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Key takeaways-

- Rising bond yields and inflation give stocks cause for concern.
- Still bullish.

Markets wobbled in April. How long this so-called wobble continues is unclear but after 6
months of 22% gains it's both not surprising to see weakness but also a sign of a
reasonably healthy market. Geopolitics may have been a partial spark but ultimately, we
believe the ongoing issue is the relationship between inflation, real rates, and
valuations. Geopolitics is impossible to predict and ultimately, we believe, in a US
election year the pressure to de-escalate will be intense.

Perhaps the description of a mere wobble doesn’t do the longest losing streak since
October 2022 justice. The trend however remains bullish, and, in short, we believe you
want to own assets that can’t be readily printed. Fiscal and monetary policy remain
stimulative, the economy robust, unemployment low (albeit hiring trends are slowing),
earnings are growing at double digit rates and it's an election year. What could go
wrong?

With US growth firm and European growth turning the corner global growth is doing ok.
The global exporters are experiencing demand and most forward leading indicators point
to growth and, at least, not the slowdown which was being priced in in January. Indeed,
the six US interest rate cuts that were priced in January have dwindled to one. Out
with the politically motived narrative of a cut for the election (which would need to
happen soon to have any effect) there remains little obvious reason to cut rates.
Inflation has, if anything, reaccelerated and although a heavily backward-looking statistic
oil and commodity prices aren’t today weaker.

Bond-Equity 10yr correlation
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This all caused bond yields to move higher (2y US treasury +40bps) and pressure equity
valuations. Valuation is just a present value calculation of future expected cash flows
and discounting these at a higher cost of capital (i.e., the bond yield) brings down
valuation metrics. Cash flows are expanding but they, in April, met US stock market
valuations that were already well priced.
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Where the theory can't be relied upon is e.g., with the release of Tesla earnings this
month which were very weak. Irrespective the stock rallied 11% in that part of any
valuation metric which doesn’t but should be labelled promises, hopes, and dreams.

A regular talking point in these monthlies has been the “fiscal issues” of the US that
— resemble more an Emerging
HEDGE FUND 3% P4 Market than a Developed Market.
L :’:b % Government spending is out of
SPECIALIZING IN control another non-social
HIGHLY COMPLEX DERIVATIVES hangover effect from the Covid

ANP EXOTIC FINANCIAL INSTRUMENTS & R d:? years. The news of another

FOR PISCRIMINATING INVESTORS

$95bn for Ukraine certainly wasn't
a positive for the bond market but
it's become all too regular. Within
the new law the Biden
government is also looking to
seize Russian assets held in US
banks. The war is clearly
economic and shouldn’t be any
surprise that other global central banks are moving away from US Treasuries, trading
commodities away from the USD and buying assets away from the reach of the US
Government.

3

Gold’s performance over the month was perhaps the most interesting and supports
our view. Gold rallied even as the Dollar strengthened, interest rates rose, and
speculation of Fed cuts collapsed. It has pushed through its all-time highs but, not yet
been followed by Silver or the miners. Indeed, the data shows that retail and
institutional demand remains weak which indicates that *~ Government” is the only buyer.
There has been increased geopolitical tensions, but Central Bank buyers are typically
slow and steady accumulators. Chinese retail, who have seen property weakness, will
again, be another steady accumulator but, largely, unconcerned about what is happening
in the Middle East. As discussed, concerns over public finances are growing but more
importantly, there appears no will to correct these and Gold is potentially warning of this.

Bonds have had a woeful few years. The 60/40 portfolio was designhed when bonds
had a negative correlation to stocks and were a hedge to a larger allocation to stocks.
As the graph highlights those days have gone and commodities and indeed precious
metals are an alternative. But these are very early days in the commodity bull market
we are starting to get evidence of. The only other evidence is the recent
performance of a few soft commodities like Cocoa, Tin, and Aluminum. We have
recently increased the ability of portfolios to take additional exposure to commodities
within our guidelines in preparation.

Another asset “they can’t print” is Bitcoin which over the month had its 4 year “halving”.
This reduces the mining rewards for miners to 3.125 BTC which is, in effect, a
deflationary supply profile. There was no impact on the price as the general tone of
equity markets saw profit taking from what has been a strong rally. Since the SEC
approval of ETFs there have been inflows of over $12bn with the market cap of Bitcoin
now sits at around $1.3tn. As a comparison Gold has a market cap closer to $17trn. We
remain positive on the asset, however, we are equally aware that Governments are all
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about control. Just as confiscation of Gold was seen in the 1930s, in the present
world, we would not wish to underestimate the lengths to which Governments
will reach. Indeed, the current trend is one of reduced civil and economic liberties as
evidenced this month with a few examples. UK banks announce further stringent cash
limits to customers, Australian police announcing “Police will be the source of truth, and
not social media and misinformation “and the unappealable ruling in the European Court
for Human Rights that the Swiss government have violated the human rights of 2000
Swiss Grannies in not doing enough on ‘climate change’. The London Times had an article
based on a joint statement from the Treasury and UK Investment Association allowing
investment funds that invest in weapons companies to badge themselves as “ethical” or
“sustainable”. We will all have a view on these, but the point is that government reach is
not declining.

“Sooner or later, we will all sit down to a banquet of consequences "
Robert Louis Stevenson.

Tactically portfolios remain fully

A SHOUTOUT invested with a preference,
TO MY REPS..

argued earlier, that stocks will
outperform bonds. We believe
assets that cannot be printed
will outperform. We remain
bullish into the election but, as
discussed last month, we are
concerned that the 2-party race
is disrupted by RKJ. Liquidity
remains key but the long-term
environment may have changed.
Sticky inflation, ageing
populations, large public deficits,
deglobalization and massive technological change are a few. How these develop and
affect markets remain massive unknowns.

J. Loudoun

Chief Investment Officer, Reyl Overseas.
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CONTACTS

SWITZERLAND

REYL Overseas Ltd
Talstrasse 65

8001 Zurich

T +41 58 717 94 00

F +41 58 717 93 01
contact@reyl-ovs.com
www.reyl-ovs.com
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DISCLAIMER

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

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

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

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

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

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

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

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

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

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