e

A RT E M I S CA P I TA L M A N A G E M E N T |_ P For Investment Professional Use. Not for Distribution

Unauthorized Reproduction Prohibited

Volatility and the Allegory of the Prisoner’s Dilemma
Volatility & Tail Risk Summit — London, April 16" 2015
Christopher Cole, CFA

Littlefield Building
106 East 6" Street, Suite 650

Austin, TX 78701

Phone (512) 467-4735 @ CAPITAL MANAGEMENT

info@artemiscm.com

“Allegory of the Prisoner’s Dilemma” by Andy Diaz Hope & Laurel Roth. Reproduced with permission of artists. Unauthorized reproduction prohibited.



“The only thing
that will redeem
mankind is
cooperation”

Bertrand Russell

“Allegory of the Prisoner’s Dilemma” by Andy Diaz Hope & Laurel Roth. Reproduced with permission of artists. Unauthorized reproduction prohibited.
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“Peace is not the
absence of
conflict”

Dorothy
Thompson

CAPITAL MANAGEMENT

VININTTIQ S,4INOSIdd FHL 40 AHODITIY JHL ANV ALITILVIOA

uonnquasig 10§ 10N

STOZ Hwwns sty (101 9 A|1DJOA



Volatility and the Allegory of the Prisoner’s Dilemma

Investors are trapped in a Prisoner’s Dilemma

Global central banking “arms race” to fight deflation has trapped
investors in an equilibrium of excessive risk, debt, and false prosperity

Volatility is the only real asset class
Most active management strategies are short volatility in sheep's clothing
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Volatility is your only escape from the Prisoner’s Dilemma

Hedge unknown unknowns and sell known unknowns
Global Macro Straddle + Asset Beta
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two purely rational entities may not cooperate, even if it is in their best
interests to do so

Global central banks are in an arms race of devaluation resulting in
suboptimal outcomes for all parties and greater systemic risk
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Volatility in the Prisoner’s Dilemma
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Prisoner's Dilemma - Forced to Take Excessive Risk
Yields on UST Bonds, Investmgnt Grade Corporate, High Yield, ang Short Volatility
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State Pension Nominal Return Assumption (7-8%)

=m\/0latility Yield % (sell 1yr SPX Put/-10% discount) —US Gov 10yr %
===High Yield Bonds % (BofA Merrill High Yield Master ll)  ===|nvestment Grade Corporate %
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Volatility and Asset Prices in the Prisoner’s Dilemma 2
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Exchanges short term equilibrium for longer term tail risk =
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Volatility in the Prisoner’s Dilemma

Total Debt-to-GDP by Country & World
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400% UNFORTUNATELY WE NEVER DE-LEVERED!
US PUBLIC AND PRIVATE DEBT AS % OF GDP
350% m Public Debt Share % (lhs) & Private Debt Share % (lhs)
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Volatility in the Prisoner’s Dilemma

Is global deflation an economic or a demographic phenomenon?

Global Inflation by Country (YOY%) and World Population Growth (YOY%)
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VOLATILITY AND THE ALLEGORY OF THE PRISONER’S DILEMMA Volatility & Tail Risk Summit 2015

Not for Distribution
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Volatility is the Only Real Asset Class

In the real world... there are two asset classes... long and short volatility

What you think you are What you actually are
investing in
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WHEN DOES PORTFOLIO #1 turn into PORTFOLIO #2?

1. Deflationary collapse followed by financial repression and negative real
rates and/or;

2. Historical correlation (negative correlation) between equities and bonds
breaks down rendering traditional diversification useless
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Volatility is the Only Real Asset Class

Changing Correlations Between Fixed Income and Equity Prices

Inconvenient Truth for Modern Portfolio Theory

0.8 Bonds do not always move opposite Stock Prices
Relationship between 10yr UST Yield and Domestic Equity Earnings Yield

o 3-year rolling correlation (monthly data) - 1885 to 2015
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Volatility is the Only Real Asset Class

Cross-Asset Volatility

Rolling 12-month volatility adjusted by 30 year standard deviations / surface graph
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What Will be the Outcome of the
Economic Prisoner’s Dilemma?

Source: The Tower of Babel / Pieter Bruegel the Elder

.

3
ARTEMIS

CAPITAL MANAGEMENT

VININTTIQ S,4INOSIdd FHL 40 AHODITIY JHL ANV ALITILVIOA

uo1Nq11sia 40f 10N

STOZ Hwwns ysty (101 ® A3|110]0/



VOLATILITY AND THE ALLEGORY OF THE PRISONER’S DILEMMA Volatility & Tail Risk Summit 2015

Not for Distribution
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Volatility is your Only Escape from the Prisoner’s Dilemma

GLOBAL MACRO STRADDLE + BETA

Global Investor Portfolio Returns
20% - Deflation vs. Hyperinflation vs.

ng Volatility Long VgJé
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One Year Gain/Loss % in Asset

§

Note: Artemis created a model to simulate the behavior of the equity returns, volatility movement, and “greek” sensitivities of options. Volatility simulations are expected to represent real potential scenarios but there is ARTEMIS

no guarantee as to accuracy of the model. CAPITAL MANAGEMENT




Volatility is an Instrument of Truth
Regardless of how it is measured volatility reflects the difference between the

world as we imagine it to be and the world that actually exist
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One Last Thing...
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Artemis Capital Management — Contact Information

Artemis Capital Management, L.P.
106 East 6t Street, Suite 650
Austin, TX 78701
info@artemiscm.com
www.artemiscm.com

Christopher Cole, CFA
CIO and Founder
(512) 467-4735 phone
c.cole@artemiscm.com

Key Information/ Biography

Christopher Cole, CFA
Managing Partner & Portfolio Manager / Artemis Capital Management LP

Christopher R. Cole, CFA is the founder of Artemis Capital Management LLC. Mr. Cole’s core focus is
systematic, quantitative, and behavioral based trading of volatility derivatives. His decision to form a fund
came after achieving proprietary returns during the 2008 financial crash trading volatility futures. Mr. Cole's
research letters and volatility commentaries were influential in derivatives circles and thereafter widely
referenced and quoted by the mainstream financial media, academic, and institutional asset management
communities. He previously worked in capital markets and investment banking at Merrill Lynch. During his
career in capital markets and pension consulting he structured over $10 billion in derivatives and debt
transactions for many high profile issuers. Mr. Cole holds the Chartered Financial Analyst designation, is an
associate member of the NFA, and graduated Magna Cum Laude from the University of Southern California.
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Legal Disclaimer

THIS IS NOT AN OFFERING OR THE SOLICITATION OF AN OFFER TO PURCHASE AN INTEREST IN ARTEMIS VEGA FUND,
L.P. (THE “FUND”). ANY SUCH OFFER OR SOLICITATION WILL ONLY BE MADE TO QUALIFIED INVESTORS BY MEANS
OF A CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM (THE “MEMORANDUM”) AND ONLY IN THOSE
JURISDICTIONS WHERE PERMITTED BY LAW. AN INVESTMENT SHOULD ONLY BE MADE AFTER CAREFUL REVIEW OF
THE FUND’S MEMORANDUM. THE INFORMATION HEREIN IS QUALIFIED IN ITS ENTIRETY BY THE INFORMATION IN
THE MEMORANDUM.

AN INVESTMENT IN THE FUND IS SPECULATIVE AND INVOLVES A HIGH DEGREE OF RISK. OPPORTUNITIES FOR
WITHDRAWAL, REDEMPTION AND TRANSFERABILITY OF INTERESTS ARE RESTRICTED, SO INVESTORS MAY NOT HAVE
ACCESS TO CAPITAL WHEN IT IS NEEDED. THERE IS NO SECONDARY MARKET FOR THE INTERESTS AND NONE IS
EXPECTED TO DEVELOP. NO ASSURANCE CAN BE GIVEN THAT THE INVESTMENT OBJECTIVE WILL BE ACHIEVED OR
THAT AN INVESTOR WILL RECEIVE A RETURN OF ALL OR ANY PORTION OF HIS OR HER INVESTMENT IN THE FUND.
INVESTMENT RESULTS MAY VARY SUBSTANTIALLY OVER ANY GIVEN TIME PERIOD.

CERTAIN DATA CONTAINED HEREIN IS BASED ON INFORMATION OBTAINED FROM SOURCES BELIEVED TO BE
ACCURATE, BUT WE CANNOT GUARANTEE THE ACCURACY OF SUCH INFORMATION.
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