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Farewell to Risk On - Risk Off

The tendency towards strongly positive or negative correlations between markets that was associated
with the financial crisis and its aftershocks has unwound. Condifions have normalised.

Chart 1: 60 day moving average of the 20 day correlation between daily percentage price changes
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In the past 12 months:

Correlations have generally converged between -0.40 and +0.40 which is a return to pre
financial crisis conditions. Between 2007 and 2012 the range was covered by -0.80 to +0.80.

Correlations have regularly spiked but not to the levels of previously, the spikes have not

persisted and readings have subsequently converged back into a tighter range than
previously.

General Implications for Trading and Portfolio Construction
Other things being equal, relative to the 2007 — 2012 period:

The benefits of portfolio diversification are re-asserting themselves. A portfolio can hold more
positions for the same level of risk.

Short term price moves during periods when correlations flare up should be countered.

An optimum frading strategy is likely to involve longer frade holding periods and lower portfolio
turnover.
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PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS The information contained within this document is for information
purposes only and is subject to change without notice. It is not an invitation to buy or sell a particular financial product or service and it should
not be regarded as such. Three Rock Capital Management Limited (TRCM) does not represent that the information contained here-in is
complete, fair or accurate. The opinions and views expressed are those of the creator and may not reflect those of TRCM. Futures are risky
and leveraged financial instruments and should only be considered by investors who fully understand the risks and potential losses involved.
Past performance figures contained in this document are not necessarily indicative of future results. This document should not be supplied,

presented or distributed to retail investors. It should not be redistributed, supplied or presented in jurisdictions where the investments described
may be restricted or prohibited by law and TRCM cannot accept any responsibility for such actions.

Three Rock Capital Management is regulated by the Central Bank of Ireland. The firm is registered with the CFTC as a CTA and a CPO and is a
member of the NFA.
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