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INSIGHT SERIES

THE NEED FOR DYNAMIC DIVERSIFICATION

The market environment during 2022 highlighted many uncertainties and the importance of "expecting the

unexpected." Here, we show how market conditions and correlations can evolve rapidly. As market dynamics

continually change, strategies that can dynamically manage portfolio risk and diversification when market

correlations increase will continue to be important when constructing a portfolio resilient to changing

market conditions.

Above, we show the evolution of short-term market correlations over the course of 2022 for 55 of the most
liquid markets traded by Graham's quantitative strategies. We contrast this with the pair-wise correlations of
the underlying positions held by Graham's Quant Macro strategy, which actively seeks to maintain a
diversified portfolio across all market conditions. Here, we see that even in the face of a highly correlated
market environment (left, shown as orange and red in the heat map), with active risk management and
thoughtful portfolio construction, we can diversify exposure and maintain low to negative correlations across
the portfolio (right, shown as green and blue in the heatmap). Note that position correlations vary by fund.
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Correlations are not static and can significantly change the risk profile of a portfolio. Sharp changes can be
missed by relying purely on longer-term correlations. For example, as shown below, in H1 2022 bonds were often
positively correlated to equities when longer-term correlation measures would suggest they were negatively
correlated. As correlations shift and markets do not necessarily behave independently of one another, material
diversification can be difficult to achieve without active risk management and thoughtful portfolio construction.
Incorporating a range of mathematical and statistical techniques to create reliable shorter-term estimates of
correlation (and volatility) can help to manage risk under these circumstances.

Graham's Approach
Graham's strategies use an active approach to diversification to strategically manage risk in a wide range of
market conditions. The application of a disciplined risk management process is a cornerstone of the firm's
overall investment philosophy and a key consideration in the firm's multi-strategy approach to portfolio
construction.

Our quantitative strategies continuously monitor correlation and volatility across markets traded to maintain a
balanced portfolio at all times. Graham's proprietary quantitative portfolio construction process utilizes short-
term cross correlations of markets and sectors to actively diversify exposure and control portfolio risk. We use a
range of advanced statistical techniques that allow for stable estimates of covariance with a short lookback
window, with the goal dynamic risk management vis-à-vis more accurate estimates of contemporary market
volatility and correlation. This is particularly beneficial in markets where correlation and volatility are themselves
prone to shorter-term changes.

Meanwhile, Graham's discretionary portfolio managers trade tactically and have the ability to react dynamically
to sharp market moves, with the goal of capturing long-term thematic opportunities while mitigating the risk of
short-term market disruptors. Risk is reviewed in real-time in the context of prevailing market conditions. For
example, in the lead up to Brexit, the range of potential market outcomes were vast and varied. Graham's
portfolio managers followed the market developments, shifting underlying themes or instruments traded to
express their views. Graham's Risk Committee, which meets daily to review a variety of quantitative and
qualitative measures, analyzed various proprietary measures of Brexit preparedness, including a set of stress
tests customized for a range of Brexit scenarios, as well as correlation analysis, PM liquidity surveys, position
concentration, and VaR analysis, among other measures reviewed daily. Firm-mandated risk limits on
discretionary strategies include volatility targets, strict drawdown limits, and customized stress test and position
limits for specific strategies.
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Graham's Approach (cont’d)
The unique synergies between Graham's quantitative and discretionary businesses allow the firm to actively
manage risk on a multi-dimensional scale across all our offerings. Daily Investment Committee meetings, real-
time risk and performance monitoring, and a leading technology and operational infrastructure enable a
powerful combination of human expertise and innovative, repeatable investment processes to help navigate
changing market conditions.

Source of data: Graham Capital Management (“Graham”), unless otherwise stated

This document is neither an offer to sell nor a solicitation of any offer to buy shares in any fund managed by Graham and should not be
relied on in making any investment decision. Any offering is made only pursuant to the relevant prospectus, together with the current
financial statements of the relevant fund and the relevant subscription documents all of which must be read in their entirety. No offer to
purchase shares will be made or accepted prior to receipt by the offeree of these documents and the completion of all appropriate
documentation. The shares have not and will not be registered for sale, and there will be no public offering of the shares. No offer to sell (or
solicitation of an offer to buy) will be made in any jurisdiction in which such offer or solicitation would be unlawful. No representation is given
that any statements made in this document are correct or that objectives will be achieved. This document may contain opinions of Graham
and such opinions are subject to change without notice. Information provided about positions, if any, and attributable performance is
intended to provide a balanced commentary, with examples of both profitable and loss-making positions, however this cannot be
guaranteed.

It should not be assumed that investments that are described herein will be profitable. Nothing described herein is intended to imply that an
investment in the fund is safe, conservative, risk free or risk averse. An investment in funds managed by Graham entails substantial risks and a
prospective investor should carefully consider the summary of risk factors included in the Private Offering Memorandum entitled “Risk
Factors” in determining whether an investment in the Fund is suitable. This investment does not consider the specific investment objective,
financial situation or particular needs of any investor and an investment in the funds managed by Graham is not suitable for all investors.
Prospective investors should not rely upon this document for tax, accounting or legal advice. Prospective investors should consult their own
tax, legal accounting or other advisors about the issues discussed herein. Investors are also reminded that past performance should not be
seen as an indication of future performance and that they might not get back the amount that they originally invested. The price of shares of
the funds managed by Graham can go down as well as up and be affected by changes in rates of exchange. No recommendation is made
positive or otherwise regarding individual securities mentioned herein.

This presentation includes statements that may constitute forward-looking statements. These statements may be identified by words such as
"expects," "looks forward to," "anticipates," "intends," "plans," "believes," "seeks," estimates," "will," "project" or words of similar meaning. In
addition, our representatives may from time to time make oral forward-looking statements. Such statements are based on the current
expectations and certain assumptions of GCM’s management, and are, therefore, subject to certain risks and uncertainties. A variety of factors,
many of which are beyond GCM’s control, affect the operations, performance, business strategy and results of the accounts that it manages
and could cause the actual results, performance or achievements of such accounts to be materially different from any future results,
performance or achievements that may be expressed or implied by such forward-looking statements or anticipated on the basis of historical
trends.

Tables, charts and commentary contained in this document have been prepared on a best efforts basis by Graham using sources it believes to
be reliable although it does not guarantee the accuracy of the information on account of possible errors or omissions in the constituent data
or calculations. No part of this document may be divulged to any other person, distributed, resold and/or reproduced without the prior
written permission of Graham.
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