COVID-19 analysis – update nr 6
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The Barron’s Big Money Poll
-

Money Managers see more COVID pain for stocks in 2020, but better days in 2021

-

The recent market rebound is based on the confidence about a better 2021.
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Long term US Consumer Confidence
-

US Consumer Confidence present situation had its largest decline ever
BUT future expectations actually IMPROVED, i.e long-term confidence has not cracked
yet.
“In FED We Trust” mentality remains strong. (source: Crescat Capital)
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The reality
-

The US Conference Board confidence report showed that just 34% of consumers
believes that business conditions are “normal”.
This come in sharp contrast with an 18-year high 20x forward P/E multiple
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Record amount of cash
-

Investors put a record amount of cash into money market funds (source: Goldman Sachs)
Cash levels in customers cash and margin accounts surged to the highest level since July
2008 (source: Nomura)
As contrarian indicators, this are actually positive news for markets
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Currency war
-

Things are moving: China & Russia adding to their gold reserves while hitting the FED’s
bid on US T-Bills

-

Still to early to let USD fall, but the message is quite clear and investors over the long term period should feel safer with Gold, rather than be invested in USD. As argued in our
last reports, the recent strength of USD is related to the market Risk OFF, rather than
strong USD fundamentals
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Long term outperformance of Gold
-

We could show more examples, especially Emerging Market countries like Turkey,
Argentina, etc. but we show one of the most important economy worldwide: JAPAN

-

BOJ total assets were 20% of Japan’s total equity market in July 2007: it’s now 108%
Gold in JPY rallied 130%, stocks are flat

FED suppose to be in BOJ’s 2007 position, but US stocks are absurdly more overvalued:
GOLD is cheap, theoretically stocks are expensive, but still are the only alternative
available.
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Interest costs of debt
-

Interest costs rising for US Government since 1940: going to increase to 4% of total GDP
in USA, because of the recent QE4

-

Interest rates can only stay lower for longer, as yields of our pension plans!

-

YCC: Yield curve control discussion:
FED going to fix not only the short term interest rate, but also longer term interest rates,
is not anymore the balance between bid and ask of the market. During the month of
March 2020, the Australian Central Bank did it already for the 3y maturity! Japan did
back in September 2016: 10y interest rates are fix at 0%

-

FED owning now 15.31% of TIPs outstanding (from 8% in January 2020). Basically 50% of
the recent stimulus was used to suppress long term rates! Those numbers, added to
Monetary base expanding, deficits skyrocketing and commodities/equity at 50 year lows
are a perfect mix for precious metals.

-

Tax increase, monetization of debt are the certain long term outcomes

-

Target of tax increase are going to be wealthy families. Tax domiciliation going to be
even more important going forward

-

Good articles in The economist: undercut and after the disease, the debt:
https://www.economist.com/briefing/2020/04/23/the-pandemic-will-leave-the-rich-worlddeep-in-debt-and-force-some-hard-choices
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Interest costs of debt
-

Chart of the interest costs forecast of Doubleline
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Vaccines and cures for COVID19
-

Plasma therapy DOES work. Multiple confirmations now.

-

While the vaccine candidate is yet to be proven to work against COVID19, The Serum Institute
of India decided to start manufacturing it, as it had shown success in animal trials and had
progressed to tests on humans: up to 60 million doses could be produced this year
https://www.scmp.com/news/asia/south-asia/article/3081981/coronavirus-oxford-vaccineeffective-monkeys-heading-mass

-

Pfizer and BioNTech are laying plans for manufacturing their candidates for trials and
producing millions of doses if trials succeed:
https://www.fiercepharma.com/manufacturing/pfizer-biontech-could-have-millions-covid-19vaccine-doses-ready-by-end-2020
Gilead announces results from Phase 3 Trial of investigational antiviral Remdesivir in Patients
with sever COVID-19 (29 April 2020). We understand that the trial has met its primary endpoint.
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Diverse
-

After 9/11, now once more, Governments are taking advantage of the pandemic to grab more power for
themselves! Very good article in The economist:
https://www.economist.com/leaders/2020/04/23/autocrats-see-opportunity-in-disaster

-

Multiple controversial theories on the Bill and Melinda Gates Foundation (BMGF):
https://kenfm.de/der-impfaktivismus-der-gates-stiftung/

-

Interesting interview with Mr. Felix Zulauf:
https://themarket-ch.cdn.ampproject.org/c/s/themarket.ch/amp/interview/felix-zulauf-we-have-createdthe-biggest-excesses-in-generations-ld.1841

-

Well written article of Guggenheim investments: still quite sceptical on the rebound of the economy:
https://www.guggenheiminvestments.com/perspectives/global-cio-outlook/prepare-for-the-era-ofrecrimination

-

Giuliani accusing the prior Team Obama of sending 3.7 mio USD to the Wuhan laboratory, at a time
when that same Team Obama had banned the funding of any lab that was involved in virus
experimentation.

-

27 Tankers anchored off California, Hundreds off Singapore: the “free lunch” trade with oil in contango

-

Very interesting documentary of Michael Moore on “green investments” : green is not always green!
https://www.realclearpolitics.com/video/2020/04/21/michael_moore_presents_planet_of_the_humans_d
ocumentary_we_are_losing_the_battle_to_stop_climate_change.html
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Losses for the US travel industry
-

The US travel industry can expect to see an average decline in revenue of 81% for April
and May.
Throughout 2020, losses will equate to roughly 519 billion USD, translating to a broader
1.2 Trillion USD contraction in total economic impact (source: Oxford Economics)
Boeing CEO says air travel recovery could take 2 to 3 years
Meanwhile InterContinental Hotel reopens nearly all hotels in China!
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Auto industry
-

In recent weeks, a popular view has emerged that social distancing and the avoidance of
public transport and ride-hailing could boost auto demand.

-

By examining the evidence in China, looking at city traffic and subway ridership data,
smartphone app DAUs, and Baidu Search Volumes, there is persuasive evidence
supporting the notion, that Chinese consumers are driving more than before.

-

According to a report from Amap, one of China’s top mapping apps, by April 1-8
congestion levels had rebounded to 90% + of prior year levels in 45 of China’s top 50
cities. In 8 of the 50 cities, congestion levels were higher year on year.

-

In contrast, median subway ridership in the first week of April was still 50% lower year on
year in the cities we tracked.

-

The best bet to “play” is probably UBER US?
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Technical analysis
-

The Index on Margin Debt of NYSE (credit line given to brokers and traders) is at lowest level like during
October 2008
As a contrarian indicator, added to the huge amount of liquidity around, are positive factors for markets
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Technical analysis
-

Price bottoms before earnings! During the Global Financial Crisis (GFC) the Index S&P500 bottomed
about 2 quarters before earnings.
By the time earnings bottomed in 2009, the S&P500 Index was up 48% from the lows.
Again, markets are looking forward and taking in consideration the number of Barron Big money Pool
(slide 2) and the 4.4 Trio USD in liquidity (slide 5): a lot of investors are still NOT INVESTED!
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Technical analysis
-

Additional confirmation on earnings bottoming: after 9/11, earning estimates dropped quickly and did not
find a footing until December: it took 2/3 months for earnings to find the bottom
But during March/April 2020 markets reacted faster on downgrades!
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Technical analysis: about sector rotation….
-

Healthcare + Tech weight in the MSCI all Countries is now at 42% while Energy + Financials stands at an
all-time low of 18%

-

As we argued several times now, if an investor has a long term view (not even 2 years horizon) , buy
“humiliation” and sell the “hype”?
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Sharpest oil price sell-off ever
-

But within the next few weeks, there would hardly be any space left to store crude oil. This suggests that
any rally in crude oil is likely to be short-lived for some time to come.
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Technical analysis: about sector rotation….
-

The small cap Russell 2000 Index relative to the S&P 500 is at 18 year low (source: Deutsche Bank)
Long term investors should invest in Small caps rather than S&P 500 Index?
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Technical analysis: about sector rotation….
-

US Small-caps and Micro-caps are playing catch-up with the upside move of large-caps.
The Russell Micro caps is up >1% four days in a row. The last time it happened was in mid-’09 and a
>300% rally followed
It also took place in late ‘08, but was followed by a fast 35% decline over 3 months
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Technical analysis: about sector rotation….
-

Last week market rebound is due to the strength of cyclical sectors and “underdogs”.
Pharmaceutical and Food are in negative territory
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Technical analysis: about sector rotation….
-

Stock markets have rebounded more than 50% from the bottom they reached at the March lows
BUT the number of stocks in the S&P500 in longer-term uptrends remains below 28%
This is actually not the right support for sustained growth in stocks?
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Technical analysis
-

The Brazilian real collapsed to 5.5/USD, at a record low and down -36% to -40% YTD

-

From highs 2011, BRL lost more than 70% in value. A proof for Brazilian wealthy families, the best option
for wealth diversification and protection is unfortunately out of the country.

-

Time to buy BRL? We are monitoring closely political developments, but as long a possible impeachment
of the President Bolsonaro is not out of the table, it is difficult to see stabilization in the country.

-

BUT apparently people like the vice president more?
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Conclusions
-

Back at the end of March 2020, we rightly argued, markets overreacted and the sell-off was caused
by margin calls, recalling a possible rebound.

-

Market rebounded, but mainly via the strength of defensive stocks, which are an important
investment pillar for a long-term portfolio, but in our opinion have no upside potential on the short
term, in the contrary, we think such sectors are overbought.

-

Further market rallies going to experience a sector rotation, but investor has to make up their
mind, what going to happen in the next several months.

-

Markets rebounded, because are confident in a fast normalisation phase, but at the moment,
reality is definitely different. Our first impact and perception of the lockdown exit is extremely
negative. General behaviour is still far from normality: people are still very scared.

-

In addition, Governments are advising to do not travel abroad up to year 2021 and bigger events
are banned for indefinite time. How the tourism sector is going to survive? Also countries
depending on tourism? (Italy tourism sector is 13% of GDP, Venice calling tourists to come and
support the city, Thailand Tourism is 17.7%, etc.). Also the soccer and entertainment industry can
not survive with a longer lockdown.

-

Therefore, we are in a ”make-or-break” situation: either we have a solution on a medical level quite
soon, which is going to real speed up the normalisation phase, therefore market going to
experience further upside potentials with cyclical or underperforming sectors. Or if the
normalisation phase going to prolong over months, then market going to definitely experience an
additional correction, which would destabilize the constructive work done so far. Based on recent
news, we believe in medical solutions soon (global and forced vaccination).
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Disclaimer

This report has been prepared by KTS Capital Management AG (“KTS”) / VICTRIX AG (“VICTRIX”) and is intended for information
purposes only and does not constitute an offer or an invitation by, or on behalf of, KTS/VICTRIX to make any investments. Opinions and
comments reflect the current view of The Investment Team of KTS/VICTRIX and not that one of a third party. We assumes no obligation to
ensure that other such publications are brought to the attention of any recipient of this publication. Investments in the asset classes
mentioned in this publication may not be suitable for all recipients. This publication has been prepared without taking into account of the
objectives, financial situation or needs of any particular investor. Before entering into a transaction, the investor should consider the
suitability of the transaction to his individual circumstances and objectives. This publication does not constitute investment, legal,
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate for individual circumstances, or
otherwise constitutes a personal recommendation for any specific investor. We recommends that investors assess the specific financial
risks as well as legal, regulatory, credit, tax and accounting consequences with a professional advisor. The information and data herein are
obtained from sources believed to be reliable but no guarantee can be made that the information is accurate or complete.
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