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A Definition, A Disclaimer & A Qualifier

Definition: A Surprise is a Variant Perception (an idea that 1s materially different
from Consensus) that I believe has a better than 50% chance of occurring in the
current year.

Disclaimer: I have intentionally not read any of the other lists of 2017 Surprises
(most importantly Byron’s), so any similarity between the Surprises in this
presentation and any of those prognostications is coincidental or evidence (if they
match Byron’s list) that there was some channeling actually going on...

Qualifier: There is much wisdom about the folly of prediction (some on next page)
and 1t would probably have been wise to decline the original request to produce this
List... That said, the process of thinking about Variant Perceptions and Alternative
Scenarios is valuable to our investment process and it was actually kind of fun to
spend some extra time thinking outside the box (or even better, thinking like there
was no box...).
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Words of Wisdom

“Making predictions 1s hard, especially about the future...”

Yogi Berra
“The financial markets generally are unpredictable. So that one has
to have different scenarios... The idea that you can actually predict

what's going to happen contradicts my way of looking at the
market.”

George Soros

“Those who have knowledge, don't predict. Those who predict,
don't have knowledge.”

Lao Tzu
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Surprise #1 Demographics Is Destiny

Massive Central Bank Monetary
stimulus programs around the world
have been unable to spur higher global / : |
economic growth as the rising costs of A \
aging populations weigh on the
Developed Markets, so governments
follow Japan’s lead and shift toward S
Fiscal stimulus measures. Given the
negative multiplier effect of
Government spending (crowding out),
these programs fail to spur growth &

inflation and global interest rates
resume their downward trend.

g’ouEé(s): econintersect.com
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Working Age Population Growth Predicts Nominal GDP

Demographic Impact of Economic Growth and
Projections
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2.3% Was Magic # for 10-Yr, Spec Shorts Were Off Chart
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Reflation “Hope” Jump in Rates Completely Reversed
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Bond Bears Calling Bottom, Week Later Different Story...

YIELDS TRYING TO CARVE OUT A LOW GERMAN 2-YEAR YIELD AT MULTI-MONTH HIGH
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“Chart of Truth” Keeps U.S. Rate Move in Perspective
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Financials Always Benefit From Belief In Rising Rates
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Did U.S. Banks Run Too Far, Too Fast? Any Real Change?
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Fed Can’t Unwind B/S w/o Impacting Rates, Bad for SPX
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You Can’t Know Future? Japan Leads U.S. By 11 Years

BoJ Balance Sheet as % of Japan's GDP
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Long Bonds > SPX & XLF Since March 15t Wake-up Call
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Surprise #2  Gravity Rules, The Economic Cycle Lives

QEeen Janet Yellen has maintained

interest rates at crisis-level lows
HURRY! JUST

throughout the current economic cycle, SHOVEL IN HORE. T
ET U

yet U.S. GDP growth has continued to
disappoint (and confound Fed
forecasters). With the current shift
toward a tighter Fed Monetary Policy
stance, growth in commercial bank
credit & the monetary base has slowed
to zero (from an avg of 7% over past 60
years) which portends a rapid
deceleration in growth in 2017

resulting in a Recession (right on
schedule for our #2000Redux theme).
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Fresh Faces in White House Met by Recession in 15t Year
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Whoever Won Election Likely Faced with ‘17 Recession

BUDGET DEFICIT WIDENS TO END FY 2016 AS TAX
REVENUE GROWTH CONTINUES TO DECELERATE
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3rd Longest Expansion Ever, When Turns, Will Be Ugly

Economic Expansion Stock Market Crash In Recessions
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U.S. Economy In Late Stage of Biz Cycle, Recession Near

Where Are We In the Cycle?

Economy is Flashing Some Late-Cycle Signals;
Financials Evidencing Some Recovery Phase Attributes

Financials May ...The Economy Is
Be Here... Probably Here
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US Manufacturing WAS In Contraction, Mid-Cycle Slump?

- - dshort.com
ISM Manufacturing: PMI Composite Index May 2017
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But, Possible U.S. Had Rolling Recession in 2015/16?

U.S. INDUSTRIAL PRODUCTION RISING,
WHICH FITS WITH IMPROVING EARNINGS

S&P 500 Composite: Operating Earnings per share
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Street Declares End of EPS Recession, Head Fake Risk

AN UNDERREPORTED STORY:
THE END OF THE EARNINGS RECESSION

EARNINGS CURVE TURNING UP;

IMPORTANT TO WATCH GOING FORWARD
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Oil Recovery Led to Rising IP, Led to Rising CPI & ISM
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Inflation Turns Back Down As Oil Recovery Impact Fades
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Huge Alligator Jaws Opened Up Between CESI & SPX...

Citi1 USD Economic Surprise Index vs. S&P 500 (18 months)
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All this is happening as the U.S. is experiencing one of the biggest crashes in economic macro data in years.
Citi’s measure of this is based on actual results that are stronger or weaker than expectations. It appears economic
expectations are consistently more rosy than reality. It looks like the USD also needs some time to catch up with

the U.S. economic reality.

Source(s): TIS Group
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Employment Leads Profits Decline; Signals Recessions

NBER based Recession Indicators for the United States from the Period following the Peak through the Trough
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Source(s): @VrntPerception, @CorpusHedge
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Auto Sector Huge Component of ISM, Sub-Prime Redux?

U.S. Auto Sales Annualized (40 vears)
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Source: Bloomberg LP

Negative Equity on the Rise Federal Reserve New Delinquent Auto Loans (14 years)

Trade-Ins with a Used Purchase $3,835

Used Sales w/Trade-In

Negalive Equity

EREF AEEF LEAF LEEF LE AT LEAF AT SAAT AT ShAF Ll AT il Al Sl

"~ Source Bllaombcrg LP

Source(s): TIS Group

SI_ MORGAN CREEK 27




First Broad Decline In Car Sales Since GFC, Gets Worse?
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Spoiler #1 to Recession Surprise is Oil Prices Being Low

FALLING OIL PRICES DON’T LEAD TO A U.S. RECESSION

(I'I”S RISING OIL PRICES THAT DO THIIS).

Spot Oil Price: West Texas Intermediate [Prior'82=Posted Price]
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Spoiler #2 to Recession Surprise is Lack of Inverted YC

Yield curve

U.S. Treasury yield curve
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Surprise #3 Kurve It Like Kuroda

After shocking the world last January by
adopting NIRP, BOJ Governor Kuroda
sees the error of his ways and fully
commits to his Yield Curve Control
Program, resulting in a steeper yield curve
and greater stability in Japanese capital
markets. The Yen continues to weaken
(with USDJPY approaching 130)
corporate profits surge to new record
highs and Japanese equities rally hard ——
(particularly the Mega-Banks). The ST TITS
NikKkei finishes the year at 22,000.
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Abenomics: Make Yen Fall, GDP, Wages & Stocks Rise

Japanese economic growth

Real
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Problem Was Kuroda-San’s NIRP Mistake, Yen Surged

CFTCJPY Speculative Net Positions Yen vs. U.S. Dollar
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Source(s): TIS Group
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Reversing JGB’s Back To Positive Triggered Equity Rally

JGB YIELDS RESUMING HIGHER, DESPITE Bo] TARGET \ BULLISH CHARTS
Japan 10-Year Yield 260 Nikkei (Local Terms)
50 & 200-Day MA
l
™ |
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\ Globally,an  ffoz -
. important chart.
N\ ]a.pan Y‘elds ‘‘‘‘‘‘‘ One of our favorites heading
resuming higher. SR into 2017... the long-term
Japan chart is attractive to us
in both local and USD terms.
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Local Buyers Create Momentum, Foreigners Still Waiting

JAPAN HAS ALSO TURNED, INTERNAL MOMENTUM REACCELERATING FLOWS STILL SUGGEST EUROPE & JAPAN REMAIN CONTRARIAN IDEAS
Japan TOPIX
Europe ETF Flows
504 200-DayMA A SEX, 3 Moath Sem of 3 Largest Exrope ETFs (VGK + HED] + EZU)
520000
$15000 -
Flows don't look like much of a risk for a
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Source(s): Strategas
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Only Way Out: USDJPY Must Go Much Higher Over Time

JPY BGMN Curnc 95 Compare 96 Actions -
= =) *~ EE
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Aus tralia 61 00 Brazil Europe 44 2
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| think $/JPY goes much, much higher over time.

Source(s): GMI
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Japan Equities Crushed SPX 2H16, Have Lagged in 2017
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Surprise #4 When OPEC Freezes Over...

After the ceremonial show of OPEC unity
in November, where members agreed to  Z®

BusinessandMedia.Org

production cuts to attempt to firm up oil
prices, it turns out that members of
Cartels actually cheat and excess supply
continues to dog the oil market. In
hindsight it becomes clear that the agreed
upon “cuts” were merely normal seasonal
production declines and 2017 brings a
chorus of “you cut first, no you cut
first...” Global crude inventories remain
stubbornly high and prices fall back
toward the bottom of the New Normal
$40 to $60 range before bouncing back to
end the year at $60.
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OPEC “Agreed” To Relatively Meaningful Production Cuts

OPEC Agreement on Saudi Initiative To Cut Production by 1.2 million Bbl per Day 33,500

Saudr’s absorb 40% of cut with 486 mln Bbl reduction i OPEC 13
Iran cuts by 90 mln Bbl only 7.5% of OPEC reduciton '
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Is “Cut” Just Seasonality? Saudi Production Creeping Up
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Was It About Cuts...OPEC Tries To Smack Levered Shale

(PEC e e Coeto e Detnetof U, s Weekly U.S. Field Production of Crude Oil
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As Hedges Roll Off, Production Will Rise w/ Higher Prices

(1)
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Even w/ Cuts EIA Forecast Balanced Market, Stable Prices

World liquid fuels production and £ven w/ Proposed

consumption balance Cuts, Oil Markets In Cla

millon barrels per day (MMb/d) Surplus Into 2018... MMb/d
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Stubbornly High Stocks May Keep Prices Lower Longer

630 [
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Source: US Department of Energy and Haver Analytics.
Source(s): EIA, Yardeni.com
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Oil Longs Were > 2014 Danger Zone, Dollar Said Oil to $30
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Oil Has Been Locked In $40 to $60 Range As Expected

CL1 COMB Comdty A Compare 90 Actions - 9 Edit - Bar Chart HARD WORK...
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As Goes Oil Prices, So Goes S&P 500 EPS and $SPX...
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Surprise #5

Saldi, Saldi, Saldi.

After a bruising environment for
European Financial stocks in 2016,
culminating in the failure of the Italian
Referendum in December, summer
clearance prices come early and the
Risk/Reward becomes compellingly
attractive. Contrary to the negative
headlines, Euro Banks have recapitalized
their balance sheets, NPLs have peaked
and the Euro Macro backdrop is
improving. We often say that Investing
is the only business we know where when
things go on sale, everyone runs out of
the store, so resist the urge to run and
buy what’s on sale.

MARBYLIES

@FN Jimblary sl com

Source(s):
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Opportunity Lies in Despair, Despondency & Depression

Point of maximum
“Wow, I feel financial risk
great about this l
investment.” “Temporary setback.
I'm a long-term investor.”
Euphonia
Excitement @
Optimism (@) (®) Optimism

Point of maximum
financial opportunity

“Maybe the markets
just aren't for me.”

Source(s): stocktwits.com
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Shopping Where Equities On Sale, Hope Trade in Europe

Bear Market Snapshot for Major World Indexes Dmmb‘::';%";&"; ANIMAL SPIRITS EMERGING IN EUROPE
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EU Inflation Finally Improving, Following ECB B/S Higher

Germany: ZEW Economic Sentiment, Current Macroeconomic Conditions
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Europe Valuations Better vs. US, Political Risks Were Real

| Europe — Monetary Stimulus Ebbing and Political Headwinds Increasing

‘ Attractive valuations offset by earnings growth challenges

GAP IN 10YR BOND AND EQUITY DIVIDEND ARE AT MULTI-
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Banks Look Attractive Globally, Particularly So In Europe

GLOBAL BANKS REMAIN STRONG ACROSS THE BOARD

GLOBAL BANK INDEX BREAKING OUT
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#TBTF : Some Banks Are More Important Than Others
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Was Italian Banking System Mother of Economic Threats?

Figure 3: Italy is the most volatile major market in

Europe...
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Source: Datastraam, Deutsche Bank

Figure 4: ...and the most sensitive to macro uncertainty
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Figure 5: Italy is heavily exposed to financials...
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Figure 6:... the sector most sensitive to macro
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Euro Banks as Group Doing Better Than Press Clippings

‘Core’ Earnings Net Interest Margin
Eurozone Banks (Public) Eurozone Banks (Public)
(Aggregate in mins, 2007 to 2015) (Aggregate in mins, 2007 to 2015)
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Europe & Euro Banks (Assist to Euro) Beat SPX in 2017
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Surprise #6  One Belt, One Road, Multiple Bull Markets

China has embarked on a historic
infrastructure program, the One Belt,
One Road (OBOR) project that will
recreate much of the ancient Silk Road
trade routes all across Europe, Africa &
S.E. Asia. This massive undertaking
will trigger Bull Markets in stock
markets all across the region, as well as
in industrial commodities needed to
complete these enormous construction
projects. As Chinese cyclical companies
trade at substantial discounts to
consumer companies, there are
particularly attractive investment
opportunities in these sectors.
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This In An Infrastructure Build... Buy EM & Commodities

Silk Road Economic Belt and Maritime Silk Road
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Source(s): TIS Group

SI_ MORGAN CREEK 59
CAPITAL MANAGRMENT




Chinal/lndia Have Material Growth Advantage Over ROW

THE YEAR OF LIVING DIVERGENTLY wm
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« GDP growth will grind higher
t03.5% from 3.2% as recovery
from crisis continues

+ Growth wil come from
rebounds in hard-hit emerging
markets and small improvements
in Europe, Japan

« Labor markets will continue
march toward full employment in
economies such as the US, UK
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Contrary to Media Hype, China LEI Are Rapidly Improving

DESPITE HEADWINDS, MOST EM LEIs ARE SIGNALING
GROWTH IN THE NEAR TERM

CN OECD LEI 6 Mo. % Chg IN OECD LEI 6 Mo. % Chg (6 Mo. Lead)
(6 Mo. Lead) vs. Real GDP Y/Y Pct. Chg vs. Real GDP Y/Y Pct. Chg
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China Bears Confused By Resilience of China Economy

CHINA SOFT-LANDING STILL INTACT '
China Real GDP
as China Industrial Production (3 MMA, Y/Y%) Y/Y%
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China Economic Activity Surprising To The Upside...
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Disconnect in China
Official growth figures, underlying activity indicators diverge
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While Western Investors Debate Imminent Banking Crisis
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J

Is The World’s Biggest Credit Boom Restarting?

Chinese People's Bank Balance Sheet By
Category (Yuan Bilions) and Annualised
6-month Percent Change

- onesc dmd

Source
Cromfonder Captal Peoghe's Bask of China SATE

Source(s): @CrossBorderCapital, Strategas

L3 )
an /\
in

I

Total Chinese Liquidty and Annual Rate of
Chinese PPl lafation

— ey Tolal igwdity bdnn U

Soarce
Coasfonder Captal Peapie’s Bank of Lhma SAFE

China FX Reserves ($Bn) vs.

FX Reserves 12 Month Change ($Bn)

$1,000
$800
$600
$400
$200
S0
-$200

== FX Reserves (lhs) -$400

-$600

‘09 11 13 ‘15
THIS LOOKS LIKE A TOP...

China Ownership of US. Treasury Securities
Meastuly 3 EiBhemes

SIC 01/

MORGAN CREEK 64



Lots of Talk About RMB Deval, Still See Little Vol in 2017

CNY BEGN Curncy 95 Compare 96 Actions - 97) Edit Bar Chart
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China Risk Is PBoC Actually Tightening Credit Conditions
CHINA TIGHTENING SHOWING UP IN FINANCIAL MARKETS ONERISK..
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China Loan Growth & Imports Slowing = Lower U.S. ISM

Source(s): @GS_CapSF
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China Credit Impulse Fades, PPI Falls, Metals Fall, SPX?

CHINA PPI & INDUSTRIAL METALS ROLLING OVER...

China PPI vs, S&P GSCI Industrial Metals Index
(Y/Y Pct. Chg,)

...MAY CAUSE THE MARKET TO PAUSE HERE

S&P 500 vs. S&P GSCI Industrial Metals Index
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Hard to Overstate Impact of Rise in China Consumption

EXHIBIT 1 | By 2020, Chinese Consumption Will Have Grown
by $2.3 Trillion—Even if GDP Growth Slows to 5.5%

Nominal private consumption, 2020

($trillions)
20

15.0
1l

T Incremental growth in Chinese consumption over the next five years
will roughly equal a market 1.3 times the size of Germany or the UK

S
O
China India Japan Germany UK France
— o =W == g B
B Private consumption, 2015 Consumption growth, 2015—-2020

Sources: Economist Intelligence Unit; BCG analysis.
Note: Assumes annual GDP growth rate of 5.5%. Because of rounding, not all numbers add up to the totals

shown.

Source(s0: weforum.org
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We Continue to Like China Consumer/Technology Story

CHINESE ADR’s ARE BULLISH CHARTS
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Macau Recovery Gains Momentum After Xi Crackdown

STILL BULLISH ON MACAU GAMING, GLOBAL PICTURE FIRM = e
Bloomberg Macau/China Gaming Index P =
50 &200-Day MA P . -
S ;
b AR AT as o
P i e
The Macau Casinos continue trend higher... S =
buy pullbacks. | ™
gl o
(s} v ; 0. 4
< 5
) ~ > 1 "4 e
) |
T - iR

it

Macau Gaming Relative to Bloomberg World Index

U]

w50 e =
60
2 -
PO | | Falatiog Stremgth Indec(10) = Sgleantscom
o "
b
va e
A \ e / \ le
— \ SN |V
] v
T T T T st ke T R k0 S D M | S | e W ~
W | a5 | 6 Ky
BIGEHEAC Index (BI acau / China Gaming Market Compettiva Peers) STRATEGAS (GLO Copyright 2017 Bloombera Finance L. 0-Apr-2017 09:43:12 = = re — -

Source(s): Strategas, Bigcharts.com

SI_ MORGAN CREEK 71




Chinese Equities Were Compellingly Cheap, Need Flows

Fihlhy=- 117
IMPORTANT TEST FOR HONG KONG STOCKS = =
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Can Commodities Break Out, Is Super Cycle Restarting?

EQUAL-WEIGHT COMMODITY BASKET BREAKING OUT

Thomson Reuters Equal-Weight Commodity Index (CCI)
50 &200-Day MA

Commodities are resuming
higher after consolidating
for the past 6 months.
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Surprise #7

King Dollar’s Last Stand

There is broad consensus that the U.S.
Dollar must appreciate as the Fed takes
a different Monetary Policy course than
the ECB & BOJ and begins to normalize
interest rates (despite DXY being up only
a couple percent since the Dec 2015
hike). [Interestingly, if not for a strong
Dollar rally after the surprise Trump
election victory, the DXY would have
finished down for the year.] That final
surge, perfectly commemorated by the
Economist cover last month, turns out to
be King Dollar’s Last Stand and USD
actually begins to weaken against other
global currencies in 2017.

LAST WEEK’S ECONOMIST...

Cuba after Fidel
The India‘s botched rupee plan
ECOnomist What Trump means for school reform
e - 2 ‘?"\"'9 etchup out of a bottle
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Source(s): Strategas, Economist.com
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Dollar Tends To Peak When Fed Actually Raises Rates

DOLLAR HAS OFTEN CORRECTED POST-RATE HIKE
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Longer View of Dollar Shows Cyclicality; Secular Top?

| Currencies — Dollar Stabilizes Versus Major Developed Markets

| Key focus is on Chinese currency and impact on global growth perception

CHINESE CURRENCY HAS BEEN CORRELATED
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Trump vs. Reagan Get Huge $ Move, Others See 1990s
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Everyone Believes Something Will Occur, Opposite Does

ICE US Dollar Indexed Performance DOLLAR INDEX BACK TO SUPPORT, LESS IMPRESSIVE UNDER THE SURFACE
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DXY Put in Demark Weekly 9 Count Dec, Like Clockwork
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Dollar Breakmg Below Long-Term Support Despite Hikes
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Dollar Now in Declining Trend While Euro & GBP Firming

U.S. $ REMAINS SOFT

U.S. Dollar Index

50 & 200-Day MA

The Dollar has been acting
weaker under the surface |
for some time now.

EUR & GBP ARE FIRMING
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Despite Fears of Higher U.S. Rates, EM FX Recovering

E.M. FX ALSO BASING

Emerging Markets ETF (EEM)

50 & 200-Day MA

- 200

Emerging Markets Currency Index -

E.M. equities have already
moved higher and now the [#=
currency index is also

o

firming. | 2
______________________________________________________________________ -
Mzr Jun S=p Dac Mar Jun Ssp Dec Mar Jun Sep Dec M=r
2014 | 2015 2016 2017
MXEF Index {MSCI Emerging Markets Index) EM EQUITY VS EM FX Daily 31DEC2013-16M Copyright2 2017 Bloomberg Finance L.P. 16-May-2017 15:55:58

Source(s): Strategas
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Currency Wars Still Raging, Quietly Gold Comes Back

If the USD were to continue its downward trend, gold would be a likely beneficiary. Gold
has risen five days in a row now, nicely correlating inversely with the USD. The Dollar has now

erased all the gains it made since the election.

USD vs. Gold (1 year)

$DXY - U.S. Dollar Index - Daily OHLC Chart
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Surprise #8 Healthcare Gets Discharged

The relentless negative news beginning

with the infamous “Hillary Tweet” and ADNOW

culminating in President-Elect Trump’s MYLAN 2

recent comments on drug pricing have CEO

pounded Healthcare & Biotech stocks ER%TCHIER _ AT 4 oy
over the past year (only sector that was [XPI.NNS \ i | ) ~

negative in 2016). Given that the House HOW AN
and Senate are controlled by Republicans EPIPEN
(who receive significant backing from the WORKS
Pharma Lobby) we believe it is highly
unlikely that any of the Campaign
proposals targeting drug pricing see the Sourca(s): scoopnest.om
light of day in Congress. Healthcare &

Biotech stocks emerge from sick bay and

are peak performers in 2017.
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As Clinton Prospects Surge,

Healthcare Stocks Slumped

6-MONTH RELATIVE LOWS FOR HEALTHCARE EUROPE HEALTHCARE ALSO WEAK
S&P Healthcare Sector (Equal-Weight) Europe Healthcare Sector
50& 200 DayMA 50& 200-Day MA P
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Did Dem Sweep Fear Create H/C Opportunity Like '94?

A REPUBLICAN HOUSE IS A FIREWALL
ON DRUG PRICING LEGISLATION

Biotech stocks took 1t hard on the chin last week as the prospect of an all-Democratic
government mcreased m probability. But House Republicans have vowed not to pass
any meaningful legsslation that would restrict drug pricing and, as of now, it looks like
the Republicans will keep the House. The Republican position becomes more
complicated if there 1s a bipartisan deal on international tax reform (which helps
biotech compantes), but a Republican House 1s a firewall that prevents legsslation to
restrict drug pricing, all else being equal. The probability of the Republicans keeping

the House 1s 82% 1n this morning’s betting markets.

Clinton Presidential Probability &
Biotechnology Rel. S&P 500
48
102 1 Clinton Presidential F 53
Probability, RHS
(Inverted) L 58
97 7
63
o2 | /, 68
Biotech Rel S&P F 73
500, LHS
87 1 L8
82 T T T
Nov'15 Feb '16 May '16 Aug 16

Source(s): Strategas
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Healthcare Only Negative Sector in S&P (Biotech Worse)
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Wide Performance Dispersion Within Healthcare Sector

30 30
S&P 500 HEALTH CARE SECTOR & INDUSTRY PERFORMANCE: 2016
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Worst to First: Healthcare Bounces Back As Expected

35 35
S&P 500 HEALTH CARE SECTOR & INDUSTRY PERFORMANCE: 2017
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Surprise #9 Willy Sutton Was Right

Despite all the concerns about rising U.S.

interest rates and a stronger Dollar

triggering a crisis in Emerging Markets, | , ' 2 =
the Developing World proves yet again "
how prophetic Willy Sutton was when
asked why he robbed banks. His reply
was simple, “that’s where they keep the
money” and the same holds for why EM :
will continue to outperform in the coming *#"\}
years, “that’s where they have the _... =
growth”. The positive momentum spreads [CSRss

beyond just the commodity producing \ > ' ’
countries that surged in 2016 and the Source(s): Immobilienblasen.blogspot.com
rising tide lifts all boats across Emerging

& Frontier markets.
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Chindia Ruled Global Economy For Decades; Comeback

Share of Global GDP by Region

Figure 2
Regional growth rates vary, with South Asia and Sub-Saharan Africa leading the pack

Real GDP growth
%, 2016-2020 annual average

-

Eastern
Europe and
Eurasia

3.4%

Western

Europe
2.0%

v

34
East Asia
4.1%

T
0 st of e o
N U Stes

| Wostom Eope

Middle
East and
North Africa

4.3%

) Sub-
1 Saparan
] :

y Africa 2.0%

5.3%

[

\
\O

f

Source(s): weforum.org, ATKearney.com

Notes: GDP figures are the unweighted average of the forecast annual growth rates of the economies within each region between 2016 and 2020.
GDP growth is measured at constant prices.

Sources: International Monetary Fund World Economic Outlook (October 2015 and January 2016); AT. Kearney analysis
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Rapid Aging of Global Population Big Headwind For DM

The Aging of the Worlid P
The proportion of people aged 65+ by country in 2015 and 2050
s
2
-

United States
15% — 21%

2% of population 65+

> 30%
25-30%

. - S g \
] 3 ™ e E P
20-25% poip iy
15-20% Brazil
10-15% 8% —» 23% :

5-10% Australia
0-5% 15% —> 22%

Source: Mapping Worlds, UN DESA
- The aging of the world population is a key People theme.

- By 2050. the Silver Generation (people aged 65 years and older) will outnumber children under 14 for the first time in human hi

- The countries with the largest proportion of old people in 2050 will be Japan (379). Spain (359%), and Germany and ltaly (339%).

Source(s): @christhesuit
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U.S. Dominated ROW For 8 Years, Time For A Reversal
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INTERNATIONAL FLOWS ARE RISING, BUT NOT EXTREME

Europe ETF Flows Jaan ETF Flows
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Source(s): @G_krupins, Strategas

i ETF Flows

$MN, 3 Month Sum of 3 Largest Europe ETFs (EEM + [EMG + VW0)
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EM Has Superior Growth Than DM & Trades At Discount

| Vvhere are Valuations Currently >

| FORWARD P/ET FORWARD EPS GROWTH RATES>2
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Relative Valuation — Emerging Versus Developed Market Equities

Emerging Market Equity P/E Ratio
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EM Cheaper Than DM, CAPE Forecasts Higher Returns

CAPE: Actual return forecasts and predictive accuracy in history
Which distribution of returns followed in history over 10-15 years in 17 countries from 1881-2015?
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EM vs. DM Performance is Cyclical, New Up Cycle Begins
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EM Animal Spirits Return, Plunging Liquidity a New Risk

EM flows: roaring back

Source(s): @whatllearnedTW, @jessefleder
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EM Economic Surprises & Liquidity Surging = Tailwind

Citi Economic Surprise Index for Emerging Markets & 80.0%
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MSCI Planning Small Changes to EM & FM Index Lineup

MSCI ANNUAL MARKET CLASSIFICATION REVIEW

During the Annual Market Classification Review, MSCI analyzes and seeks feedback on those markets it has placed under review for
potential market reclassification. Every June, MSCl communicates its conclusions from the discussions with the investment
community on the list of countries under review and announces the new list of countries, if any, under review for potential market
reclassification in the upcoming cycle.

® The review is based on the criteria set forth in the MSCI Market Classification Framework.

MSCI announced on June 14, 2016 that Pakistan will be reclassified from Frontier Markets to Emerging Markets coinciding
with the May 2017 Semi-Annual Index Review.

- Pro forma list of constituents for the MSCI Provisional Pakistan Indexes

- Simulated list of constituents for the MSCI Frontier Markets 100 Index (ex Pakistan)

® MSCI will retain the China A-shares inclusion proposal as part of the 2017 Market Classification Review. MSCI does not rule
out a potential off-cycle announcement should further significant positive developments occur ahead of June 2017.

® [ ist of markets currently under review for a potential reclassification as part of the 2017 Annual Market Classification
Review:
- China A-shares (from Standalone to Emerging Markets) - more info
- Argentina (from Frontier Markets to Emerging Markets) - more info
- Nigeria (from Frontier Markets to Standalone status) - more info

® MSCI will communicate its final conclusions on the potential inclusion of Argentina into Emerging Markets in June 2017.

Source(s): MSCI
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The Power of MSCI Index Committee Is Extraordinary
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Aadhar Makes India Amazing Opportunity Next Decade
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Willie Sutton Reminds Us To Go Where The Growth Is...

FRONTIER MARKETS CONTINUE TO TURN UP
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Surprise #10 #WelcomeToHooverville

Donald Trump, like Herbert Hoover,

made a lot of promises in order to win the
Presidency. Also Like Hoover, Trump
comes to office with no political experience
and finds it difficult to deliver on those
promises. But just like in 1929, equity
markets believe those promises and surge
to a Bubble top (S&P 2800) within six
months of his taking office. With a U.S.
Recession triggering an unwinding of
massive debt burdens and the stock
market swooning, Trump repeats the
Policy mistakes of Hoover on Trade, : ; :
Immigration & Taxes and Hooverville is STock MARKET THE RIiDE
back with a new name, Trumptown. Soureels):, ebufeloradercom
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Trump Entering Office w/ Economy & Markets At Peaks

= FINANCIAL TIMES Sign in
GDP growth rate (%)
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Source: World Bank. US Bureasu of Economic Analysis

In recent history, only Jimmy Carter and George HW Bush have entered the White
House with higher GDP growth rates, and Thursday’'s commerce department report

shows that the US economy is picking up even more steam.

S&P 500
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Carter Reagan

Source: Yahoo Finance

After its recovery from the 2008 financial crisis, the stock market regularly set record
highs beginning around 2013. Stocks surged even higher after Mr Trump's election, as
investors bet that he would follow through on his campaign promises to cut taxes and
regulations for businesses. But some of his other proposals could have downsides for big
businesses, such as his suggestion of imposing tariffs on Chinese and Mexican imports.

Unemployment rate
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Presidential Cycle: S&P High Q1 2017, Low Likely 2018

80% OF THE S&P 500 CYCLE HIGHS FALL IN YEAR 3 OR 4 OF
THE PRESIDENTIAL CYCLE, 95% OF THE CYCLE LOWS WERE
HIT IN YEAR1OR 2
S&P 500 High & Low Timing In Presidential

Cycle
(1933-2012)
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Source(s): Strategas
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And Republican Sweeps Been Tough After Take Office...

S&P 500 under Reagan Administration

Jan. 20, 1981 - Jan. 20, 1989
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High Debt Limits GDP Growth, DJT Promises GDP Surge?

Debt To GDP And Impact To Economic Growth ) ReaL nvesTVENT ADVICE
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Tokal Debt Increase
GreaterThan All Other

1020 Presidents Combined.
Lowest Rate Of Economic

Growth. Coincidence?

80
2 17
2 20
g s
o 500
= °
-
3 600
£ 19
500
i 19
—~ 5
Lol g C\ 2 'E
- 0 4 2 3 - KT
H T T 3 ¢ e i
2 5 B : s z 2
£ 3 x - - % 0
E H : 3 = x b
T & BH c\ae . 5 i
' [ ° = [3 H
S B e = 2 ° ] 2
200 50

196 198 13N 195 19% 1981 198 19§ 1930 1933 19% 199 200 205 2208 201 WM

=—Debt To GDP Ratio ——GDP

Source(s): @LanceRoberts, Strategas

120% -

100% 4

80% -

60% -

40% -

20% A

Truman:
104%

0%

Debt-To-GDP For New Presidents
(OMB, Debt Held By Public, FY End)

Trump Projected
(Source: CRFB)

Eisenhower: 57%

H.W. Bush:
39%

Kennedy: 44% W. Bush:

31%

Reagan: 25%

QO Q O & 0 MO b L H L H O Q
FFELLLELLEL S L ES 55

SIC 01/

MORGAN CREEK 107



Investors Betting On The #TrumpTrifecta, So Far NoFecta

| Anticipated Pro-Growth GOP Policies Amidst Improving Global Environment

| Is Market Anticipating Pro-Growth Policies or Responding to Strong Numbers?

SUMMARY OF ANTICIPATED TRUMP/GOP POLICIES

Corporate taxes/repatnation: cut from 35% to 15% and eliminate

the corporate AMT. One-time cash repatriation at a tax rate of 10%.
Individual taxes: Rates cut to 12 — 33%.

Invesiment in transportation, clean water, eleciric grid,
telecommunications, security, energy infrastructure projects.

Healthcare
Repeal and replace Obamacare.

Trade
Withdraw from TPP. Identify violation of trade agreements.
Renegotiate NAFTA. Label China a currency manipulator.

Immigration
New immigration controls to boost wages and build a wall.
Move criminal aliens out and end sanctuary cities.

% cel executive orders, moratorium on additional regulation, reform

regulatory code

Sources: As of Feb. 28, 2017. Bloomberg. donalditrump.com
Source(s): NeubergerBerman
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2"d Best Post Election Rally (since Hoover), Led By Trifecta

Source(s): Bigcharts.com
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Energy w—
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Small Biz Taking Trump Literally, GDP Math Doesn’t Work

Small Business Sales Growth Expectations : GOP Proected usngEquetionof xchange

. i
Predicting 7% GDP Growth " ': ‘ 1%
(BEA, NFIB) 10% ‘: v ';I :,‘: l,'.‘ :‘n" | &
e NFIB % Expecting Higher Sales, LHS ~ s#+s4s Pct Change Nominal GDP, RHS B ‘y/': "n\ ‘,' l", ";“ “', :.‘ .; ':",.l” — “
[ / \ :‘ K. ,".| . ,,” “‘v"’ '.,".l | ",,‘;' .“ :,' '\“nv ; A =

W fV”»W\ TR

& 4 M
'25 1 - A 0 A0 \ " eVon®o N» e
RARERERaRRIRRea08c8888083RARRRAR
35 A R R R N LR LR A R R R LA I R R
‘0 '92 '94 '96 '98 ‘oo o2 'o4 ‘o6 08 0 12 14 16 aa® - ‘“ $43 B0 ~ &% : sk
90 92 %9 9 e Q00 GOP Projected  wwsss M2YoY% Acud GOP Yoy %

Source(s): Strategas, @GSCap_SF
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Financial Repression Pushing Investors Into Risk Assets

Rolling the Dice Chart 13: Valuation is all that matters in the long-term
| li ith | i h ke bi isk ; y & el
If they want to equal returns of two decades ago. oo == Normalized P/E's predictive power on S&P 500 returns
Estimates of what investors needed to earn 7.5%
o 0 .
i s e 3 0% 7 Variabilty of Returns Explained by Price to
12% Bonds % 80% 4 Normalized EPS
- 70% A .
52% us. 8 0% - Price You Pay
Large N 0
33% Cap i 5 Determines Long
us. o %1 Term Return
100% 8% s a 40% -
Bonds 20% .
22% gonl-tl;.s. g 30% -
= “ Z 0% -
(@]
14% 13% - o 10% -
5% 12% Private g 0% i
Equity
— — ? f 001 2 3 4 5 12
xpected 2 Gog 7.5% 7.5%
return
Holding period (¥ of years
Standard g ()0, 8.9% 17.2% gp (# y )

deviation

“Likely amount by which returns could vary

Source: Callan Associates ThE waLL sTREET Journar.  90Urce S&P, BofA Merrill Lynch US Equity & US Quant Strategy

Source(s): GMI, WSJ
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S&P 500 Valuations Bubbly, 2"d Worst Ever, All P/E Ramp

Q Ratio and P/E10 Adjusted to Their Arithmetic Means d’:’,'y‘;"; Average of the Four Valuation Indicators m
with the Real S&P Composite Regressionto Trend Data through Apri With Standard Deviations Highlighted Data theough April
0% 200% X
Valuationas of Apeil 2017 Month End Vahsation 25 of Ageil 2017 Morth End
Crestmoat P/E from its Arithmetic Mean  |110% Crestmont P/£ from its Asithmetic Mean | 110%
(Cyciical PJ€ 10 from its Arithmetic Mean | 74% (Cyclical P/E 10 from its Arithmetic Mean | 74%
Q Ratio from its Arithmetic Mean 35% Q Ratio from its Arithmetic Mean 55%
5% ls&p Composite from its Regression 7% | [ I 155% |58 Composite from its Regression
T T Average of the Four 8%
350
118%
00% | 1 I
o 0
%%
0% % !
1]
b

M
DU T
REm2 1y

5% 56 56
Recessions highlighted ingray
30 1|0 B® 0 1|0 0 189 0 130 0 199 0 =0 0 8% 9% 00 0 0% N0 HR 5Ib N 1% H 1 3N N N N 2 A W

Source(s): AdvisorPerspectives.com, @hussmanfunds
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Buffett Indicator High, Recent Expansion All P/E Increase

. ore dshort.com
The Buffett Indicator: Corporate Equities to GDP May 2017
Q1 Advance Estimate
=o=Ratio
160% l
Numerator: Corporate Equities; Liability from the Federal Reserve's o
Quarterly Z.1 Balance Sheet (B.103). This series is also published
1a0% | in the FRED repository as NCBEILQ027S.
Denominator: Nominal Quarterly GDP i 129.7% 133 500
120% { JM
100% 1 @
86.9% ﬁ
80% ﬁ el i H
60% 0] 0
4 f %
ol &]
33.0% 32.2%
20%
0%
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020|

’Contribution to SPX rallies in past expansion cycles

140% -
120% A
100% A

5 8§

(20%) 1
(40%) -

“ ! ] I J I 1

1983 - 1990 1996 - 2000 2003 - 2007 2012 - 2016

i Earnings growth M Multiples expansion 1 ERP compression

Source: Haver Analytics and Deutsche Bank

Source(s): AdvisorPerspectives.com, @stocktwits
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GMO Forecasts Negative Returns for U.S. Equities Again

GMO 7-Year Asset Class Real Return Forecasts™® Alpha
As of March 31, 2017
STOCKS BONDS

10% A

8% 6.5% Long-term
- e e e e e e — . e ——— Historical U.S.
2 6% 1 Equity Return
>
': 4% - 3.8%
é 2%
5
§ 0% - | — ) v —
2 -0.1% OA% -0.1%
L L.
S 4% | 339 “3.2%

-6% -

-89%

us S U.S. High Intl Intl Emerging s Intl Emerging us us
Large Small Quality Large Small Bonds Bonds Debt Inflation Cash
Hedged Linked
Bonds

Source: GMO

*The chart represents real return forecasts for several asset dasses and not for any GMO fund or strategy. These forecasts are forward-looking statements based upon the reasonable beliefs of GMO and
are not a guarantee of future performance. Forward-looking statements speak only as of the date they are made, and GMO assumes no duty to and does not undertake to update forward-looking

statements. Forward-looking are subject to numerous assumptions, risks, and uncertainties, which change over time. Actual results may differ materially from those anticipated in forward-
Slooki\% iﬂéﬁﬂ%ents U.S. inflation is assumed to mean revert to long-term inflation of 2.2% over 15 years.
ource(s): .
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Many Reasons To Sell Before Mania Phase, Now Where?

0
Reasons to Sell ~ wee 2T
US. Stocks go Gam
ChryslerGeneral nowehere for 20 months
Motors file for The Dow only had five -~ '
barkupicy p?:é'¥$£:§;2|i£°1n;%8f°r US. Government Shutdown \ {
Most powerful earthquake
ever fohit Japan
0/ "hai 0]
Sap Cyprus 47.5% "haircut | e i ot
BBk Do Eboia Vs derfaling 7%
% i‘;s BP0l Spil US. Debt Cortagion
Marh Fears The Do als 100
tota fops points for the first
i e N\ Japer Tantum 10- fime ever
e tZ:;gﬂe?]I(liz ear rates jump
from 2% to 3%.
stocks lower Global stock market
%J '"S' SJOCKS seloff, Chinese stocks
L fl 4% n 3 mons
Flash Crash Sovercei_gn Dbt Gold peaksat §1.923
fisis

@&@\Q\Q\Q\";\"\"0000»@*@\”‘\“\“@;@@*@@*@(\

( 1 K i
3@ 69 @'&0 3@ 6@ &@ \@ 69 \@0 (@ \} 69 \‘(b& )&* &@ 3\@ ,&o \@ (\@ ¢\’b@

S
¢ YEEVY o‘“ §
O

“New Pagadigm 1!
Valuation | i
Delusion | | Retur o “noml
Here? S Gl
o 49 . Fear
Smart Money Iqst:tut;onal Public
investors

Stealth Phase

Awareness Phase Mania Phase Blow off Phase

Source(S): @michaelbatnick, pgmcapital.com

Sourve: Or. Jaan-Paul Rodrigue Dept. of Giobal Swdies & Geography Hofstra University

Time
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Perilously Close To Universal View Equities Have No Risk

When All Experts Agree... w REAL INVESTMENT ADVICE

o Pift...Dow 150,0007

2000 -

| Now!s The Time To
Buy Stocks

10000 - Buyers Turm Rising Equity Into

Cure For A Burst Major Spending Tool. Dow 20,000
S00 - pubble. (12/20/2001)

Inwestors Theow In The Towel.

600.0 - Fannie Mae Sees No (3/3/2008)

End To Housing Boom.
4000

2000 2002 204 206 2008 2010 212 i) W16
== S&P 500 Stock Price Index

Source(s): @lanceroberts, GMI

And a bit of supporting evidence...

A few days ago Charles Schwab, the imvestment brokerage firm, announced that the number of new brokerage accounts
soared 44% during the first quarter of 2017.

More specifically, Schwab stated that individual investors are opening up stock trading accounts at the fastest pace the
company has seen in 17 years.

17 years.

Anyone remember what happened 17 years ago?
Investors always buy
what they wish they

/ would have bought...
,com =y
Y/

-

ight. m burst.
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Snap! Crackle, Pop? '07 Surged Past BX IPO & Oct Peak

2007

Shake, Rattle
and Rally On

Volatility retumed with a
vengeance this year,
giving bulls and bears
alike opportunities to
celebrate. As China et
al. expanded, oil prices
shot toward $100 a
bamel. In the U.S. the
housing boom finally
went bust, with ugly
consequences for hokd-
ers of mortgage-related
debt. Big banks took
huge writeoffs, while
the Fed chopped rates.
The medicine hasn’t
worked yet—-but wait "til
next year.

Source(s)” Barrons.com

15,000 —

14,000 —

13,000 —

12,000 —

11,000 —

DOW JONES INDUSTRIAL AVERAGE

Sept, 18:
Feb. 7: Fed cuts rates
New Century, HSBC by half peroent-
warn of rising defaults age poinL.

and morgage losses. Oct 9:

Nov. 4:

many pulbacks,

Dow peaxs at 14,164.50.

Nov. 8:
Gold nudges
above S840 a
troy ounce. up
mece than 200°%:
in 6% years,

Citi's Charles Frince follows Memill

Feb. 27: o 5

1
Preview: € foms Lymhs‘?tanoma out the door
416 Iin first of Dvec Joun lasas.

SIC 01/

CAPITAL MANAGEH

MORGAN CREEK

117



A Repeat of Roaring Twenties Would Take DJIA to 24,000

The Roaring Twenties Versus Today
The bull markets of the 1920s and this decade have led to triple digit gains for investors, but
will they end the same way? 24K

The Dow: 1921-1929 The Dow: 2009-2016

5K >y 19K

, 7
y A

2K / AN /v/ﬂ-r 11K

Sowrces: Macrotrends

Source(s): WallStreetExaminer.com
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CS Makes SPX 2500 Bubble Case, 2800 Would Be ’29 2.0

First-Half Bubble Pops
S&P 500 hits 2,500 before falling to 2,000

)

2013

Bloomberg @

Source(s): @TheBubbleBubble, CreditSuisse

SICO 01/ MORGANCRERK 119




Variant Perception Predicts Crash, Timing Like #WTH

Dow Jones Heading for Crash

My analysis of the Dow Jones, since its inception in 1896, using Elliott Wave theory, suggests it is about to “top”
possibly by Q3 in 2017. When “d” is completed, | expect a 70% correction to form IV (red) as shown

Dow lones
1896 to Present

100,000

10,000

1,000

100

Dow Jones
Long Term Chart with Suggested Elliott Wave Count

Warve 8 -
the largest boom i the history of the stock market (post wat boomn)

19S50

Comments

/ a <

) Divergence

Snce 2000, Dow Jones has been
making new highs, but the
Refative Strength Index (RS1) has
been dedlining, indicating a clear
divergence. The RS is yet again
approaching the red trend line.

2000

Source: Charttaken from MacroTrends, but analysis/ labelsadded by myseif using Elliott Wave theory

Source(s): GMI

Elliott Wave theory suggests marketsrise or
fallina 5 wave sequence, followedbyan3
wave correction

Dow Jones startedin 18956

Since it’s inception, Dow Jones has traced out
3 waves up. The 3¢ wave is usually the
longest and strongest (based on EW theory)

The Dow Jonesisnow in a Expanding Triangle
and should be about to complete “d”

Based on my analysis, once “d" iscomplete
the Dow Jones should commence a major
push down to complete IV (red)

The push down should take the Dow Jones
towards 7,000 by possibly 2021/2022,
although timing is difficult to estimate

Once IVred iscomplete, the Dow Jones
should again starta move up tonew highsto
complete V red (not shown)
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U.S. Households Have Never Been More Fully Invested

Households have never been more exposed to financial markets.

Everything
Bubble =—{
Housing
Bubbile ey
s 8 DotCom
. Bubble =i
5
:
! ’
f,
42 !
3 F
3.0
1954.-10-03 1968-06-11 18982-02-18 1995-10-28 200907086

Source(s): @bondskew, TheFelderReport.com
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So Confident, Levering Portfolios Back To ATH Levels

NYSE Investor Credit and the Market

dshort.com

May 2017
Billions mm Positive Credit Balance mm Negative Credit Balance —— S&P 500 Monthly Closes
$250 > X 2500
Credit Balance is calculated as the sum of Free Credit Cash Accounts
$200 and Credit Balances in Margin Accounts minus Margin Debt. [
Note: Latest NYSE data as of March 2017 I
$1s0 2000
$100 +—— - Investors Have —_— D —_—
Positive
Credt Balances [Oct 2007 l
S$50 = —
I | ' | 1500
so ] 4 | f
| .0 IR b
$s¢ +————— ' . B AL
| |/ o
$100 . : j
Investors Have l June 2007
Negative
$150 CreditBalances
— - /
$200 et 500
w Fed Bubble?
----- Temmmmmm—————=Current level - - - - - - - s m s m——— oS —
$250 + 4
$300 o
1980 1985 1990 1995 2000 2005 2010 2015

Source(s): CommonwealthFinancialNetwork.com, AdvisorPerspectives.com
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We Have Seen This Movie Before, Don’t Like The Ending

400.00
The problem with ignoring value-conscious
warnings that have been proven wrong by 2,800
350.00 persistent speculation, overvaluation, and
the beliefin permanently high plateaus...
2,250
300.00
"last year™
250.00
200.00 ""the year before™
Republican
150.00 Q Smoot-Hawl
. oWeep . -
and Mexican
100.00 Repatriation
A: Roger Babson 9/15/29: "I'm about to repeat what I said at this time
last year and the year before... Sooneror latera crash iscoming and it
50.00 may be terrific.”
B: Irving Fisher 10/23/29: "Stock prices have reached what looks like a
0.00 permalnently high 'plateau. . . l 1 . .
1924 1925 1926 1927 1928 1929 1930 1931 1932
—— Dow Jones Industrial Average

Source(s): babypips.com, ftense.com
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Tariffs Led To Import Collapse, Massive Deflationary Bust

US CPI YoY% vs. US Imports YoY'%- 192811938

Wy A s

A\

b
\

— US CPI YoY% - Lagged 6-month

= US Imports YoY%

I\

B
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0
']
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32

US CPI YoY% vs. S&P 500 - 1928/1938

ANAVEA

Smoot-Hawley Tariff

ALY

\12

i

\

— USCPI YoY%

— S&P 500

Source(s): GMI
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Tariffs Triggered Trade War,

Everyone Lost, US Lost Most

Export Growth 19301931
us .

Norway = = : =

Great Britain . " . . ’ .
Canada —
Sweden —
Chile —
Brazil e
France —_————————————
Australia e ———
Netherlands e ——————
Switzerland *
Poland s
Denmark ?
Japan P ————————
Germany e ——
Austria =S ————
Italy *
Argentina O —
Colombia —
Belgium ‘ ' | _ | ——

-40.00% -35.00% -30.00% -25.00% -20,00% -15.00% 10.00% 5.00% 0.00%

1600

USD in mg of Gold « 1920/Current

1200 ¢

Gold Was Equivalent
to Dollar, Collapsed
w/ Trade War

Source(s): GMI

SIC 01/

MORGAN CREEK

125



U.S. Equity Market Only More Calm 3% of Time in History

The US equity market has almost never been calmer
Realised volatility 90-day (24D

&0
| 40
S
(3
| «3 |L , o
< <D
O
1929 35 40 45 S50 55 60 65 70 75 80 85 <0 <95 2000 0S5 10 T 4
Source: Bloomberg
1. Oct 1929: The Wall Street Crash
2. Oct 1962: Cuban Missile Crisis
3. Nov 1974: Oil crisis and collapse of Bretton Woods
4. Oct 1987: Black Monday crash
5. Oct 2008: Global financial crisis
Source(s): @WhatllearnedTW
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Trump Suddenly Creating Huge Political Market Risks

32% Betting Odds Probability Trump Impeached
In =201~
(Predictlii)
“The past eight days are like nothing we have seen in politics,
24% ever. The mood in DC is very different today than in the past
aoOe - couple of months. We are heading into a larger period of
uncertainty, one in which there is a growing doubt Trump will
20% be President of the United States in 2018.” Dan Clifton
18%
16%
14%
1296
10%
8%
6% L] T T T
Feb 15 "1~ Mar o8 "1~ Mar =29 "177 Aprig "17 May 10 "1~

Source(s): Strategas
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World’s Greatest Indicator Remains In Green Safe Zone

$OEXA200R S&P 100 Percent of Stocks Above 200 Day Moving Average (EOD) INDX
18-May-2017

@ StockCharts.com
Open 20.00 High 20.00 Low 70.00 Close 70.00 Chg -2.00 -10.26%) v

AMRSI(14) 329.13

-90

70

—$OEXA200R (Weekly) 70.00
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'"thn/' |
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l
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— MACD(12,26.9) 0.460, 2.032, -1.572
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Source(s): Stockcharts.com
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Bonus Surprise Demise of Active Greatly Exaggerated

For the 4th time in my career (and I am not

that old), Active Management (and Hedge  RETIy b "’f{{; Wic s
. Rk ¥ il BR8N A
Funds) are declared “Dead”, as Passive - ST N T R TN

strategies outperformed again in 2016.
Similar to previous periods of Central Bank
largesse, the math of capitalization weighting,
exacerbated this time by “Dumb” (read rule
based) Beta ETF strategies, favored passive
momentum strategies since QE began in
2009. People always “buy what they wish
they would have bought” and poured record
amounts into Index Funds & ETFs in 2016
(#PeakPassive), just in time for Active
Management (and HF) to outperform in 2017
(just like 2001).

Source(s): schalklouw.blogspot.hk
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Reports of Death of Active Mgmt (Hedge Funds) Cyclical

We Have Been Here Before — Each Trough Has Been Followed by Recovery
Percentage of Funds (Fund Assets) Outperforming S&P 500 on a 5-Year Basis

100% |~ == == mm o m e
p— Percentage of Funds Outperforming
5 Percentage of Fund Assets Outperforming
80% 1
|
70% !

60% - A ‘ ;
o | WM f . N
40% ]

30% . . . © o ’ -+ PI- ——

‘ K
20% +--- ,, -l e - ————-- - e e n

L1, R M \ Sl el S et il s e
0% ] : o /

1970

19724
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1976 -
1978 1
1980 4
1982 1
1984 1
1986
1988 -
1990 4
1992 4
1994

1996 <
1998 4
2000 4
2002 1
2004 1
2006
2008
20101
2012
20144
20161

Note: For details, see Fig. 1 on page 2. Source: CRSP, Bloomberg, Robert Shiller data, Instinet research

Source(s): 13d Research, @CallumThomas
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Huge Capital Flows From Active to Passive #PeakPassive

Exhibit 1: Flows from Active to Passive Funds in U.S. Equities

1,600 - 1,600
1,400 A 1.400
1,200 - 1,200
1,000 - 1.000
£ 800 - 800 &
S 600 A 600 o
Qo o
> 200 A 200 O
S 0 - 0 b>
e e
& -200 - 200 &
@ -400 - 400 =
-600 - -600
-800 - -800
-1,000 A -1,000
-1,200 - -1,200

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Investment Company Institute; Simfund; Credit Swisse.
Note: U.S. domestic equily funds; 20186 figurs as of 11/30/16.

Source(s): @ValueWalk
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Faith in Indexing (Dumb Beta) Will Lead to Turkey Trouble

EXHIBIT 1: The proliferation of indices

6000 -

4000 -

2000 A

1000 -
<

0 & v 9 v & T — — v v v ]
1920 1929 1960 1985 2010 2012 2016

The first 5 datapoints are based on Wurgler (201 1) “On the Economics Consequences of Index-Linked Investing”

The last two datapoints refers to the cumulative number of factor indices (4274 from ERI Scientific Beta (http://www.scientificbeta.com/#/concept/home-
analytics-intro) and 673 ETF's identified by Morningstar (http://www.ft.com/cms/s/0/a5309ec0-43dd-11e4-8abd-00144feabdcO.htmi#axzz4Ek4 14pmW)
We have fitted an exponential curve though we have left the scale on the x axis non linear on purpose as in fact the recent rate of index creation exceeds that
fitted by an exponential curve. Source: Wurgler(201 1), FT, ERI Scientific Beta

Source(s): @ValueWalk
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Passive Rush Pushes “Safe” Stocks to Dangerous Levels

LOW BETA STOCKS TRADING AT ELEVATED LEVELS

220

1.80

140

0.20

1.00 -

0.60 -

S&P 500 Low Beta NTM P/E (Q5) Relative S&P 500
High Beta NTM P/E (Q1)

9%

T T T T T T

98 01 04 07 10 13

16

1.44

1.07

Source(s): Strategas, stocktradersdaily.com

Stock Traders Daily
HOWTO TRADE THE MARKET

XOM P/E chart
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XOM Now One Of Easiest Shorts Have Seen in Career...

Exxon has a market cap of $345bn and trades off a P/E of 34. The stock’s share price and valuation are
dragged higher due to its market weight in index funds and ETFs, not on its fundamentals. It is wildly
too expensive. One day, this is going to break... I think it could halve...

GRAB RP

XOM US Equi 95 Compare 96 Actions - 97) Edit Line Chart
=l - = = =M= Mov A Ke '

iD 3D iM 6M YTD 1Y SY Max Monthly w ++ v Table P Chart Content

0 Europe 4
000 u

40:52 CDT GMT-S:00

Source(s): GMI
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Investors Enamored With Fab Five Tech Stocks, #FAANG

NASDAQ 100 IS A GREAT TREND, BUT NOT HISTORICALLY STRETCHED

THE CHASE FOR 61 CONTINUES \

P10
Nasdaq 100 b0 Number of New Nasdaq 100 Closing Highs Per Year
50 & 200-Day MA  pan
-~ 70
P40
b0 6l
60
b10id
While the Nasdaq [
100 has certainly [# 50 1
been a standout };
performer, it has o
been significantly Lo 40 4
more stretched
% Above / Below 200-Day Average before.
pel 30 4
b4l
95t Percentile
"""""""""""""""""""""""""""""""" £ 20 4
17
_______________________________________________________________________ 20 10
b4
T T . — P40 0 I - ,| T T T v T n R
‘86| 87 | 68| 'BY | 0| Sl | 'R [ B M| 95 % ||| R ‘ 0 | 01| 'R |8 ‘ 04 ) 05| 06| ‘07 | 06 ‘ W0 R RS 85 88 91 94 97 00 03 06 09 12 15
NOX Index (KASDAQ 100 Stock Index) % Above/Below 200-Day Daly 3106C1985- 16442 CopyrightZ 2017 Bloomberg Finance LP. 16-May-2017 12:15:22
Source(s): Strategas
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Forget the Nifty Fifty, All You Need is Fab Five, #FAANG

S-16-17

Since March 1st, the #FAANG stocks (Facebook, Apple, 14z
Amazon, Netflix, Google) have grown $260B in market ‘. +197
cap, while the other 495 stocks have lost $260B. This (N~ M=

+117Z

narrowing of winners is not a healthy sign for the U.S. .y
market, and implies a great deal of diversification risk. /
These stocks now have a market cap of $2.4T, roughly 71/
the GDP of France. — Larry Jeddeloh, TIS Group

+77Z

+67

+57

Source(s): Bigcharts.com
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Challenge Is We’ve Seen This Movie Before... Valuation?

DOING MORE WITH LESS

$500

$450

$400

$350

$300

Market-Cap ($,Bn)
©
g

s

Amazon's Market-Cap vs. Wal-Mart's Market-Cap
Since 5/15/97

Amazon
$460 BN
350,000 Employees

Wal-Mart
$230BN
2,300,000 Employees

'97 '98 '99 '00 01 '02 03 '04 '05 06 '07 '08 '09 '10 '11 '12 '13 '14 '15 16 '17

Valuation

Institutional

Smart Money investors

First Sell off

Stealth Phase Awareness Phase

“New Paradigm”!!!
Denial
Return to “normal”

Greed
Public

Enthusiasm
Capitulation
Media attention
Returnto
the mean

ManiaPhase Blow off Phase

Source(s)

: Strategas

Time
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Technology Not 2000 Crazy... “Less Drunk Than Them”?

Sector SPDR Funds/SPDR S&P S00 ETF NYSE
Open 0.222 High 0.224 Low 0.232 Close 0.234 Volume 0 Chg +0.001 (+0

Ratio of Tech (XLK) to the S&P 500 (SPY)

Highest level since Janr

1 Outperforming

@CharlieBilello

Source(s): @charliebillelo
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Short Volatility Trade Has Gotten Completely Out of Hand

% Short Interest in Long and Leveraged Long Violatility ETPs (Smm) VIFtrsFsionng
WX (Long Vol / Short Dated) B i o
BTVIX (Leveraged Long Vol / Short Term)
W UVXY (Leveraged Long Vol Short Term)
0 W VIXY {Long Vol / Short Dated)
W VXZ (Long Vol / Medium|
VIXM (Long Vol / Medium)
BVIIX (Long Vol / Short Term)
2 VIZ (Long Vol / Medium]
BTVIZ (Long Vol / Medium Levered|

10

bets being placed AGAINST

There's a record number of ﬁ
A
400 the VIX right now...

000 450,000
8 8 8 8 A B B B R 8 R 1 B N B L B R R T 254528 A0:40-2 2104118 20130844 2164510

Source(s): @JesseFelder
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Best Environment In A Decade For Stock Picking & TAA

10-YEAR LOW FOR EQUITY CORRELATIONS

s&so0 |
50 &200-Day MA b
P 2000
Sector 65-Day Correlations -
Discretionary —— 43.2% %
Healtheare 462% -
Materials 503%
Technology 52.0%
Industrials 544% .
Telecom 575%
Staples 57.9%
Energy 688%
Financials 711%
Utlities 87.8%
S&P 500 Rolling 65-Day Correlations b0
Oil at $26
China = b0.70
Devaluation Brexit
b 045
Election Loso
b0s5
P00
b 04s
Fresh lows for correlations...
stock selection remains important. * / Po4
b035

T T v T o T TR
013 | 2014 215
SPX Index (S&P 500 Index) CORRELATIONS Daily 31DEC2012-21DEC2016

Copyright2 2016 Bloomberg Finance L.P.

T I nan  ve
05 |

21-Dec-2016 13:52:19

Source(s): Strategas, @LanceRoberts, Morgan Stanley

Exhibit 1: Cross-asset correlations have fallen sharply

6m Correlation
50%

== (3|0bal Correlation Index (6m)

45%

40%

35%

30%

25%

20%

15% f T
Jan-03 Jan-06

Source: Bloomberg, Morgan Stanley Research

T T

Jan-09 Jan-12 Jan-15
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Hedge Funds Have Faced Stiff Headwinds During QE Era

HEDGE FUND PERFORMANCE T ACKITI . USTER SINNCE
CENTRAITIT. BANKS BEGCAN INTERVENITION

Yeoar Hedge Funds S&&¥P 500 Hedge Funds Fed Balance
Returns T otal Return Outperform Sheet (S Bn)
1990 5.8%2 -3.1 % YES S319
1991 32.2% 30.5% YES sS347
1992 21.2°9% 7.6% YES 369
1993 30.9% 10.1%% YES $S409
1994 4.1% 1.3% YES $sS440
1995 21.5% 37.6% NO sS453
1996 21.1 % 23.0% NO sS475
1997 16.8% 33.4% NO S518
1998 2.6% 28.6% NO sS546
1999 31.3%% 21.0% YES S669
2000 5.0% —9.1% YES S620
2001 a4.6% -11.9% YES S663
2002 -1.5%% -22.1% YES BS7T32
2003 19.5% 28.7 % NO STT2
2004 2.0% 10.9°%% NO 811
2005 o9.32% 4. 99 YES 848
2006 12.9%% 15.89% NO sS870
2007 10.0%% 5.5% YES s891
2008 -19.0%% -37.0%% YES S2,239
2009 20.0%% 26.5%% NO sS2.234
2010 10.292% 15.1 %2 NO sS2,4271
2011 _5.3% 2.1°% NO $2,926
2012 6.4% 16.0% NO $2,907
2013 o.1% 32.49% NO $4,033
2014 3.0% 13.7 % NO 54,498
2015 -1.1 % 1.4°2% NO $S4.487
2016 YTD 3O 4.1 % 7.8% NO $S4.519

Source(s): Strategas
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Hedge Funds Outperform During Stress & Rising Rates

Hedge Funds Often Outperform in Rising Rates
Environments

Hedge Funds Typically Outperform During Periods of
Stress

Date Chg in Performance Annualized
Three-Year Rolling Return Difference UST Performance
Between the HFRI HF Index and the S&P 500
80% Start Days 10Yr HFRI us HFRI (1153
| HFs outperform (bps) FoF Agg FoF Agg
-3%

S

Equities and show
60% - their downside Sep-93 Nov-94 426 260 4% -4% 4%

= Financial Dec-95 Jun-96 182 120 8% 1% 17% 2%
40% - Crisis

Tech bubble Sep-98 Jan-00 488 185 30% -1% 22% -1%
Gerce Jun-03 May-06 1066 178 28% 6% 9% 2%
We expect e g

0% — ; &

HFs Underperform €&——> HFs Outperform

— - Dec-08 Apr-10 485 143 14% 9% 10% 7%
_20% Oct-10  Feb-11 120 104 3% 1% 10% -4%
Jul-12  Dec-13 518 137 12% 2% 8% -1%
0% 1 Dot-Com era, Equites s gty ot o Jul-16  Dec-16 153 103 1% 4% 2% 9%
outperform HFs S&P 500 on a ssven-year bull run i - - -

-60% -

A 154 13% 0% 10% 1%
92 94 96 98 00 02 04 06 08 10 12 14 16 Sithoi

Median 140 10% 1% 9% -2%

Data as at November 30, 2016. Source: Bloomberg.
Data as at December 21, 2016. Source: Bloomberg, Haver Analytics.

Source(s): @NoSunkCosts, KKR
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Long/Short Funds Have Long History of Beating Index

180%
160%
140%
120%

Volatility

Tom Brady
HFN L/S Equity Index 6.3% 7.0%
MSCI World Net 3.1% 15.4%
0,
100%  sgp 500 14.7%
80%
60%
40%
20%
0%
-20%
-40%
-60% =—HFN Long/Short Equity Index = =—=—MSCI World Net =——S&P 500
22;1;?:)(:5)52\(:851;1?:{ from 04/01/00 to 12/31/16. The indices shown are for informational purposes only and are not reflective of any investment. As it is not possible to invest in the indices, the data shown does not reflect or compare features of an actual investment, such as its

objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, or tax features. Past performance does not guarantee future results. There is no guarantee that any investment strategy will achieve its objectives, generate profits or avoid losses.
Diversification does not ensure profit or prevent losses.
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21:29 Left in Super Bowl, Your QB is Stinking, WWYD?

Tom Brady is 15/25 for 179 yards with an interception in first half of Super Bowl L.
He’s looked terrible, while Matt Ryan had perfect QPR of 158.3 for the first time in
a Super Bowl. Ryan just threw another TD pass to go up 28-3, want to swap QBs?

Source(s): FoxSports.com, NESN.com
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Investors Forget BRK.A Had Two 50% Declines In Decade

It's funny how hedge fund critics who jump
on a yearly decline never mention that the
gods at Berkshire had two 50% drawdowns

in 10 years.
M =,
. ™
‘Nl,r l(‘l .N":Jr, .Fh'._,k‘"df' VYV '
J’ =30000

\ Mt W nJ

q I1
V e
60000

40000

2011

2003 2004 2005 2006 2007 2008 2009 2010
05-Jan-2017 09:28:54

1997 1998 1999 2000 2001 2002
BRK/A US Equity (Berkshire Hathaway Inc) Weekly 12JAN1970-05JAN2017 Copyright2 2017 Bloomberg Finance L.P.

Source(s): @SentimeTrader
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Words of Wisdom
“Sell in May and go away, and come on back on St. Leger's Day.”

This phrase refers to the custom of aristocrats, merchants and bankers who left the city of London to go to the
country to escape the heat during the summer months. St. Leger's Day refers to the St. Leger's Stakes, a
thoroughbred horse race in mid-September and the last leg of the British Triple Crown. — Investopedia

“Even the intelligent investor is likely to need considerable willpower to keep
from following the crowd. For indeed, the investor's chief problem, and even
his worst enemy, is likely to be himself. Individuals who cannot master their
emotions are ill-suited to profit from the investment process.”

“The best way to measure your investing success is not by whether you’re
beating the market but by whether you’ve put in place a financial plan and
behavioral discipline that are likely to get you where you want to go. In the
end, what matters isn 't crossing the finish line before anybody else but just
making sure that you do cross it.” Ben Graham
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Important Disclosures

General

This is neither an offer to sell nor a solicitation of an offer to buy interests in any investment fund managed by Morgan Creek Capital Management, LLC or its affiliates. Any such offering can be made only at the
time a qualified offeree receives a Confidential Private Offering Memorandum and other operative documents which contain significant details with respect to risks and should be carefully read. Neither the
Securities and Exchange Commission nor any State securities administrator has passed on or endorsed the merits of any such offerings of these securities, nor is it intended that they will. This document is for
informational purposes only and should not be distributed. Securities distributed through Town Hall, Member FINRA/SIPC.

Indices

The index information is included merely to show the general trends in certain markets in the periods indicated and is not intended to imply that the portfolio of any fund managed by Morgan Creek Capital
Management, LLC was similar to the indices in composition or element of risk. The indices are unmanaged, not investable, have no expenses and reflect reinvestment of dividends and distributions. Index data
is provided for comparative purposes only. A variety of factors may cause an index to be an inaccurate benchmark for a particular portfolio and the index does not necessarily reflect the actual investment
strategy of the portfolio.

No Warranty

Morgan Creek Capital Management, LLC does not warrant the accuracy, adequacy, completeness, timeliness or availability of any information provided by non-Morgan Creek sources, including accessibility of
unavailable funds.

Risk Summary

Investment objectives are not projections of expected performance or guarantees of anticipated investment results. Actual performance and results may vary substantially from the stated objectives with respect
to risks. Investments are speculative and are meant for sophisticated investors. An investor may lose all or a substantial part of its investment in funds managed by Morgan Creek Capital Management, LLC.
There are also substantial restrictions on transfers. Certain of the underlying investment managers in which the funds managed by Morgan Creek Capital Management, LLC invest may employ leverage (certain
Morgan Creek funds also employ leverage) or short selling, may purchase or sell options or derivatives and may invest in speculative or illiquid securities. Funds of funds have a number of layers of fees and
expenses which may offset profits. This is a brief summary of investment risks. Prospective investors should carefully review the risk disclosures contained in the funds’ Confidential Private Offering
Memoranda. No investment is risk free; loss of principal is possible. Alternative investments involve specific risks that may be greater than those associated with traditional investments. One should consider
the special risks with alternative investments, including limited liquidity, tax considerations, incentive fee structures, potentially speculative investment strategies, and different regularly and reporting
requirements. There can be no assurance that any investment will meet its performance objectives or that substantial losses will be avoided.

Safe Harbor Statement

This presentation shall not constitute an offer to sell or a solicitation of an offer to buy, nor shall there be any sale of, the securities in any state or jurisdiction in which such offer or solicitation or sale would be
unlawful prior to registration or qualification under the laws of such state or jurisdiction. Forward-Looking Statements: This presentation contains certain statements that may include "forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. All statements, other than statements of historical fact, included herein are
"forward-looking statements." Included among "forward-looking statements" are, among other things, statements about our future outlook on opportunities based upon current market conditions. Although the
company believes that the expectations reflected in these forward-looking statements are reasonable, they do involve assumptions, risks and uncertainties, and these expectations may prove to be incorrect.
Actual results could differ materially from those anticipated in these forward-looking statements as a result of a variety of factors. One should not place undue reliance on these forward-looking statements,
which speak only as of the date of this discussion. Other than as required by law, the company does not assume a duty to update these forward-looking statements. Past performance is no guarantee of future
results. The illustrations are not intended to predict the performance of any specific investment or security. The past performance figures do not represent performance of any MCCM security and there can be
no assurance that any MCCM security will achieve the past returns of the illustrative examples. This is not an offering to subscribe for units in any fund and is intended for informational purposes only. An
offering can only be made by delivery of the Prospectus to “qualified clients” within the meaning of U.S. securities laws.
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Contact Information

Morgan Creek Capital Management, LLC
301 W. Barbee Chapel Road, Suite 200
Chapel Hill, NC 27517

Phone: 919-933-4004
Fax: 919-933-4048

Contact: Rainey Sellars

Email: rsellars@morgancreekcap.com
Web: www.morgancreekcap.com
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