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Uncertainty – a source of opportunities or a reason to worry? 

The simultaneous worldwide lockdowns caused by Covid-19 stoked fears of a global recession of unprecedented magnitude.

The deepness of the plunge, the exceptional speed and the impetuous turnaround of many risky assets has been breathtaking and unparalleled.

The S&P 500, as an example, lost from its high on February 19 2020 to March 23 2020 a staggering 35%.
However since March 23 to April 17, the index gained 27%.

The war in oil prices added complexity, uncertainty and stress. The WTI dropped by 75.8% since the start of the year. While at the beginning of the
year, investors assumed oil production to be cut as a reaction to the corona-virus demand fall-off, the opposite occurred: Saudi-Arabia engaged in a
price war with Russia. The OPEC+ has meanwhile agreed to cut output by 10 million barrels a day over the next two months. The IEA in the most
analysis, expect global oil demand to plunge by 9.3m b/d in 2020. It estimates however that the OPEC+ measures, while positive, will not come fast
enough. Companies around the world will slash upstream investment by 32% in 2020 to $ 335 billion, the lowest level in 13 years, according to the
report, with the US and Canada being particularly hit.
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Uncertainty – a source of opportunities or a reason to worry? 

Investors allegedly do not like uncertainty and initially tend to assume the worst. In a second phase, the inherent risk profile determines the action.
Bond holders rather continue worrying but stock investors optimistically seek a light somewhere in the darkness. In this respect, the current crisis is
no different.

It is most interesting to observe that at this stage the correlation between the S&P 500 and the most-watched segments of the yield curve is the most
negative since 2006. That either means bonds are pricing in a too negative scenario or equities have been carried away by unprecedented stimuli
and tentative signs that other countries may soon follow China in loosening the lockdowns.

The chart shows the correlation between the yield spread between US 3 Months & 10 Year Bonds (USYC3M10), and the S&P 500 (SPX). The 3m 10
year yield spread is widely watched as it has accurately forecast turning points in the economy historically. It went negative and went deeper into
inversion in February. While a subsequent comeback in the yield curve lent some support to an uptick in stocks, the recent flattening in the curve to
about 50 basis points suggest that bond investors have a more negative view on the economy than stock holders. The correlation has only been that
negative in 2006.
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Uncertainty – a source of opportunities or a reason to worry? 

The key questions now are: How does the economic recovery curve will look like? What will the time span be?

The answers to the following questions – among many others – might offer a guideline.

• When will drugs, vaccines and antibody testing be available?

• How disciplined will people be?

• How does this experience affect behaviour on a long-term basis? What will the economic impact be?

• How will globalization change? What might this mean for inflation?

• How efficient will economic help be?

These questions show that comparison with past crisis are probably a futile task as we currently face a health crisis. The tremendous uncertainty
associated with the economic outlook also explains the vast volatility in markets. What we know so far is that 1Q GDP in China shrank by 6.8%,
which represents the first contraction in decades and a sharper drop than anticipated. On the positive note, one of the largest world economies is
already in the process of re-accelerating. The economic growth for other important regions will be massively impacted in March and April. Tentative
opening measures planned for May might imply some slight improvements.

Much will depend on how supportive the medical system will be. The good news is that biotechnology and pharmaceutical companies work
intensively together on a worldwide basis and let aside their competitive attitude for once. Gilead Sciences just published a report that a group of
patients being treated in Chicago with the experimental drug Remdesivir were “seeing rapid recoveries in fever and respiratory symptoms.” Other
medicines are tested. The development of a vaccine might take until 2021. Reliable antibody tests in order to examine who might be immune to
COVID-19 are not yet available.

What we also know is that Western central banks and governments have been enormously fast and offered support on a unprecedented scale. This
is an especially important difference to the financial crisis in 2008/09 when it took approximately one year until extensive support has been
established.
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Uncertainty – a source of opportunities or a reason to worry? 

The market has been very quick in adopting a worst-case scenario. End of March, the stock market priced in a year-on-year earnings decline of 22%.
In a «normal» recession profits drop around 14%. Risk premia has been remarkably high. Credit markets have been incredibly dysfunctional. We
would argue that with the recent recovery, a «doom» scenario has been dropped by the market. That said, there are still many investors who are
expecting the lows in equities to be retested. Bond investors keep a prudent stance.

Conclusion

We have used the market decline to rebalance our portfolios and to slightly increase the risk profile on the equity side in mixed mandates.
We considered the market action as too extreme in light of the massive support by central banks and governments. We continue to expect
a significant economic recovery in the second half of the year but acknowledge that there is great uncertainty associated to the outlook.

We also anticipate some fundamental change in behaviour and expect some industries (notably international travel) to take longer to
recover. The importance of the habitation has become evident. We would anticipate more efforts to be done to embellish and renovate
homes also as the pressure from Covid-19 may subside. Outdoor activity and home trainers might increase, which should support sports
manufacturer that offer the desired goods.

Digitalization will become even more important.

Supply chains will be thoroughly analyzed, which is also true for the locations of production facilities. The crisis showed that the
dependence on China, India and other countries for vital drugs or ingredients is too elevated and endangers public health as crucial
medicines became scarce. We would also expect some changes to the supply chain of economically critically products. Production is
anticipated to be diversified and/or brought closer to the countries that need the drugs. This could imply higher prices. While many expect
the crisis to have a deflationary effect, we would therefore anticipate these changes to eventually offset deflationary forces.

Companies will boost on-line shopping capabilities. Home deliveries will have to be improved as bottlenecks hindered products to be
delivered.

Public transports and open-plan offices might be rethought. Much will change...Crisis usually create important innovations.

We are not there yet, but the massive increase in indebtedness of governments will have consequences in the future - we will address this
topic once the current crisis will have calmed down. Hopefully in the next quarterly at the latest!
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2020 Performance year-to-date major asset classes in local currencies
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Performance major asset classes in 1Q 2020 in local currencies
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Disclaimer
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This report has been issued by Lotos Asset Management AG solely for information purposes and is not intended to be an offer,
recommendation or solicitation to purchase or sell an investment product or to employ a specific investment strategy. It is intended for
the recipient’s sole use and may not be forwarded, used or reproduced for any other purpose. Although information in this document has
been obtained from sources believed to be reliable, Lotos Asset Management AG does not represent or warrant its accuracy, and such
information may be incomplete or condensed. All estimates and opinions in this document constitute Lotos Asset Management AG’s
judgment as of the date of the document and may be subject to change without notice. Lotos Asset Management AG will not be
responsible for the consequences of reliance upon any opinion or statement contained herein or for any omission. Lotos Asset
Management AG does not make any representation nor guarantee that it has completely researched or performed due diligence
procedures sufficient to identify all significant risks within the strategy, the investment product, or the manager and thus assumes no
liability for losses arising from the use of this report. Historical data on the performance of assets, investment products or strategies does
not represent any indication for future performance.

Lotos Asset Management AG is an active member of the Financial Standards Association (VQF), the leading industry organization for
independent asset managers (BOVV) in Switzerland. The Federal Financial Market Supervisory Authority (FINMA) officially recognizes
VQF as a self-regulatory organization (SRO) with regard to the combating of money laundering (GwG). In addition, Lotos Asset
Management AG is compliant with standards in the asset management industry and the agreement on the Swiss bank’s code of conduct
with regard to the exercise of due diligence (CDB16). The exclusive place of jurisdiction is Switzerland.


