Kyklos Capital

Outlook: Dealing With Dollar Risk.

“The dollar is our currency, but it’s your problem.” Former U.S. Treasury Secretary John
Connally

No. 1 on the wish-list of emerging market investors is to see a weaker U.S. dollar. Long-term,
emerging equity market returns have been positive in 65% of years when the dollar declined,
with an average +22% return, almost double that of the S&P 500. On the other hand, emerging
markets rally only 50% of years with a strong dollar, returning a meager +2.7% on average.!
Kyklos’ bottom-up investment process deals with these risks in several ways.

] Risk #1: The amount and cost of U.S. dollar debts, in local currency terms, balloon when the
dollar rises. This is true for both countries that issue sovereign bonds, and for companies that
borrow from banks or issue other debt. Kyklos’ stock-picking process generally avoids this risk
at the company level, because we specifically choose companies with low debt levels and with
high and sustainable profitability. We also like businesses that are naturally hedged against
weakness in their local currencies, such as exporters with significant revenues in dollars and
costs in local currencies, and about one-half of our portfolio has this profile. Operating margins
of such firms increase when the dollar rises, unlike emerging market firms overall. We tend to
see positive earnings surprises for these companies when the dollar is strong, and these stocks
often outperform their local markets as a result.

Risk #2: Foreign investors tend to enter or exit emerging-market positions based on the
dollar. This puts direct pressure on share prices. As emerging currencies mainly rose in 2020-21,
Kyklos outperformed small emerging & frontier markets (below). This likely reflects increasing
foreign buying, and has duly reversed so far in 2022. We therefore root for a weak dollar.
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1See https://fortune.com/2020/08/08/us-dollar-usd-weak-investing-advice-coronavirus-covid-investors/ .
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The Dollar is Mighty Expensive
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The good news is that a weak dollar may be ahead of us. The dollar’s upward rip from “cheap”
levels just one year ago leaves it looking “expensive” once again, well above one standard
deviation above its long-term average value (above). As a timing tool it remains unpredictable,

but we look forward to having the dollar as a tail-wind instead of head-wind to our
performance, in coming periods.

Charlie Gushee
May 1, 2022

1350 Avenue of the Americas
2nd Floor

New York, NY 10019

t: 646.738.8078
cgushee@kykloscapital.com
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IMPORTANT DISCLOSURE INFORMATION This information is intended solely for the addressee, for
informational purposes only, is confidential, is not intended for public use or distribution, and may not be
reproduced or distributed without the express written consent of Kyklos Capital LLC (“Kyklos Capital”) or
Charles Gushee. In addition, the positions discussed in this letter are being provided only for illustrative
purposes in order to provide examples of the idea generation, research, and investment process of
Charles Gushee. The issuers discussed in this letter do not represent all of the positions selected by
Charles Gushee in the Fund. No representation is made as to whether or if the investment ideas
represented in the positions discussed in this letter have been or will be profitable. It should not be
assumed that Kyklos Capital will be able to identify similar investment opportunities in the future or that
any such opportunities will be profitable. The information in this letter is current only as of the date
indicated, and may be superseded by subsequent market events or for other reasons. Statements
concerning financial market trends are based on current market conditions, which will fluctuate. This
information does not constitute an offering of any security, product, service or fund, including interests in
the Fund. An offer or solicitation of an investment in the Fund will only be made pursuant to a
confidential private offering memorandum (the “Private Offering Memorandum”) and other documents
of the Fund (the “Fund Documents”) in jurisdictions where permitted by law, and only the information in
the Fund Documents should be relied upon when making a decision to invest. The purchase of interests in
the Fund is speculative and suitable only for sophisticated investors for whom an investment in the Fund
does not constitute a complete investment program and who fully understand and are willing to assume
the risks involved in the Fund’s investment program. The Fund will employ certain trading techniques,
such as short selling and the use of leverage, which may increase the risk of investment loss. As a result,
the Fund’s performance may be volatile, and an investor could lose all or a substantial amount of his or
her investment. Further, the Fund has substantial limitations on an investor’s ability to redeem or transfer
its interests, and there is no secondary market for interests in the Fund and none is expected to develop.
All of these risks, and other important risks, are described in detail in the Fund’s Private Offering
Memorandum. Prospective investors are strongly urged to review the Private Offering Memorandum
carefully and consult with their own financial, legal and tax advisors before investing. This information is
not for distribution in isolation and must be viewed in conjunction with the Fund Documents as it is not
intended to be a complete description of the risks of an investment in the Fund or its investment
strategies. To the extent there is any inconsistency between this information and any of the Fund
Documents, the Fund Documents govern in all respects. Although the information contained herein is
believed to be accurate as of the letter date, Kyklos Capital and Charles Gushee do not make any warranty
regarding its accuracy or completeness, and will not accept responsibility for any errors in the
information, and undertake no obligation to update any information set forth herein. Any projections,
market outlooks, or estimates in this document are forward-looking statements based upon certain
assumptions, and should not be construed to be indicative of the actual events that will occur. Any
information regarding portfolio composition or investment restrictions are intended as examples or
guidelines which may be modified or changed by Kyklos Capital at its discretion and without notice to you.
Further, as noted in the document, all positions discussed are positions that were held in the Account,
which is intended to serve as the development account for the Fund, and such positions do not

necessarily represent the positions that will be held by the Fund.
t: 646.738.8078
cgushee@kykloscapital.com



