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At Tacit, late in 2016 we began to think differently about international exposure in portfolios for UK investors.
After many years when international diversification reduced the overall volatility (a measure of risk) of a
Sterling portfolio, we began to question if the events of 2016 could change the behaviour of portfolios as
UK investors know them. Could it be that the aggressive fall in the exchange rate (as shown below) would
change the behaviour of overseas assets and actually make them more risky in the hands of a UK investor?
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Now, we remind readers that we do not forecast, butf, we are big believers in mean reversion and as
currencies are valued relatfive fo each other (not in isolation), they fend to show signs of mean reversion.
The strength of any turnaround is driven by the extent of pessimism/optimism prevailing at any point in
fime. A measure of pessimism would be the short positions held in aggregate by market fraders for
example. An example of optimism might be the belief in the policies of the new President of the United
States!

Now, this is not a technical or political piece, in fact quite the opposite. When everyone is pessimistic on
the outlook for a currency, traders use this currency to borrow and invest the proceeds in other assets fo
generatfe a positive return (or carry). When that currency is your home currency, such as the Pound, a
change in sentiment can lead to an abrupt rise in your currency which in turn devalues any holdings you
may have in overseas assets. This is relevant here because these unforeseen circumstances will increase
the day to day risk of portfolio with overseas exposure. The more the exposure, the higher the volatility of
a portfolio through this phase.

No back festing or hedging strategy can insure against the current environment in our view and we must
understand that there are consequences of the sharp fall in Sterling that go beyond the simple analysis
carried ouf by most investors. Rigid asset allocation structures built up over the past decades by most of
our peers will perversely likely increase risks rather than manage or lower them for clients.

Returns during April illustrate that a rising Pound will impact returns from overseas assets and if it coincides
with falling equity markets, UK investors could experience losses that would historically have been
mitigated by a falling Pound.
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IMPORTANT DISCLAIMER: This document has been issued and approved by Tacit Investment Management. The information herein
is not infended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is
based upon, sources believed to be reliable ; however no representation or warranty, express orimplied, is made norresponsibility of any
kind accepted either as to the accuracy, completeness or correctness of the information stated herein, or that material facts have
not been omitted. Material contained in this report safisfies the regulatory provisions concerning independent investment research as
defined in MiFID. Tacit Investment Management, its associate companies and/or their clients, directors and employees may own or
have a position in the securities mentioned herein and may add to or dispose of any such securities. Please bear in mind that, before
publishing a research recommendation, we may have acted upon it or made use of information on which it is based.

The views of reflected in this document is a matter of judgement at the time of writing and is subject to change without notice. In
addition, Tacit Investment Management may issue other reports that are inconsistent with, and reach different conclusions from,
the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any
recipient of this report. To the maximum extent possible at law, Tacit Investment Management does not accept any liability
whatsoever arising from the use of the material or information contained herein.

The financial instruments discussed in this report may not be suitable for all investors, and investors must make their own informed

decisions and seek their own advice regarding the appropriateness of investing in financial instruments or implementing strategies

CO NTACT D ETAI LS discussed herein. Any price shown is only an indication of the middle market price at the time of publication. Private clients should be
aware that prices may fall as well as rise and the income derived from them may fluctuate. The value of securities and financial

. instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the price of such securities
T- +44 (0)203 05] 6450 or financial instruments. Tacit Investment Management does not provide any tax advice. Past performance is not necessarily a
. Y guide to future performance and you may not get back the original amount invested. Estimates of future performance are based
(SH |nfO@TGC|T| m.com on assumptions that may not be realised. Investmentsin general, and derivatives in particular, involve numerousrisks, including, among
others, market, counterparty default and liquidity risk. Investments referred to in this document may not be suitable for you and if you

W: WWW-TOC|T| m.com have any doubt about this you should contact your adviser for further advice

TACIT INVESTMENT MANAGEMENT IS A TRADING NAME OF TIML LIMITED. TIML LTD IS AUTHORISED AND REGULATED BY THE FINANCIAL CONDUCT AUTHORITY. FCA NUMBER: 670184. REGISTERED
OFFICE: 31 SOUTHAMPTON ROW, LONDON, WC1B 5HJ. REGISTERED IN ENGLAND AND WALES NO. 09228395.E. & O. E.
©2017 TIML LIMITED. ALL RIGHTS RESERVED

|
2

Investment Management



