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Al Model Improvement Leads to Al Buildout

Slowdown?

Al advancements are not stopping: Anthropic, OpenAl, META and Microsoft have all launched new models
since September. Microsoft and Anthropic were able to make these models better than prior models at a
fraction of their prior costs.

Microsoft for example said that they trained their model at a quarter (4X better) of the compute®. Anthropic

launched Opus 5.5 which is 40% more efficient?. This model improvement was done in only 2 months.

If we keep getting fast improvement in efficiencies, the ultimate demand for additional physical compute
should slow down or potentially even decline. As an example, if we have a 10x improvement in efficiency
over the next one or two years, it is the equivalent to a 10X expansion of the physical compute in place. In
other words, expanding Al Data Centers by 10X with no improvement in efficiency or having a 10X
improvement in efficiency without spending a penny more on new Al Data Centers gives you the exact same
output. The rapid rise in efficiency adds to the list of reasons why a decline in CAPEX into SNVDA chips, SMU
memory hardware, SAMD, SDELL, $SCLS, SAVGO, etc. should happen sooner or later. Expect these Al related
stocks to do very poorly when that happens. We expect to see share price declines of 50% to 90% on average
and some companies won’t make it at all. We continue to believe OpenAl won’t be able to go public and will
ultimately be swallowed by one or more of the other players through a very disruptive restructuring. (Please

read our piece on OpenAl - Here)

The Coming Debt Reckoning

We have been talking about the excess deficits of the United States and much of the western world for years,
and now it looks like the market is seeing it too. Government interest rates slowly went higher during the
first half of the year, and in late September exploded to the upside.

Countries don’t feel the immediate impact of interest rates going higher; they feel it in the future when
refinancing their debt. Using the G7, we looked at what the interest service cost as percentage of
government revenue would be at current 10-year interest rates, as if all debt were refinanced today. We call

it pro—forma current run-rate of interest costs to current government revenue. The results are concerning:
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Debt Cost as Percent of Government Revenue
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These numbers should continue to get worse for some countries as deficits (added debt) are high for many

countries, with economic growth not keeping pace. France’s expected worsening is shown below:

France Central Government Forecast Pro Forma Run Rate
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Note: Timelo estimates, assumed 10 year interest rates as of October 6™ 2026 intraday, 1.85% GDP growth and consistent central government deficits
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There is a crisis coming for government debts. Many investors remain in denial after 40 years of lower rates

through 2020. However, we believe that each day there is a new set of investors who reach the same

conclusions we have:

e Federal Reserve Chair Kevin Warsh is against printing money except for in a crisis, so the bond
market is increasingly at the mercy of supply and demand

e Today, in the ‘good times’, deficits are too high; in any recession, deficits likely get far far worse

e There appears to be zero political will to resolve the issue of deficits being too high

e U.S. social security trust funds are expected to be insolvent by mid-2032* meaning either unpopular
benefit cuts or deeper deficits (1.2% of GDP) which adds more pressure

The impact of higher rates will roll through the economy in different ways. Broadly, today, it impacts
consumers and businesses with higher cost of borrowing, which slows the economy. Down the road, higher
debt servicing by governments requires unpleasant choices. France will be forced to make choices around
cutting spending, raising taxes or printing money (France can’t print money).

We expect a Sovereign Bond Crisis in France within 1 or 2 years. The country is known for rioting in

response to proposals for small cuts to government spending. With France unable to print money to solve its
problems, we believe that the European Union will be telling France to cut expenditures in a big way.
Remember what happened to Greece in 2011. That crisis got resolved with big government and pension cuts
along with 107 billion Euros written down (permanent loss of money). The crisis in France will be a multiple
of that since the French GDP is 12X bigger than Greece. When it happens, there likely will be massive riots
and destruction in the streets of France. The contagion to other European countries is very likely. We expect

large losses on the value of bonds and stocks across the world but particularly in Europe.

A lot of investors (especially the crowd of under 40 years of age) think buying every little dip is the easiest
thing to do. It will work until it doesn’t. As we have seen multiple times in history, stocks can decline

meaningfully and/or provide no return for a very long time.

Lost Decade for Stocks?

Lost decades for investors are when investors see low returns over 10 years, periods like 2000-2010 or 1968-
1978. Lost decades are a painful experience, and we do not think the average index investor is ready for it

after 17 successful years of buying the dip. The starting point for many lost decades is high valuations, i.e.

tech companies in 2000 and the nifty fifty in the early 1970s.
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More than 13 years to break even
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Portfolio Positioning

While the above letter may sound bearish, we see a good amount of opportunity on the long side to buy
cheap stocks with good free cash flow and importantly, growth. Names like Dutch Bros, Colliers, Extendicare

and Yum! Brands all look like they will be long-term compounders in the portfolio at a very reasonable price.

In regard to the stock markets as a whole (big index ETFs), we are likely to be in for a lost decade with high
valuation, government deficits, government debt crisis and a big Al meltdown. This is a very messy set-up
over the medium term which is very likely to lead to a long and deep bear market in our opinion. Therefore,
we also have plenty of ideas on the short side. There are a lot of bubble stocks, meme stocks and

unprofitable companies as natural places for us to find short ideas.

Since 2011 we have been bearish on the Canadian Dollar. First, it was due to commodities peaking when
SCAD was above par, then due to degradation of government policies since 2015. We are now making a 180-
degree turn. Canada is now open for business and commodity projects will flourish. Therefore, we are now
bullish on CAD. The tailwinds of commodities and an improved business environment plus our better fiscal
position are a double positive relative to challenging fiscal positions in Europe and the United States. This is a
big change from when we went on BNN calling for a 50c CAD in 2024. Link

Jean-Francois Tardif

President & Portfolio Manager
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Important Disclosures & Contact

TIMELO INVESTMENT MANAGEMENT INC.

Phone 647-725-2865

Email info@riskreward.ca
Office 372 Hollandview Trail, Suite 305, Aurora, ON L4G 0A5

Disclaimer

The information enclosed is for informational purposes only and is neither an offer to sell nor a solicitation of an offer to purchase
any security and may not be relied upon for investment purposes and may not be construed as an offering document. This
information is inherently limited in scope and does not contain all of the applicable terms, conditions, limitations, exclusions and risks
of the investment described herein. The Timelo Strategic Opportunities Fund (the “Fund”) is available only to qualified investors in

Canada. Potential qualified investors should read the Fund’s offering memorandum carefully prior to investing.

All performance data contained represents past performance. The Fund’s returns are not guaranteed and past performance may not
be repeated. An investment in the Fund may be subject to commissions, trailing commissions, management fees and expenses. The
posted rates of return are net of all fees and expenses and are the historical monthly compounded total returns of the share class

indicated but do not take into account possible sales or redemption charges or income taxes payable.

The Fund has an opportunistic investment mandate. Therefore the Fund’s composition can differ significantly from the S&P/TSX
Composite Total Return index due to varying fund net exposure and the Fund’s ability to invest in stocks not in the S&P/TSX
Composite Total Return index. Timelo has listed the S&P/TSX Composite Total Return index as a benchmark because it is widely
known, followed, and well-understood as a benchmark by Canadian investors. Readers should note that the S&P/TSX Composite Total
Return index does not include operating charges, transaction costs, nor expenses related to an account’s investments which may

affect comparisons between performance.

As you’re aware our offering memorandum provides that we may cover/sell all stocks mentioned in this report if we feel it is

advisable to do so at any time
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