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HIGHLIGHTS

During the first quarter, the Singularity Strategy returned +0.5% vs the MSCI AC World Index which had a
performance of +4.6% during the same period. A strong reversal of sector and style returns in favor or value
and cyclicals in the wake of rising global bond yields were the culprit of the strategy’s underperformance.

Since inception on Dec 21, 2017, the Singularity Strategy has delivered a cumulative return of +75% and
approximately 19% on an annualized basis, compared to the MSCI AC World Index with a cumulative return
of +40% and 11% annualized, the bulk of the outperformance coming from stock selection.

Value stocks have enjoyed a strong reversal vs growth stocks since early November when Pfizer announced
its vaccine and the outlook for the real economy started to brighten up. The move was further fueled by this
year’s rise in bond yields in mid-February. While there may well be further runway for these trends in the
short-term as yields continue to rise, prevailing structural headwinds to real growth and inflation will likely
turn the focus back from simple cyclical catchup plays to high quality structural growth winners in the not too
distant future.

The Singularity Strategy is principally agnostic with respect to value and growth exposures. Historically it’s
had a relatively balanced exposure to its value and growth carveout portfolios since inception with stronger
growth characteristics more recently. Both the Singularity value and growth carve-out portfolios have strongly
outperformed the MSCI World Value Index and MSCI World Growth Index respectively while being on par on
a year to date basis.

We are excited to announce the launch of our new “Singularity Small Mid” portfolio in early May, structured
as a UBS certificate. It is a global portfolio of 100 highly innovative companies predominantly in the small
and mid cap space.
Our CEO Evelyne Pflugi and TSG were featured in renowned newspapers and magazines such as NZZ am
Sonntag, WirtschaftsWoche and Die Welt.
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SINGULARITY INSIGHTS
TSG in the News: 2021 started with a media bang: NZZ am Sonntag
published a portrait about our CEO Evelyne Pflugi and TSG as a lead
story in the “Invest” section of the highly renowned Swiss newspaper.
The article had our phone ringing almost 24/7, attracted quite some
attention, and ultimately - inflows.
Germany’s most important business magazine WirtschaftsWoche
featured Evelyne as one of four women shaping the world of finance.
Daily German newspaper Die Welt introduced TSG as one of three
investment boutiques in the exponential technology space highlighting
our unique approach to screen for applied innovation across all equity
sectors.
Please find the mentioned articles also at the end of this report. For further coverage, please visit the News section
of our website.

What happened: In Q1 we published three further editions of our Research Department’s Seeking Singularity
Newsletter. If you haven’t received your copy and want to have it in your inbox exclusively in the future, please sign
up for it here.
What’s next: Think Tank Insights - In the run-up to our bi-annual rebalancing, an integral part of the process is the
conversations with our experts. This time, we let you be a part of our Expert Advisory Board calls. Watch out for
video snippets on social media that we’ll share within the next few weeks.

https://www.linkedin.com/company/thesingularitygroup/
https://twitter.com/JoinSingularity
https://www.facebook.com/thesingularitygroup/
https://medium.com/seekingsingularity
https://www.youtube.com/channel/UCFIPZTxkEO8T67dTfD7xYqA
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PERFORMANCE COMMENTARY
Singularity Performance Q1 2021
Singularity Index (SI; NQ2045) vs. benchmarks: The Singularity Index edged out a small gain of +0.5% during the
first quarter, underperforming the MSCI AC World Index (MSCI ACWI), which advanced by +4.6%. Global equity
markets mostly finished in the green: MSCI Europe +8.4%, S&P 500 +6.1%, SMI +4.6%, MSCI AC Asia Pacific
+2.3%, CSI 300 -3.1%. Since inception on December 21, 2017, the SI has registered an annualized return of 18.7%
compared to 10.8% for the MSCI ACWI, leading to an average outperformance of 8% per annum. Cumulatively the
SI has delivered a return of 75.4% vs 40.0% for the MSCI ACWI. The outperformance of over 35% comes primarily
from stock selection.
Over the first quarter, compared to the MSCI ACWI, the SI had a negative contribution from stock selection (-4.3%)
while sector allocation (-0.1%) and currency were roughly flat (+0.2%). On an absolute basis, the biggest
contributors for the quarter were Alphabet (GOOGL US, +17.7%), ASML (ASML NA, +25.0%), Microsoft (MSFT
US, +6.3%), Intel (INTC US, +29.2%), Ciso (CSCO US, +16.5%), Micron (MU US, +17.3%), Broadcom (AVGO US,
+6.7%) and Tencent (700 HK, +7.9%).

Historical Performance per March 31, 2021

Source: Bloomberg, TSG
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Performance Since Inception: Singularity Index vs. MSCI ACWI per end of March 2021

Source: Bloomberg, TSG

On a relative basis vs the MSCI ACWI, the positive contributors were Alphabet, Amazon, ASML, Micron, Evolution
Gaming, Intel, Siemens and Cisco, while on the negative side we had Tesla, Qualcomm, AMD, Nvidia, Keynece
and Orsted. From a sector perspective, underweights in Energy, Consumer Staples and Consumer Discretionary
benefited performance, whereas overweights in Tech and Healthcare were detrimental this quarter.
Alphabet rose strongly on another blowout quarter driven by search and YouTube where the company topped both
analysts’ top- and bottom-line projections, reflecting an accelerating transition to the cloud and online services.
YouTube’s ad revenues were up 46% year-over-year to nearly $7bn with overall revenues up 23% to $57bn. The
company’s outlook for digital-ad spending across its core properties including Search, Maps, Gmail, Chrome and
YouTube, as well as accelerated corporate uptake of its Cloud offering bodes well going forward. Google’s lead
over other ad companies in artificial intelligence and machine learning affords it a strong position in the market,
allowing it to grow significantly faster than the overall digital-ad market. On another note but not less important,
Google - along with other players like Amazon and Microsoft - is increasingly designing its own computer chips
instead of buying them, while manufacturing remains outsourced. This allows for more specialized applications
that are tuned to very specific workloads and more better efficiency depending on the use case. For instance,
Google’s Tensor Processing Unit (TPU) is designed to run machine learning training and inference algorithms on
its TensorFlow framework, or its Video Processing Unit (VPU) was designed to handle video transcoding on its
media servers for YouTube and Google Meet. As chips become a selling point and datacenters become the new
computer, cloud providers are more and more trying to differentiate themselves this way, further increasing barriers
to entry.
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ASML, the semiconductor chip equipment maker, boosted sales by 59% to EUR 4.4bn in 2020 and surprised
positively on earnings and sales. The outlook is positive against a backdrop of increasing demand for its 5- to 3nanometer technology for advanced chips for 5G smartphones and high performance computers, powered by its
new extreme ultraviolet (EUV) lithography tools. For example, the A14 chip used in the iPhone 12 is based on 5nm
technology, while the iPhone 13 and 14 will be using 4- and 3-nanometer technology respectively. ASML’s
monopolistic position for EUV tools is likely to demand higher selling prices, driving margin increases going forward
from currently 40% at the end of 2020. These EUV tools are not only used to make logic chips (e.g. CPUs and
GPUs), but also DRAM semiconductors, widening the scope of applications.
Microsoft continues to exceed market expectations and is one of the main beneficiaries of the ongoing shift to
digital with its vast portfolio of infrastructure and productivity software applications as companies upgrade their
legacy IT systems in favor of a hybrid work environment. As compute workloads are increasingly outsourced from
an on-premise environment to the public cloud, the company’s cloud products from Azure to Dynamics are likely to
continue to see steady improvements. Microsoft recently made some big announcements around augmented and
mixed reality. At the end of Q1 Microsoft made public a deal with the US Army to make augmented reality (AR)
headsets, causing a bit of a stir among some employees. Under the deal Microsoft would begin producing more
than 120,000 AR headsets under a contract that could be worth up to $22bn. The HoloLens headset called the
Integrated Visual Augmentation System enables people to see holograms that are overlaid over the actual
environment for enhanced situational awareness, further assisting with night and thermal vision. At Microsoft’s
Ignite digital conference in early March, Technical Fellow Alex Kipman showcased Microsoft Mesh, a
communication, collaboration and training platform running on its Azure cloud platform which enables shared
experiences from anywhere and on any device through mixed reality applications. It’s the result of years of
research and development in areas such as eye tracking and holograms and artificial intelligence models that can
create expressive avatars. It will allow designers and engineers to collaborate on 3D physical models, architects to
walk through holographic models of construction sites and buildings, or medical students to peel back muscles to
improve the learning experience. Mesh-enabled applications built both inhouse and by third party developers will
open up a new world of mixed reality use cases.
The largest detractors for the quarter were Tesla (TSLA, -5.4%), Apple (AAPL US, -7.8%), Keyence (6861 JP,
-18.9%), AMD (AMD US, -14.4%), Qualcomm (QCOM US, -12.5%), Orsted (ORSTED DC, -19.8%), and Nio (NIO
US, -20.0%), which all took a breather after an extended period of healthy returns.
Tesla, having increased tenfold over a bit more than a year, sold off in February and March on a surge in longerterm bond yields and a general pull-back in recent winners and growth stocks starting in mid-February, ending the
quarter -5.4% lower compared to year-end. It’s hard to find a stock that divides the investment community more
than Tesla. We are agnostic to the discussion. What’s clear is that Tesla has established itself as a leader in the EV
space and continues to press forward with innovations in transportation and energy industries. On the downside,
there is of course a real risk of rising competition and not being able to execute beyond the market’s expectations.
On the upside, there is further room for growth based on a continued expansion of production capacity (i.e. more
gigafactories), a decrease in production costs for its vehicles in line with Wright’s Law, and an increase in capital
efficiency. On top, you have a substantial probability of Tesla successfully capitalizing on its wealth of autonomous
data by offering attractive insurance to Tesla owners and more importantly, establishing a robo taxi service in the
not too distant future. Also, Tesla’s energy storage and solar businesses, which have been growing strongly from a
lower base, principally have enormous potential to create additional value for the company.
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For instance, true to its mission to “accelerate the world’s transition to sustainable energy” Tesla’s newly formed
subsidiary Gambit Energy Storage LLC has quietly been building a large battery energy storage system in Texas
that could help alleviate some of the recent issues going forward. Given that the energy business is collectively
bigger than the automotive industry, there is ample opportunity for growth.
Apple posted solid quarterly results. Revenue and profits reached all-time highs with all categories growing by
double-digits, led by a 30% increase in wearables and 24% year-over-year growth in services, but sold off on a
cautious outlook which overshadowed the better than expected results. The price decline was part of a broader
sell-off in momentum stocks that had previously performed very well.
Orsted, the world’s No. 1 developer in the rapidly growing offshore wind market which has been ranked the world’s
most sustainable energy company for a third year in a row, pulled back by about 20% after nearly doubling the year
before. As a first mover, Orsted has been a beneficiary of an increasing number of nations that have pledged to
net-zero emissions, with offshore wind viewed as a crucial technology to help achieve those ambitious climate
goals. BloombergNEF estimates cumulative installations to reach about 206 gigawatts (GW) by the end of the
decade, a 19% CAGR from 2020. The company plans to install 15 GW (from 7.5 GW in 2020) of offshore wind
power capacity by 2025 (for context, 1 GW can power about 300,000 homes and requires about 430 utility-scale
wind turbines). Orsted’s onshore wind-capacity target of 5GW by 2025 coupled with new solar plants should
increase its share of green power in its generation mix to 99%. The company is targeting a 20% EBITDA growth
CAGR from wind and solar over the next 3 years.

Singularity Sectors: Top performing Singularity Sectors in Q1 were Space and 3D Printing (both +6.6%) driven by
strong returns from Caterpillar (CAT US, +28.1%), KLA (KLAC US, +28.0%), ASML (ASML NA, +25.0%), and
Advantest (6857 JT, +17.7%). In a reversal of recent trends the worst performing Singularity Sector was New
Energy (-7.6%) where gains in Cummins (CMI US, +14.7%) and Total (FP FP, +12.2%) where more than offset by
losses in Tesla (TSLA US, -5.4%), Orsted (ORSTED DC, -19.8%), Nio (NIO US, -20.0%) and Neste Oyj (NESTE
FH, -25.8%).
Top Q1 Contributors by Singularity Sector

Source: Bloomberg, TSG
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Singularity Stocks: Best performing stocks for the quarter in terms of absolute performance were Evolution
Gaming (EVO SS, +45.1%), Deere & Co (DE US, +39.4%), Intel (INTC US, +29.2%), Bank of America (BAC US,
+28.3%), Caterpillar (CAT US, 28.1%), KLA (KLAC US, +28.0%), 10X Genomics (TXG US, +27.8%), NXP
Semiconductors (NXPI US,+27.0%), Moderna (MRNA, +25.4%), and ASML Holding (ASML NA, +25.0%).
Deere & Company, a leading manufacturer of equipment and machinery for the agriculture, construction, forestry,
consumer and commercial markets has been profiting from strengthening construction markets and improving
farm fundamentals and sentiment. The company lifted its earnings guidance above analyst estimates. With
agriculture equipment sales still far below prior peaks and pent-up demand for fleet replacement, the company is
well positioned to profit from a stronger economy. Their machinery used in large-scale farming, for example, packs
loads of technology and is highly mechanized with integrated precision technologies like telematics, guidance,
motion control and machine vision. For instance, the technology used for seeding includes sensors that help
ensure uniform distribution of seeds and alert in case of unusual reductions. Or, sprayers have inbuilt advanced
camera and nozzle-control technology to spray only emerged weeds for more cost-effective usage. Their
Operations Center farm management system allows farmers to improve each step of the process from field
preparation, planting, application, to harvesting, using the data generated along the way from connected devices
to improve efficiency.
Caterpillar was another stock that performed strongly on the back of improving global growth prospects and
accelerated demand in the construction and mining markets. Its global scale, reduced dealer inventories,
improving commodity prices, and potential infrastructure stimulus bode well for the company going forward.
Caterpillar has continued to innovate over the years. For example, it has developed fully autonomous mining
trucks in pursuit of safer, more efficient operations which can work around the clock, choose the most efficient
routes possible, and contribute to automating a crucial part of the mining process. Its drone technology uses
overlapping GPS-enabled photographs to create high-density terrain maps. This information can be used to create
site maps, monitor project progress or track material. Such terrain maps can then be transformed into machine
control and guidance programs. Caterpillar also has a continued focus on additive manufacturing, giving
customers the ability to get 3D-printed service parts and manufacturing tools where the supply chain has been
interrupted or to decrease downtime. Within additive manufacturing, surface engineers develop thermal spray
coatings, advanced cladding, and thin film coatings. This allows them to impart high performance surface
characteristics on targeted components to provide enhanced resistance to abrasion, corrosion and temperature.
The company recently concluded the NASA 3D-Printed Habitat Challenge, a competition which incentivized
innovators to come up with new ways to design and print a habitat that could be used for deep space exploration,
including NASA’s journey to Mars. It’s long-standing relationship with NASA goes all the way back to Neil
Armstrong’s walk on the moon. The relationship has brought forward technological advancements in robotics,
semi-autonomous and remote-control operator stations for equipment - and now 3D printing.
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MARKET CONTEXT
Summary
The rise in global long-term bond yields has led to a significant sector rotation from lockdown beneficiaries to
cyclicals and from growth to value.
The magnitude of the drawdown in the underperformance of growth stocks vs value stocks of approximately
-20% at the end of the first quarter appears as rather regular in the historic context. We don’t see a repeat of
a continued substantial deepening of the sell-off akin to the post Dotcom Bubble period.
Beyond the cyclical rise in rates which has disproportionately benefited value stocks, it seems rather unlikely
that yields will be sustainably higher by a couple of hundred basis points in the longer-term given structural
headwinds including elevated levels of debt in the system, ageing populations and a decrease in labor force
participation growth rates.
The ongoing cyclical normalization trade gives strategic investors better entry points into innovative highquality growth companies which can thrive in a highly competitive market environment of lower economic
growth by taking market share from complacent competitors, as the centennial trend of declining real rates at
some point resumes.
Equity valuations need to be viewed in the context of the interest rate environment. Through this lens, current
valuations don’t look cheap but fair and in line with their 20-year average.

Bond Yields and Sector Rotation
Global long-term bond yields, especially in the US, have been on a tear since mid-February on optimism around an
economic growth rebound and lurking cost inflation. The move was initially driven by a sharp increase in real yields,
followed by higher inflation expectations. On a YTD basis, 10-year nominal yields increased by +83 bp in the US,
+66 bp in the UK, +28 bp in Germany and +81 bp in Australia, while in China and Japan they are only marginally
higher (+5 bp and + 7 bp respectively). The focus on the swift increase in yields comes at no surprise as interest
rates are essentially the glue that hold the financial system together.
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Change in US 10-Year Yield Components During Q1

Source: Bloomberg, TSG

Since then, there has been a significant reversal of post-Covid sector and factor trends. Industries which had been
in the doldrums such as banks (-9% in 2020, +23% YTD), oil and gas (-26% in 2020, +24% YTD), airlines (-28% in
2020, +24% YTD), or real estate development (-3% in 2020, +8% YTD), which are also typically associated with
value sectors, have taken over market leadership. On the other hand, lockdown beneficiaries and stay-at-home
industries and stocks which are typically found in areas of strong secular growth, such as health tech (+131% in
2020, -15% YTD), software (+60% in 2020, 0% YTD, internet retail (+76% in 2020, -3% YTD), life sciences (+46%
in 2020, +2% YTD) and entertainment (+52% in 2020, +1% YTD) have suffered on a relative basis along with a
rise in global bond yields, and consequently higher discount rates for equities.
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Industry and Sector Performance 2020 vs Q1 2021 (Bloomberg Developed Markets Index)

Source: Bloomberg, TSG

While higher “risk-free” rates provide a headwind for equities through higher risk premia at first glance, if driven at
least in part by a stronger economy, it also means that good companies will be able to grow their topline at a higher
rate as well. If they are able to efficiently manage their cost base and pass on higher input costs they could also
increase their margins in addition. All else equal, younger firms will be affected more negatively by higher rates than
more mature ones because they derive a greater share of their value from future growth. Consequently, high growth
firms, especially younger and less mature ones, have been the stereotype laggards in this market and have traded
with a strong negative correlation to yields.
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Correlation of US 10-Year Yields with Nasdaq Composite

Source: Bloomberg, TSG

However, because mature businesses on average tend to have higher levels of debt and can more often be found in
the value category trading at lower multiples, significantly higher rates by a couple of percentage points beyond the
current magnitude would eventually prove disastrous, as serving elevated debt loads becomes unsustainable.
Moreover, if borrowers started to default on their debt, bondholders and creditors would suffer alongside, putting the
entire system at risk. As Paul Krugman once put it: “Debt is one person’s liability, but another person’s asset”.
Indeed, one could even conclude that the accumulated debt mountain in our economy necessitates lower rates and
that asset holders in general have little interest in a sustained interest rate increase in order to protect their wealth.
Thus, while the expected post-pandemic economic pickup in real activity and spending is a healthy bounceback, a
move into a higher interest rate regime seems rather unlikely. In any case, an investment into innovative and efficient
companies with healthy balance sheets and large and growing addressable markets that thrive in a technology
driven economy should continue to be good structural investments.
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The Value vs Growth Debate
The value style has enjoyed a significant rally pretty much since Pfizer announced its vaccine in early November
last year. This is good news. Considering how badly it performed vs growth since the global financial crisis (GFC)
the bounce should be interpreted as a positive sign that market health is improving as the recovery is broadening
out. At the same time, if the prevailing structural headwinds to economic growth have not suddenly disappeared,
the ongoing cyclical normalization trade gives strategic investors better entry points into quality growth companies
over the coming months.

Value vs Growth: Fama-French High-Minus-Low Factor Performance

Source: Kenneth R. French

As discussed above, since mid-February we’ve seen a large sector and style rotation triggered by the rise in bond
yields. Previously unloved value stocks are making a big comeback as prospects for a comeback of the real
economy look increasingly bright. Staunch value investors who have faced a rather difficult environment over the
last 15 years or so have been on the rise recently. Is this now finally the anticipated turning point which marks the
end of an extended phase of growth outperformance and the beginning - or rather continuation - of a new era of
value dominance? In the long-run, we think not. What’s more, the rally has taken value stocks into overbought
territory. Naturally, coming out of an artificially induced lockdown of the global economy, there will be a strong
bounceback in nominal growth and inflation in 2021 and 2022 given basis effects. However, this is likely to prove
transient as structural drivers of a lower growth and inflation environment remain in place.
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Average Nominal Growth and Inflation Rates vs Value/Growth Style Performance

Source: World Bank, Bloomberg, Fama-French, TSG

World nominal GDP growth was very strong on average from 1960 to 2007, averaging 8.4%. The second half of the
20th century was a prosperous period supported by a number of tailwinds including an unprecedented increase in
working population, improving medical conditions, an increase in life expectancy, a rising middle class, a boost in
labor force productivity, globalization, automation and relatively cheap fossil fuels. Furthermore, the financialization
of the economy since the 1980s led to increasing debt levels for governments, corporates and households, pulling
forward investments, consumption and future growth. Also, a lack of digital disruption meant that traditional
business models were able to thrive, leading to an extended period of competitive stability in established industries.
US nominal GDP grew by an average of 7.3% with core inflation averaging 3.7%.
While this vibrant environment at the time was seen as the new normal, in a historic context these growth rates are
extraordinary and highly abnormal. In fact, world nominal GDP growth is estimated at 0.5% p.a. from 1700-1820,
1.5% p.a. from 1820-1913, and 3.0% p.a. from 1913-2012¹. Going back even further, over the last 7 centuries, real
rates, i.e. the difference between nominal growth rates and inflation, have been in an overall downtrend². If history
is any guide, it seems rather unlikely that interest rates will be sustainably higher in the future, especially with
current levels of debt in the system. But what we’ve also learned is that in the short-term this may well be the case.

¹http://piketty.pse.ens.fr/files/capital21c/pdf/T2.1.pdf
²See for example https://bankunderground.co.uk/2017/11/06/guest-post-global-real-interest-rates-since-1311-renaissance-roots-and-rapid-reversals/
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Long-run Trends in Real Rates

Source: Bank Underground

During this aberrant period of high growth from 1961 to 2007, value stocks in the US outperformed growth stocks
by an average of 6.3% per annum as measured by the Fama-French High-Minus-Low (HML) equity style factor,
which is typically used to analyze long-term value vs growth performance³. During this period the average business
was able to grow at a healthy pace in line with nominal GDP. However, as can be seen in the chart above, from
2008 to 2020 post GFC, nominal growth and inflation rates have dropped significantly. Importantly, the FamaFrench HML factor posted a negative return of -6.1% per annum over this period, meaning that growth stocks
strongly outpaced value stocks.
Traditional value stocks are typically found in businesses which rely heavily on the overall economy. When nominal
GDP growth is strong, average business growth rates are strong too. In addition, a company’s bottom line can be
boosted by taking on operational and financial leverage, creating a strong earnings trajectory when things go well. It
is precisely such names in sectors like energy, banking, physical retail, transportation or traditional manufacturing
that have been rebounding strongly recently based on the reflation thesis in the wake of a vaccine-supported
reopening of the global economy.
However, when economic growth is low and competitive pressures abound, such businesses, particularly those
who fail to innovate, often struggle and fail to preserve capital when it is most needed. There are principally two
ways a company can grow: 1/ by participating in the growth of the economy, and 2/ by taking market share from
competitors based on a superior and/or more innovative offering. In a low growth environment, such as the one we
have been in for the last 15 years or so, the second factor has become ever more important. Moreover, the market
assigns P/E multiples to companies based on its perception of how and if companies can grow their earnings in the
future. Should that ability be put into question, multiples may compress and vice versa.

¹http://piketty.pse.ens.fr/files/capital21c/pdf/T2.1.pdf
²See for example https://bankunderground.co.uk/2017/11/06/guest-post-global-real-interest-rates-since-1311-renaissance-roots-and-rapid-reversals/
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Cumulative Performance of Growth Minus Value

Source: Bloomberg, TSG

Interestingly, since 1978 based on data availability of Russell indices, growth did not underperform value in the US
as measured by the Russell 1000 Value and Growth indices⁴, whereas on a global basis it underperformed from
1975 to 2007 according to MSCI World Value and Growth indices, with a swift reversion in the runup to the Dot-com
bubble and subsequent retracement thereafter until a turning point at the end of 2007. Note that this result is
different from the Fama-French HML factor above, which buckets firms solely based on P/B ratios. Cumulative
performance of growth vs value can clearly exhibit wild swings over time, to the extent of a -60% drawdown in the
US in the aftermath of the Internet Bubble burst in 2000. Barring a repeat of events, which seems rather unlikely in
the current environment in our view, periodical drawdowns of 15-20% in the growth minus value time series such as
the current episode appear rather ordinary in the bigger picture.
Underwater Chart of Growth Minus Value

⁴The Russell 1000 Growth Index measures the performance of those companies with higher P/B ratios and higher forecasted growth values and vice versa for
the Russell 1000 Value Index.
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Going forward there remain a number of challenges and headwinds to interest rates beyond the short-term reflation
trade which include high and growing levels of debt, a continued rise in inequality, ageing populations and a
decreasing labor force participation growth rate. Technological progress in areas such as artificial intelligence,
robotics or cloud computing will continue to act as a disinflationary force by creating more for less, keeping a lid on
rates.
Of course, the risk of short-term inflationary shocks is real, especially in the US where the seeds perhaps are
currently being sown by the massive fiscal packages and a central bank that has vowed to be more tolerant of
higher inflation, albeit the output gap is still significant. This comes on top of a rebound in energy inflation, tax
changes and supply chain disruptions. Inflation will, however, likely fall back again in most places after that. More
generally, unless you want to blow up the economy, the old recipe of fighting inflation with higher rates may no
longer be viable. Against this backdrop it seems rather hard to make a case for structurally higher interest rates,
and by the same token for a sustained outperformance of value.
So while growth rates are likely headed higher in the near-term, the corporate landscape is likely to remain highly
competitive on a longer time scale. While cyclical firms with higher financial gearing (typical value stocks) will profit
from a strong reflation of the economy in the short to medium term, high quality growth companies that can grow
their business above and beyond the economic base rate by taking market share and disrupting new industries will
continue to belong to the structural winners of tomorrow, and we would argue that such companies should form a
strategic basis of any equity portfolio.

Equity Valuations
Markets finished the first quarter at or near all-time highs which has many market participants worrying about
whether we are - or continue to be - in a bubble. The current P/E ratio for the MSCI ACWI and the S&P 500 at the
end of March was 32 for both indices. The forward P/E ratio for the S&P 500 was 23. In historical context this is
on the higher end and markets therefore look expensive in a historical context. However, judging absolute levels
of valuations solely based on history without taking into account the prevailing interest rate environment falls
short, as rates are to investing as gravity is to earth.
US Equity Risk Premium

Source: Bloomberg, TSG
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The yield on 10-year treasury notes in the US stood at 1.74% at the end of the quarter. This compares to an
earnings yield for the S&P 500 of 4.4% based on forward earnings, resulting in an equity risk premium of 2.6%.
While this doesn’t sound cheap it is also not expensive compared to a historical average of 1.7% since 1990.
Compared to its 20-year average of 3% the current reading is roughly in line. The same observation can be made
by looking at cyclically adjusted (based on 10-year averages) real earnings yields and comparing them with real
yields. Robert Shiller coined this the Excess CAPE⁵ Yield which currently stands at 3% vs a 20-year average of
3.2%.
During the 1990s the earnings yield averaged 6%, compared with an average yield on the 10-year note of 6.6%.
Today’s earnings yields are similar to the late 1990s during the runup to the Dotcom Bubble. However, during that
time 10-year yields averaged 5.5% for an average equity risk premium of less than -1%. Assuming a yield of 2%,
US stock prices would have to be more than double current levels to collapse the equity risk premium to zero. In
other words, stocks are still significantly cheaper than they were then. Without any further multiple compression,
global stocks should be able to deliver 4-6% p.a. based on historical EPS growth rates for years to come. This is
not mouthwatering but it’s reasonably attractive given the environment. Against this backdrop you’ll want to think
about investing in innovative and competitive companies that can take market share to be able to achieve superior
long term returns in excess of market performance.

⁵CAPE is an abbreviation for Cyclically Adjusted Price/Earnings
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PORTFOLIO CONTEXT
Singularity Value and Growth Carve-Outs
When it comes to our portfolio, we are relatively agnostic to the value vs growth debate as we focus on neither
per se. Rather, we are interested in finding companies with revenue exposure to exponential innovation. While
this quest naturally gravitates towards companies with strong growth profiles, our portfolio will also have exposure
to numerous value stocks in highly innovative areas. For instance, in the cyclical Industrials and Materials sectors
we hold a number of value stocks which are linked to our Robotics, 3D Printing, Advanced Materials, Space, and
New Energy sectors, including companies such Caterpillar [CAT US], 3M [MMM US], Deere & Co [DE US],
Ametek [AME US], BASF [BASF GY], Dupont [DD US], or Sika [SIKA SW]. These are not companies that are
typically found in growth funds.
Below we take a deeper look at the market cap weighted value and growth carve-outs of the Singularity Index. To
determine which stocks in the index are categorized as value and growth, we match them with the members of
regional and global value and growth indices based on point in time data. Since inception, the Singularity Index
has traded between its growth and value carve-out portfolios with betas of 0.57 and 0.43 respectively over the last
3 years. In other words, the strategy had a relatively balanced exposure to both growth and value names. Over
the last 12-month period the strategy’s sensitivity has shifted more towards growth with a beta of 0.70 while the
beta to value has decreased to 0.30.
Cumulative Performance of Singularity Value and Growth Carve-outs vs MSCI Value and Growth

Source: Nasdaq, Bloomberg, TSG
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Since inception, the Singularity Value carve-out outperformed the MSCI World Value Index by approximately 18
percentage points while the Singularity Growth carve-out outperformed the MSCI World Growth Index by over 33
percentage points as at the end of March 2021. On a year-to-date basis, both the value and growth carve-out
portfolios are performing roughly on par with their benchmarks (+9% for value, +2% for growth) as of March 31.
Historical Performance of Singularity Value and Growth Carve-outs vs MSCI

Source: Bloomberg, TSG
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SINGULARITY SMALL & MID
At TSG we have a unique investment methodology screening for innovation in application. So far, this approach
has been investable in the form of our flagship product, the Singularity Fund. With three years worth of experience
in innovation screening and a successful track record across sectors, regions, and market cap ranges, we are
excited to announce the launch of a new investment vehicle which we call “Singularity Small & Mid”, structured as a
UBS Actively Managed Certificate. Launch date will be May 10, 2021. Please get in touch if you are interested to
learn more.
Singularity Small & Mid is a global portfolio of 100 stocks which comprises highly innovative companies within the
$1bn to $35bn market cap range. Only top quintile Singularity Score names per GICS sector will be included while
applying the same limits to liquidity, sector weights and maximum position weights as in the Singularity Fund. 92%
of the portfolio’s weights are non-overlapping with the Fund, making it both an interesting stand-alone portfolio as
well as an ideal complement.
Performance Backtest Singularity Small & Mid

Often, small and mid cap portfolios contain higher risk companies with poor profitability and return on capital, as
well as burdened debt profiles. The Singularity Small & Mid strategy, on the other hand, invests in companies with
existing revenue in key technology areas where innovation is happening. As such, it selects for strong revenue
growth (21% 5-year CAGR), and strong profitability vs typical small/mid cap portfolios (>10%).
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Portfolio Characteristics Singularity Small & Mid

Source: Bloomberg, TSG
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