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Vertex Pharmaceuticals VRTX |’ 16-Mar-22 |’ $288.78 |’ Maintain
Xenon Pharmaceuticals XENE |’ 4-Apr-22 |’ $39.43 |’ Maintain
Rhythm Pharmaceuticals RYTM |’ 6-Sep-22 |’ $29.12 |’ Maintain
Akero Therapeutics AKRO |’ 26-Sep-22 |’ $54.80 |’ Maintain
“ Iveric Bio ISEE |’ 3-Oct-22 |’ $21.41 |’ Maintain
n Karuna Therapeutics KRTX |’ 3-Oct-22 | $196.50 | Maintain
Moderna MRNA |’ 5-Dec-22 |’ $179.62 |’ Maintain
n 4D Molecular Therapeutics FDMT |’ 19-Dec-22 | $22.21 | Maintain
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Portfolio Update

tocks disappointed during the final month as the seasonal year-end rally did not materialize.
Instead, it was one of the worst monthly performances of the year. The S&P 500 lost 6% for the
month, the Nasdag Composite about 9%, while the biotech indexes declined less.

The market worries about a potential recession in 2023 contributed to the December decline.
The single most important factor presently for biotech group valuations is the level of the 10-year treas-
ury yield. It is unclear how the yield will perform, principally because of the uncertain pace at which infla-
tion can decline and what is required to reassure the FED to shift away from a restrictive policy.

One outcome is for smaller rate increases to continue to bring inflation within a desired range,
but the prolonged restrictive policy tips the economy into a recession. Presently, this outcome appears
to have a rising probability. This will hurt the stock market fairly broadly. The 10-year yield is already be-
low the 2-year yield and the 3-month yield, which typically occurs before a recession. This scenario will
put further pressure on 10-year yields to decline, which can be beneficial for biotech stocks. For the most
part, the pure-play biotech industry group is not as tethered to earnings growth as the broader market.
Thus, biotechs can outperform in a recessionary environment supported by declining yields and unpres-

sured from an earnings fallout.

Another outcome can be for the economy’s ongoing slowdown to prove sufficient to get inflation
within range while avoiding a recession. This appears to be a lower probability scenario for now as em-
ployment-related metrics remain strong, although that can change. If this scenario is to occur, it will
make the stock market rally with expectations for a potential FED easing in the second half.

Biotechs will be in a difficult position if the 10-year yield rises and makes new highs. This can oc-
cur if the inflation is slow to decline towards the FED’s desired range of around 2%, thus prompting more
hikes even beyond the 5.5% Federal Funds rate, which is the peak expectation. In October, the 10-year
yield made a high of 4.33% and thereafter declined to 3.40% in December. It presently rests at 3.90%.

Biotech M&A should be much stronger this year after multi-year lows last year. A major industry
event this month is the J.P. Morgan Healthcare Conference from January 9-12, which is an active time for
corporate news releases. The results from the FED’s next meeting will be released on February 1.

During December, the Prudent Biotech model portfolio declined 4% and the Nasdaq Biotech In-
dex (IBB) was down 5%. For the year, the model portfolio was down 31%, while the index fell by 14%.
Presently, there are no changes to the model portfolio. The next couple of weeks will have key economic
data releases. Rising unemployment will contribute to lower inflation readings. Portfolio adjustments can
be made intramonth based on market conditions and opportunities.
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During the above period, Prudent Biotech model portfolio was up over 137,000%
while the Nasdaq Biotechnology Index ETF (IBB) was up 850%. A $10,000 starting
portfolio tracking the Prudent Biotech model would have surged over $13 million
over a period of 18 years. This compares to the same portfolio invested in the
Nasdaq Biotech Index benchmark growing to $95,000.

The underlying success is based on a carefully developed system, and a
commitment to following the system. Volatility is an integral part of stock market
investing, and even more so for a speculative sector like Biotechnology. Thus,
Discipline, Patience and Consistency are important keys towards building Wealth.

Please note that historical performance for the model portfolio for all periods is
hypothetical with no trades placed, unaudited, based on our past newsletters, will
vary when we revise and change models without any notice, and is not indicative of
future performance.
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About

We pursue disciplined systematic investing using quantitative models aiming to outperform the mar-
ket. My name is Tarun Chandra, and | am the Editor of the model portfolio service. | was an Analyst on
the Buyside and Sellside for 8 years. Thereafter, | worked with technology companies in a Strategy/
Finance role. | have been working on model investing for many years, and believe this targeted product
can tap into the potential of the Biotech market, while managing and surviving its volatility.

Contact Us
support@PrudentBiotech.com
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The issue is published by the first 5 business days of each month

Graycell Advisors, and its affiliates, officers, employees, families, and all other related parties, collec-
tively referred to as ‘Graycell’ and/or ‘we,’ is a publisher of financial information, such as the Prudent
Biotech newsletter. The information contained herein does not constitute investment advice or takes
into account the particular investment objectives, financial situations, or needs of individual investors.
Past performance is not indicative of future results, which may vary. All stock and related investments
have a degree of risk, which can result in significant or total loss. In addition, the biotech sector is char-
acterized by much higher risk and volatility than the general stock market. Historical performance fig-
ures provided are hypothetical, unaudited, and intended for illustrative purposes only. You alone are
responsible for your investment decisions. The use of the information herein is at one's own risk. This
is not an offer to sell or solicitation to buy any securities and we will not be liable for any losses in-
curred or investment(s) made or decisions taken/not-taken based on the information provided herein
or not provided or not made available in a timely manner. We also cannot guarantee the accuracy and
completeness of any information furnished by us. All content and information is provided on an "As Is"
basis. We are not a registered investment advisor and nothing contained in any materials should be
construed as a recommendation to buy or sell securities. We may or may not have existing positions,
and may acquire or dispose of positions during the month in the stocks mentioned in our reports. Our
models are proprietary and/or licensed, and can be changed or revised based on our discretion at any
time without any notification. Subscribers and investors should always conduct their own due diligence
with any potential investment, and consider obtaining professional advice before making an invest-
ment decision. This information is also provided in Terms & Conditions at the time of Sign Up.
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