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1. Rich valuations globally —
2016 | 1.28% | -0.60% | 0.04% | 0.54% | 2.32% | -027% | 2.26% | 073% | -0.99% | 144% | -3.89% | 0.18% 2.91% fundamentals yet to catch up
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2013 | 210% | 2.89% | -023% | 2.01% | -101% | -169% | -120% | -3.91% | 316% | 488% | -116% | 119% | 0.89% weak economic fundamentals
ending bull market for bonds
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4. Portfolio positioned with con-
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2010 | 261% | 054% | 319% | 052% | -282% | 227% | 032% | -023% | 632% | -008% | -0.17% | 342% | 10.81% from low volatility
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Marketsjust don't go down
anymore, despite increasing
risks. Economies seems to have
recovered but perceptions of
recovery and central bank
competence are both far from
reality. The seeming economic
recovery is not founded on strong
economic foundations but instead
on central bank created bubbles.

Financial repression unleashed by
central banks has led to global
repression of yields, volatility and
an explosion in asset prices. The
(mal)-incentives created by

these policies are evident globally
in stock and bond prices and

specifically in the US student loan,

auto loan, credit card and even
subprime housing.

Are Stocks Indicating a Strong
Economy or Strong Fed Actions?

Cumulative Real GDP Growth
2009-Present

130.51%

Cumulative S&P 500 Growth
2009-Present

332.20%

Cumulative Reserve Balance Growth
2009-Present

The explosion in debt and central
banks’ balance sheets has resulted

in only anemic economic growth.
This debt is not backed by real
savings (postponed consumption),
but instead magicked and then
monetized by central banks. Stock
market performance is based around
a narrow set of names with earnings
being financially engineered by
share buy backs. Valuations on most
metrics are rich. To sustain, the future
earnings being discounted will at
some point have to become a reality.
The relationship between the growth
in central banks’ balance sheets and
asset prices tells the story clearly.

But don't take our word for it, the
maestro himself, Alan Greenspan
(above right), one of the original
architects of these policies, and Mervyn
King former head of the BoE have
recently opined; (It's amazing how
much more clear thinking central
bankers get when they leave office).

“There is no means of

avoiding the final collapse
of a boom brought about
by credit expansion. The
alternative is only whether
the crisis should come sooner
as the result of a voluntary
abandonment of further
credit expansion, or later as
a final and total catastrophe
of the currency system
involved.”

— Mises

“There is a stock market bubble

and a bond market bubble ....
only made possible by rising
deficits ... federal debt to GDP
is extraordinarily high...if you
find where fiscal prudence
went let me know”

— Alan Greenspan

“..the idea that a market

economy can survive in a
healthy way with long term
rates at zero is impossible
to sustain”

— Mervyn King
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The true state of global risk/growth
is better measured by central bank
actions rather than their rhetoric.
Whilst central bankers continue to
pat themselves on the back for
saving the world and generating
growth (inflation), the reality is the
that Fed has only been able to raise
fed fund rates from 0.0 to 1.50
percent since December 2015 —
hardly a ringing endorsement, (both
the ECB and BoJ, meanwhile have
continued with QE throughout this
period). They continue to 'kick the can
down the road’ storing even greater
risk for the future. With the first sign of
a wobble, we will inevitably see them
hitting the QE (panic) button again.

The bond market beginning to
believe that rates will rise, (with
hardening yields and a steepening
yield curve), will be the catalyst to
pop asset bubbles, as weak economic
fundamentals are exposed to the
reality of normalizing interest rates.

INDIA

Strong and consistent GDP growth
numbers are what sets the Indian
economy apart from others in the
G20. In many other respects however,
the issues facing India are similar;
low productivity, a lack of pick up in
private investment, the need for job
creation and rising yields.

The Indian market performed strongly
during 2017, in line with global and
emerging market peers. The strength
of the Indian equity market like its
emerging market peers is more a
result of a confluence of global
factors; low rates (cheap money)

a weak dollar and portfolio inflows
rather than because of a significant
improvement in Indian fundamentals.

We believe that the fundamental
economic growth/consumption
story is still very much alive, with real
GDP growth consistently between
6%-/%. Simplistically, this is largely
due to the demographic premium
(70% of the population below 35)

figure 1

Listed space share in GDP has come down
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Nifty earnings revision
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and a growing middle class. More
relevant questions for equity investors
though are, what price does one pay
for growth and how much of that
economic growth is captured by the
equity market.

Like most markets, the Indian equity
market is trading rich and has run
ahead of earnings, (earnings growth
over the last 5 years having a CAGR
of only 4%). Despite this, at the
beginning of every year brokers
continue to predict a significant
earnings recovery, whilst
subsequently revising down their
earnings estimates as actual
quarterly earnings come through
(figure 2).

More than half of Indian national
income is generated by the
unincorporated sector, with only
about 30% generated by the
formalized listed sector — for most
developed markets the percentage
of economic growth captured by the

listed market is much higher (figure 1).

We are yet to see supportive
fundamentals. Earnings growth,
increase in capacity utilization, credit
offtake and an increase in gross fixed
capital formation, are yet to recover

from decadal lows, but as broker
continually reassure us, growth
is always just around the corner
(figure 4 and 5).

The implementation of reforms is
often cited by commentators as a
key catalyst for market performance,
but it should be remembered that the
strong performance during the
period of 2004-08 happened with
little or no reform, global factors
again being a key reason for the
strong market performance.

Reforms nevertheless are an
important factor for sustainable
growth in the real economy,
removing supply bottlenecks
and increasing the ease of
doing business.

To their credit the Modi government
has made much progress in this area,
especially in bold high-level reforms,
evidenced by India’s’ jump in ease of
doing business league tables. In our
view the most important of these
has been the devolving of power

to the states, and away from the
center. Other noticeable policies
include the implementation of GST,
demonetization and ‘'make in India".
Execution of some of these reforms

has attracted criticism, especially
with delays in awarding contracts.
In our view though being late to
recognize and deal with the NPLs,
is one of the major policy failings
of the NDA government.

Fiscal risk is cited as a concern for
investors in India, (but apparently less
of a concern when investing in other
markets — with India having one of
the lowest debt/GDP ratios in the
G20.) As bond yields rise, with one
eye on upcoming national elections,
the bond market is beginning to
price in some of this risk. The
government has already responded
to tax shortfalls by a new tax on long
term gains for equity investors.

To its credit however it has resisted
the temptation to re-impose oil
subsidies on oil companies, despite
significantly higher global prices.

PORTFOLIO

With a different view from the
market, we have been able to create
(cheap) convexity in the portfolio,
(taking a long position in volatility

at all-time lows). In the event of

a market correction the portfolio
would benefit significantly but
does not suffer if markets rise.

figure 4
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Capacity utilisation across industries
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SHORTS

Running short positions in a rising
market is never going to be easy.
Where we were forced to cut/reduce
thematic shorts, either because of
government or corporate events,

we increased long volatility exposure
to manage risk. Stock specific

short positions however were more
successful. We started the period
with a long term short in PSU banks,
but were forced to cut this position
in response to the governments
S30billion bailout. We have previously
highlighted that the only long-term
solution to the NPLs crises would be
a recapitalization, diluting existing
shareholders, instead of a full-scale
bailout by the government.

The government bailout both
impacts on the fiscal deficit and
perpetuates moral hazard. The
market took this bailout as a
positive, (as it had initially done for
all the other failed 'solutions’ since
2010), discounting a scenario where
better capitalized banks will result
in better credit offtake and growth.
We remain skeptical. The bailouts
do not address the ownership
issue, which is the root cause of
the NPL problem.

The expiry of the non-compete
agreement between the Ambani
brothers allowed the arrival of
Reliance Jio into the telecom space.
With its aggressive pricing, Jio is
now the 3rd largest player, from a
standing start. The debt heavy
industry with new competitive
pressures was an obvious short,
with Reliance Communication
(RCOM) being the main candidate.
RCOM (-70%) had defaulted on

its debt whilst losing market share.
We cut our short exposure to the
sector during the year through profit
taking and industry consolidation.

With our overall negative global
outlook, we continued with a short
in the metals sector but reduced
this through the year adding long
volatility positions to manage risk.

Stock specific shorts included BHEL
(-9%) — which we have held as a
long term structural short based on
competitive pressures and a falling
order book and Tata Motors (-9%),
with its exposure to a weakening
international luxury car market and
falling domestic market share.

LONG

Long positions were much easier
to manage and performed well. We
continued to be defensive focusing
on areas of ‘certain’ government
expenditure; infrastructure, roads,
defense and housing. Coming into
an election year we believe that
spending on rural demand will

also increase as the government
attempts to gain back the rural vote.
Thematically, long positions in I'T
underperformed though at current
valuations and with improving
operating results we continue to
hold these positions. We significantly
reduced pharma exposure. Faster
approvals and competitive intensity
are increasing in the US with
consolidation and margin pressure
now being a feature of the industry.

PORTFOLIO ATTRIBUTES
NET

SECTOR WGT. RETURN
AUTOS 4.95% 049%
BANK 14.97% 0.33%
CAP GOODS 5.80% 0.25%
CEMENT 10.02% 0.26%
FMCG 7.59% 0.27%
IT 12.79% 0.60%
METALS -3.93% -040%
OIL & GAS 9.79% 0.04%
OTHER 12.52% 0.33%
PHARMA 7.64% 0.33%
REAL ESTATE 2.32% -0.11%
TELECOM -4.30% -0.77%
GROSS 111.17%

NET 80.19%

# of NAMES 52
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This Newsletter has been approved and issued by Kuvera Capital Partners LLP for information
purposes only. It does not constitute an offer or solicitation to any person in any jurisdiction
to purchase or sell any investment. No information in this document should be construed as
providing financial, investment or other professional advice.

The Kuvera Fund Limited (the ‘Fund’) has been registered in Mauritius and holds a Category 1
Global Business Licence for the purposes of the Financial Services Development Act, 2001.
Although the Fund is regulated by the Financial Services Commission (‘FSC’) in Mauritius the
FSC does not vouch for the soundness of the Fund and the investment activities of the Fund
will not be regulated or otherwise overseen by the Mauritian Government. The Fund has
appointed Kuvera Capital Partners LLP as its investment manager.

The distribution of the prospectus relating to the Fund (the "Prospectus’) is restricted in certain
Jurisdictions and accordingly it is the responsibility of any person or persons wishing to make
an application to invest therein to inform themselves of, and to observe, all applicable laws and
regulations of any relevant jurisdiction. The information below is for general guidance only and
further information is available in the Prospectus. The taxation implications of investing in the
Fund will depend on individual financial circumstances and the investor's country of residence.
Application to invest in the Fund must only be made on the basis of the Prospectus and
subscription documentation.

United Kingdom: The Fund is not a recognised collective investment schemes for the purposes
of the Financial Services and Markets Act 2000 ("FSMA’). The promotion of the Fund and the
distribution of the Prospectus is accordingly restricted by law. The Prospectus July only be
issued to persons who are authorised under the FSMA or to persons who are of a kind to whom
the Fund may be promoted by an authorised person by virtue of Section 238(5) of the FSMA
and Section 3.11 and Annex 5 to Chapter 3 of the Financial Services Authority’s Conduct of
Business Sourcebook (‘Annex 5°). When reading this Newsletter, you confirm that you are
authorised to carry on designated investment business under the FSMA, a person under the
control of the latter, or a person falling within the eligible categories of permitted investors as
listed in Annex 5. Many of the protections provided by the United Kingdom'’s regulatory regime
will not apply to investors in the Fund, including access to the Financial Ombudsman Service
and the Financial Services Compensation Scheme.

United States: The shares of the Fund (the "Shares’) have not been and will not be registered
under the Securities Act 1933 of the United States (as amended) (the 1933 Act’), or the
securities laws of any of the States of the United States. The Shares may not be offered, sold

or delivered directly or indirectly in the United States or to or for the account or benefit of any
‘US Person” as defined in Regulation S under the 1933 Act except pursuant to an exemption
from, or in a transaction not subject to, the registration requirements of the 1933 Act and any
applicable State laws. The Fund has not been and will not be registered under the United States
Investment Company Act of 1940 (as amended) (the 1940 Act’) since Shares will only be sold
to United States persons who are “qualified purchasers’, as defined in the 1940 Act. There has
not been and will not be any public offering of the Shares in the United States.

Investment Risks
Investment in the Fund carries substantial risk. There can be no assurance that the investment

objectives of the Fund will be achieved and investment results may vary substantially over time.
Investment in the Fund is not intended to be a complete investment programme for

any investor. Investment in the Fund is intended for experienced investors who are able to
understand and accept the risks involved. The value of all investments and the income derived
there from can decrease as well as increase. This may be due, in part, to exchange rate
fluctuations in investments that have an exposure to currencies other than the base currency
of the Fund. Past performance is no guide to or guarantee of future performance. The value of
commodity and derivative investments such as options and futures can be extremely volatile.
The Fund may invest in securities of distressed companies, illiquid securities and non-publicly
traded securities. Persons considering investing in the Fund should read the risk disclosure in
the Prospectus.

Copyright

The copyright, trademarks and all similar rights of this Newsletter and the contents, including
all information, graphics, code, text and design, are owned by Kuvera Capital Partners LLP.
Information contained in this Newsletter must not be reproduced, copied or redistributed in
whole or in part.

Limitation of Liability and Indemnity

Kuvera Capital Partners LLP does not warrant the accuracy, adequacy or completeness of the
information and data contained herein and expressly disclaims liability for errors or omissions
in this information and data. No warranty of any kind, implied, expressed or statutory, is given in
conjunction with the information and data. Kuvera Capital Partners LLP accepts no liability for
any loss or damage arising out of the use or misuse of or reliance on the information provided
including, without limitation, any loss of profits or any other damage, direct or consequential.

You agree to indemnify and hold harmless Kuvera Capital Partners LLP and its affiliates, and the
partners and employees of Kuvera Capital Partners LLP and its affiliates from and against any
and all liabilities, claims, damages, losses or expenses, including legal fees and expenses,
(together, “Losses’) arising out of your access to or use of the information in this Newsletter,
save to the extent that such Losses may not be excluded pursuant to relevant law or regulation.

Any opinions contained in this Newsletter may be changed after issue at any time
without notice.

Kuvera Capital Partners LLP is authorised and regulated by the
Financial Conduct Authority, whose registered address is:
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