Exploration) 716 S 694,262 | $ 319,661 S 475380 |$ 510,217 |$ (374,601)| $ 155,718 | S 34,837 | $ (184,045)| -53.96% 48.71% 7.33% -26.51%
Broadcasting 140 $ 165360 |5 94506 S 111,969 |$ 124942 |$ (70,853)| $ 17,462 |S 12974 |$S (40,417)| -42.85% 18.48% 11.59% -24.44%
Reinsurance 35 S 180,669 |S 98290 S 115462 | S 138,178 |S (82,379)| S 17,172 |S 22,716 | $  (42,491)| -45.60% 17.47% 19.67% -23.52%
Qil/Gas Distribution 199 $ 645,242 | $ 355860 | S 470,198 | S 498,102 | § (289,382)| $ 114,337 | $ 27,904 | $ (147,140)| -44.85% 32.13% 5.93% -22.80%
Bank (Money Center) 629 $6,848,003 | $4,654,423 | $4,743,941 | $5,339,003 | $(2,193,580)| $ 89,519 | S 595,062 | $(1,508,999)| -32.03% 1.92% 12.54% -22.04%
Aerospace/Defense 234 $1,219941 | $ 674,526 |S 785600 | S 953,949 | S (545,415)| $ 111,073 | S 168,349 | $ (265992)| -44.71% 16.47% 21.43% -21.80%
Food Wholesalers 148 S 93454 S 50334 |S 64,161 |5 74741 |$ (43,119)| $ 13,827 |$ 10,580 | $  (18,713)| -46.14% 27.47% 16.49% -20.02%
R.E.LT. 808 $2,221,416 | $1,336,600 | $1,601,579 | $1,788,662 | S (884,816)| $ 264,979 | S 187,083 | S (432,754)| -39.83% 19.82% 11.68% -19.48%
Banks (Regional) 814 $1,010,880 | $ 656,561 | $ 711,527 | $ 820,676 | S (354,319)| $ 54,967 | $ 109,149 | $ (190,204)| -35.05% 8.37% 15.34% -18.82%
Best Performing Industries (% Change from 2/14 - 8/14)
Market Cap (S Millions) S Change in Market Cap % Change in Market Cap
Industry Number of firms 2/14/20 3/20/20 5/22/20 8/14/20 (2/14 - 3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22 - 8/14 |2/14-8/14
Software (Internet) 134 S 226,498 | $ 166,495 |S 286,759 | S 334,677 | S (60,002)| $ 120,263 | S 47,918 | S 108,179 | -26.49% 72.23% 16.71% 47.76%
Precious Metals 796 $ 420,064 | S 298,000 | S 484,265 |5 589,203 | $ (122,064) $ 186,265 | $ 104,938 | $ 169,139 | -29.06% 62.50% 21.67% 40.27%
Retail (Online) 310 $2,457,799 | $1,991,678 | $2,635,736 | $3,408,840 | $ (466,120)| $ 644,057 | $ 773,105 | $ 951,042 | -18.96% 32.34% 29.33% 38.69%
Heathcare Information and Technolo 376 S 771,669 | $ 606,754 | S 826,490 | $1,007,981 | S (164,915)| §$ 219,737 | S 181,491 | $ 236,313 | -21.37% 36.22% 21.96% 30.62%
Computers/Peripherals 330 $2,216,062 | $1,565,216 | $2,016,172 | $2,726,777 | $ (650,846)| $ 450,956 | $ 710,605 | $ 510,715 | -29.37% 28.81% 35.25% 23.05%
|Drugs (Biotechnology) 1,019 $1,407,221 | $1,133,704 | $1,542,409 | $1,703,644 | $ (273,517)| $ 408,705 | $ 161,235 |$ 296,423 | -19.44% 36.05% 10.45% 21.06%
Education 226 S 194,250 |$ 151,244 | S 176,752 | $ 232,982 |S (43,006)| S 25,508 | S 56,230 | $ 38,732 | -22.14% 16.87% 31.81% 19.94%
Transportation 262 $ 548154 |$ 415193 |$ 483871 |S 650,643 | S (132,961)| S 68,678 | S 166,772 | S 102,489 | -24.26% 16.54% 34.47% 18.70%
Entertainment 658 $1,116,132 | $ 843,839 | $1,083,809 | $1,304,003 | $ (272,293)| $ 239,970 | $ 220,195 | $ 187,871 | -24.40% 28.44% 20.32% 16.83%
Retail (Building Supply) 87 $ 452,206 | $ 269,287 | S 427570 |$ 525,726 | S (182,919)| $ 158,283 | S 98,156 | $ 73,520 | -40.45% 58.78% 22.96% 16.26%
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The Corporate Life Cycle
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Cashflows across the life cycle...
1

Growth stage Stage 1 Stage 2 St'age 3: Stage 4 Stage 5 Stag@ 6
Start-up Young Growth High Growth Mature Growth| Mature Stable Decline
Operating Large operating | Operating losses | Operating Operating Operating Operating
Profits losses narrow profits turn profits grow profits level profits decline
positive quickly off
Reinvestment Very high High Remain large, Decrease Scale down Divestment
but scale down further
as percent of
firm
=
Free Cash Flow . . Cross over to | Positive & Positive & Positive &
to Firm Negative Negative positive growing stable dropping
territory
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And a Balance Sheet perspective...
-

The Corporate Life Cycle: A Balance Sheet Perspective

As companies age, the proportion of their value from assets in place
increase, as does their use of debt in funding these assets.

Assets Liabilities

~
 Expected Value of Assets in Place Debt ( Borrowed money |‘
_>k investments already made

\
Expected Value Added by

% future investments Growth Assets Equity < Owner's funds "
4

Young companies derive the bulk of their value from growth assets
and fund them primarly with equity.
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How crisis affect companies across the life

cycle...
N S

0 Start up and very young companies: For young companies, the challenge is survival,
since they mostly have small or no revenues, and are money losers. They need capital
to make it to the next and more lucrative phases in the life cycle, and in a crisis, access
to capital (from venture capitalists or public equity) can shut down or become
prohibitively expensive, as investors become more fearful.

o Young growth companies: For young growth companies that have turned the corner on
profitability, capital access still remains critical since it is needed for future growth.
Without that capital, the values of these firms will shrink towards assets in place, and
in a crisis, these firms have to hunker down and scale back their growth ambitions.

o Mature firms: For mature firms, the bigger damage from a crisis is the punishment it
metes to assets in place, as the economy slows or goes into recession, and consumers
cut back on spending. The effect will be greater on companies that sell discretionary
products than on companies that sell staples.

o Declining firms: For declining firms, especially those with substantial debt, a crisis can
tip them into distress and default, especially if access to risk capital declines, and risk
premiums increase.

16



COVID: Young versus Old
-

Market Cap (S Millons) $ Change in Market Cap % Change in Market Cap
Age of company Numberof frms| ~ 2/14/201 ~ 3/2020)  5/22/20|  8/14/20(2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 372 |5 2,698,650 | S 1,869,458 |5 2472348 | § 2,961,005 [§ (829,192)| 5 602,890 (S 488,657 |S 262355 -30.73% | 32.25% | 19.76% | 9.72%
2nd decile 3836 | S 3350085 | S 2,389512|5 2971885 |5 3595908 S (960573)| S 582373 (S 624003 |S 245823 | -28.67% | 2437% | 20.00% | 7.34%
3rd decile 3185 | 4046398 | S 3,006,664 |5 3834212 | § 4789015 | $ (1,039733)| S 827548 |§ 94803 |S 742618 | -25.70% | 27.52% | 24.90% | 18.35%
dth decile 3949 |S 8,658,784 | S 6,597,980 | 5 7,863953 | § 9,256,879 | S (2,060,804) § 1265974 | § 1392925 | S 598,095 | -23.80% | 19.09% | 17.71% | 6.91%
Sth decile 4403 |5 6732948 | 5 5198361 | S 6320021 |5 7,610835 | § (1,534587)| $ 1,121,660 |5 1290814 |S 8772887 | -22.79% | 21.58% | 2042% | 13.04%
6th decile 3856 |5 4924936 | S 36448315 42303478 5020670 | § (1,280,105){S 585516|5 790322 (S 95734 | -25.99% | 16.06% | 18.68% | 1.94%
Tth decile 4087 [S 9070705 |5 6,429,646 | S 7979016 | § 9,447,799 | § (2,641,058)| 1549370 | § 1,468,783 [§ 377,005 -29.12% | 24.10% | 18.41% | 4.16%
8th decile 3822 |S 8935720 | S 6,088,135|5 7577142 | S 8,738,365 | S (2847585)| S 1489008 | § 1161223 | S (197355)| -31.87% | 24.46% | 15.33% | -2.21%
9th decile 390 [ 510417079 |$ 7208036 |5 8526124 | § 9,887,293 | $ (3,209,042) § 1318087 | § 1361170 | S (529,785)| -30.81% | 18.29% | 15.96% | -5.09%
Top decile 3945 527,706,077 | $18916,104 | $22,188,000 | $25,004,122 | § (8,789,973)( $ 3271896 | 2906122 | § (2611,955) -31.73% | 17.30% | 13.10% | -9.43%
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COVID: High Growth versus Low Growth
-

Market Cap (S Millions) S Change in Market Cap 9% Change in Market Cap
decile(Est. Annual Revenud Number of firms 2/14/20 3/20/20 5/22/20 8/14/20 (2/14 - 3/20 3/20-5/22 5/22-8/14 |2/14-8/14 2/14 - 3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 1,422 S 6,269,298 | S 3,307,541 | S 4,084,068 | S 4,567,027 | S (2,961,758)| S 776,528 | S 482,959 | S (1,702,271)| -47.24% 23.48% 11.83% -27.15%
2nd decile 1,420 $ 9,852,982 | S 6,726,627 | S 7,679,547 | S 8,544,768 | S (3,126,355)| S 952,920 | S 865,221 | S (1,308,214)| -31.73% 14.17% 11.27% -13.28%
3rd decile 1,425 $ 8,535,682 | S 5505306 S 6,378,173 | S 7,311,712 | S (3,030,375)| S 872,867 | S 933,539 | $ (1,223,970)| -35.50% 15.86% 14.64% -14.34%
4th decile 1,417 $11,647,079 | $ 8,113,032 [ $ 9,562,531 | $10,703,109 | S (3,534,047)| S 1,449,499 | S 1,140,579 | S (943,970)| -30.34% 17.87% 11.93% -8.10%
5th decile 1,430 $11,053,101 | $ 7,976,953 | S 9,389,850 | $10,660,656 | S (3,076,148)| S 1,412,897 | S 1,270,806 | S (392,445)| -27.83% 17.71% 13.53% -3.55%
6th decile 1,419 $10,162,251 | $ 7,281,962 [ S 8,731,904 | S 9,999,634 | S (2,880,289)| S 1,449,942 | S 1,267,730 | S (162,617)| -28.34% 19.91% 14.52% -1.60%
7th decile 1,414 $ 9,163,122 | S 6,749,448 | S 8,373,046 | $10,125,381 | S (2,413,674)[ S 1,623,598 | S 1,752,334 | S 962,259 | -26.34% 24.06% 20.93% 10.50%
8th decile 1,430 $ 6,692,737 | $ 5,011,051 (S 6,307,952 | S 7,588,977 | S (1,681,686)| S 1,296,901 | S 1,281,026 | S 896,241 | -25.13% 25.88% 20.31% 13.39%
9th decile 1,425 $ 8,105,604 | S 6,452,557 | S 8,298,728 | $10,334,221 | $ (1,653,048)| S 1,846,172 | S 2,035493 | S 2,228,617 | -20.39% 28.61% 24.53% 27.49%
Top decile 1,427 $ 3,164,340 | $ 2,374,336 | $ 3,408,682 | $ 4,580,311 | S (790,004)| $ 1,034,346 | $ 1,171,630 | $ 1415971 | -24.97% | 43.56% | 34.37% | 44.75%
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The Strong get stronger... The FANGAM stocks...
N S

FANGAM versus Rest of US Equities: February 14,2020 to August 14, 2020
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- A Unifying Theory




Risk Capital in Crises

Risk capital is capital that is invested in the riskiest assets and markets and it
encompasses a wide range of investment activity.

O

For young companies, often private and in need of capital to be able to deliver on their
potential, it takes the form of venture capital.

In public markets, it manifests itself in the money that flows into initial public offerings and to
the riskiest companies, often smaller and more money losing.

It can also take the form of debt, especially to firms that are in or on the verge of distress and
or in high yield bonds.

In most market crises, risk capital is a casualty, as fear dominates greed, and
investors look for safety.

Thus, you will see venture capital, always a boom and bust business, become scarce, and the
young companies that are dependent on it have to either shut down or sell themselves to
deep-pocketed and more established companies at bargain basement prices.

In public markets, initial public offerings become rare or non-existent and money flows out of
the riskiest companies to safer companies (generally with stable earnings and large dividends).

In corporate bond market, new issuance of corporate bonds drops off, across the board, but
much more so for the riskiest companies (those below investment grade). As | will argue in the
rest of this section, that has not been the case in this crisis.
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Private Equity Risk Capital
-

0 Investing in young companies, especially start-ups and angel
ventures, has always been a high-risk endeavors for two reasons.
o First, these businesses have to be priced or valued with much less

information on business models or history than more mature companies,
and many are uncomfortable making that leap.

o Second, the failure rate among these companies is high, since more than
two thirds do not make the transition to being viable businesses.

o Venture capital's role is to nurture these young companies through
these early dangers, and in return, the hope is that the investment
will earn outsize returns.

0 This accentuated risk return trade off makes venture capital the
canary in the coal mine, during a crisis, and you can see that play
out in the following graph, tracking venture capital raised by year,
both in the US and globally:

22



VC: The 2008 Crisis
I

Capital Raised by Venture Capital: US and Global: 2007-2019
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VC: The COVID crisis
I

VC Investing: By Type
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Public Markets: The Role of Risk Capital
1

o In public markets, risk capital plays out in more
subtle ways than in public markets, flowing in and
out of the riskiest segments of the market, as fears

rise during a crisis.

o In most crises, as | noted earlier, the money flow favors the
safer companies, pushing up their pricing and valuation,
and works against the riskiest companies.

O At the same time, new companies are reluctant to list in
public markets, leading to a drop off in IPOs.

o The shrinking of risk capital also leads to increases in the
price of risk in the equity market, with investors
demanding higher equity risk premiums.
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IPOs: The 2008 Crisis

IPOs over time: Number and S Proceeds: 1980 - 2019
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IPOs: The COVID effect
I

IPOs by Quarter: Including COVID quarters
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ERP: The 2008 Crisis
e

Implied Equity Risk Premium - 9/12/08- 12/31/08
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The Price of Equity Risk: COVID
-

Equity Risk Premium for S&P 500: Feb 14, 2020 to August 14, 2020
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Risk Capital in Debt/Bond Markets

0 Much of the discussion about risk capital so far has
been focused on equity markets, but there is risk
capital in other markets as well.

o In the private lending market, risk capital is what supplies
debt to the companies most in need of it, often distressed.

o In the corporate bond market, it manifests itself as
demand for the riskiest corporate bonds, usually below
investment grade.

0 The absence of risk capital causes default spreads to rise in
debt markets, and more so for the riskiest companies.
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Corporate Bond Issuance: The 2008 Crisis
-

Corporate Bond Issuances: The 2008 Crisis
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Corporate Bond Issuance: The COVID effect
N S

Corporate bond issuance®
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High yield bond issuances hit an all-
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Explaining the Resilience: The Fed did it.. But
did it?
N S

o The turnaround in this market can be traced to the Fed's announcement
on March 23, that it would provide a backstop to the corporate

bond/lending market. While its targets were lofty, its actions have been
modest:

Federal Reserve’s alphabetti spaghetti of emergency measures
Assets, Sbn

Usage
‘LQ

Treasury backstop - -

Facilities bolded were also used in 2008

Term Asset-Backed Securities Loan (TALF) I MMLF, CPFF and
PDCF do not have
Municipal Liquidity (MLF) . programme limits
Main Street Facilities* (MSLF) -
Paycheck Protection Program Liquidity (PPPLF) I

Corporate Credit Facilities** (CCF) .

Money Market Mutual Fund Liquidity (MMLF) I I
Commercial Paper Funding (CPFF) |

Primary Dealer Credit (PDCF) |

0 200 400 600 800+
Data as of July 15 2020

*‘Includes Main Street New Loan Facility (MSNLF), Main Street Priority Loan Facllity (MSPLF) and Main Street Expanded Loan
Facility (MSELF)

**Includes Primary Market Corporate Credit Facility (PMCCF) and Secondary Market Corporate Credit Facility (SMCCF)
Source: US Federal Reserve
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Explaining the Resilience: Contributing Factors

0 Investor Composition: First, investors are much more willing to invest across
markets; money moves from equity to debt markets and across geographies
much more easily than it used to. Second, the investment world has flattened,
as retail investors catch up to institutional investors in terms of access to

information, data and tools.

0 Unique Crisis: Unlike prior crises, where market meltdowns came first and the
economic damage followed, in this one, the economic shutdown, precipitated
by the virus, came when markets were at all-time highs and risk capital was
widely accessible.

o Change in Corporate Structure: The biggest companies of today's markets are
less capital intensive and more flexible than the companies of yesteryear. That
flexibility, allowing them to take advantage of opportunities quickly and scale
down quickly in the face of threats, limits downside and increases upside.
There is more optionality in the biggest companies of today, making risk more
an ally than an enemy for investors and with options, risk is more ally than
enemy.
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