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Fund Jan Feb Mar April May June July Aug Sept Oct Nov Dec YTD 

2007 0.73% 0.21% 0.83% 2.06% 0.61% 0.40% -0.22% -0.79% 2.23% 1.29% -0.42% -1.50% 5.44% 

2008 2.98% -0.21% 0.32% 2.14% -0.87% -1.64% -0.33% 1.26% -2.14% 0.16% 0.83% 1.54% 4.00% 

2009 -1.64% 0.68% -0.09% 1.53% 2.27% 0.43% 3.23% 1.41% 2.44% 0.98% 0.91% -0.65% 11.98% 

2010 0.64% 0.34% 1.73% -0.02% 1.01% 1.75% -0.70% 2.09% 0.46% 1.47% 0.47% 0.37% 10.00% 

2011 -1.47% 1.06% 0.53% 1.02% 0.51% -0.37% -0.02% 3.04% -2.67% 1.57% -1.16% 0.90% 2.85% 

2012 2.73% 0.93% -1.49% 0.19% -0.13% -0.01% 0.40% 0.67% 0.84% 0.36% 0.27% 0.58% 5.40% 

2013 0.58% -0.19% 0.04% -1.01% -1.28% -0.86% -1.44% -0.99% 0.09% 1.17% -0.88% 0.35% -4.37% 

2014 -0.42% 0.49% 0.43% 0.28% -0.01% -0.07% 0.48% 0.81% -0.74% 4.01% -2.62% 1.80% 4.40% 

2015 1.90% -3.19% -0.40% 0.33% -1.56% -1.18% -2.49% 4.73% -0.34% -1.30% -2.79% -1.47% -7.74% 

2016 6.79% 2.72% 0.79% 1.76% -2.07% 1.24% 0.00% -0.92% -0.17% 0.68% 1.13% -0.88% 11.36% 

2017 -0.43% -1.06% -0.61% 0.13% -0.05% 0.65% 0.32% 0.02% -2.50% -3,06% - 0.38% -0.31% -7.11% 

2018 -0.86% 1,63% 0,60% -3.18% -1.15% -0.25% -3.36% 0.98% -0.74% 6.11% -0.16% 1.74% 1.04% 

2019 -0.46% -2.27% 0.56% -3.99% 6.17% -0.84% 0.22% 5.22% -4.68% -0.37% -2.86% 0.85% -2.99% 

2020 2.11% 2.89% 7.21% 3.09% -2,81% -044% 3.18% -1.93% -0.69% 0.82% -3.97% 0.55% 9.91% 

Lemanik Global Strategy Fund: pro forma Class R data - Above performances are gross of any fiscal effect and are based on the last month end 
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Maurizio Novelli 

Portfolio Manager Lemanik 

Global Strategy Fund 

The so-called "second wave" of the pandemic is causing 

further significant economic damage in Europe and the 

United States, and considerably increases the risk of a 

“double dip recession” despite the speculative euphoria 

on financial markets. The divergence between financial 

assets and the real economy continues. This is the first 

time I have witnessed such a significant gap between 

global economic forecasts from Wall Street investment 

houses on the one hand and the IMF, OECD, BIS and 

World Bank on the other. The former are super-bullish, 

while the latter are very cautious. Although the Federal 

Reserve and the ECB are also forecasting that the path 

to economic recovery will be rather uncertain, markets 

do not seem to be listening, and the consensus view is 

bullish to the extreme. Prices on the American stock 

exchange have in fact touched, for the third time, levels 

that have only been reached two other times in history: 

in 1928 and in 2000. In these two previous cases, these 

price levels did not bring luck. 
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However, in the run-up to these other two peaks, the bull 

market had been supported by a decidedly different 

economic context. The real economy had notched year 

upon year of significant growth. Where today, if all goes 

well, we will emerge from a heavy recession and the only 

thing for certain is the fragility and uncertainty of the 

post-Covid global context. 

This euphoric behavior could be explained by the 

extensive use of passive investment strategies based on 

algorithms and the quantitative approach, which now 

represent the bulk of daily trading volumes on stock 

markets. 
 

 
AI trading programs don’t ask many questions about the 

macro data recently released by the U.S. government. 

Here are a few examples. First of all, it seems somewhat 

strange that retail sales are expanding strongly (+5.8% 

year-over-year vs. +3.5% in 2019) while we are 

simultaneously seeing higher unemployment, a 

significant drop in consumer confidence, an increase in 

the propensity to save, and a contraction in consumer 

credit. But a closer analysis reveals that the U.S. 

government changed the calculation of the "seasonal 

adjustment" effect of this figure just this spring, causing a 

major distortion in how it arrives at a number that 

represents about 70% of GDP. Macroeconomists know 

that this figure is distorted and does not reflect real 

spending habits, but machines, equipped with "artificial 

intelligence," are unaware of this. In reality, consumption 

calculated by real consumer spending is down by about 

3.5%. 

Secondly, U.S. unemployment during the pandemic has 

reached about 27 million people. In April, the U.S. 

government introduced separate unemployment 

support plans: the "Pandemic Unemployment 

Assistance" and "Pandemic Emergency Unemployment 

Compensation." At this point the Federal government 

began to place all workers who were considered 

"temporary" unemployed into these two programs, 

taking them out of the official unemployment statistics 

(called “jobless claims” of the Insured Unemployment 

Rate) and placing them in "temporary benefit" plans. The 

term temporary is totally arbitrary and has no time 

duration. Thanks to this mechanism, the official figure for 

U.S. unemployment has fallen to 6 million, but 16 million 

people are considered "temporarily" out of work, thus 

showing a total unemployment of about 22 million 

people. Economists are well aware of the true picture of 

the U.S. labor market, but for artificial intelligence 

programs only the official figure of 6 million counts. 

Thirdly, durable goods orders are another very important 

indicator of strength or weakness in the manufacturing 

sector and related consumption. Statistical analysis of 

the data published in the last two years shows an 

average gap of 47% between the preliminary monthly 

figure and its final revision, which occurs one month after 

its publication. Unfortunately, almost no one cares about 

the revision and everyone pays attention only to the 

preliminary data -- which is almost always overestimated. 

These are just a few cases highlighting how easy it is to 

massage the data to make it seem better than it is, and 

how machines are vulnerable to facile interpretations. 

So, if you find yourself in a "seemingly magical context" in 

which unemployment falls rapidly, consumption rises at a 

much higher rate than the previous year (+ 5.8% vs. 3.5% 

in 2019), the Federal Government provides a fiscal 

stimulus of 15 GDP points and the Fed injects a colossal 

amount of liquidity into the system, a quantitative model 

will clearly interpret all this data in an extremely positive 

way. It matters little if the fiscal and monetary stimulus 

does not serve to boost the economy but is only aimed 

at avoiding systemic default. In this case, it is only the 

data that matters and not its interpretation. Computers 

equipped with "artificial intelligence" read all these stimuli 

as money ready to support investments in the real 

economy. If you then add the word "vaccine" as a side 

dish, dinner is served. 

This way of handling information about the economy was 

highlighted recently by a Financial Times article on 

December 7, "People understand statistics better than 

politicians think." The problem is that people wonder if 

what they see corresponds to reality, because they have 

feelings of well-being or malaise that depend on their 

personal state; while the quantitative approach takes 

the data at face value, since computers do not "suffer" 

from unemployment or debt, or from cold or hunger. 

Paradoxically, if you tell a computer that the outside 

temperature is 30 degrees, it tells you that it’s summer 

even if it is snowing outside. Looking at things from this 

point of view, it becomes quite clear why there is such a 

strong push towards passive and quantitative 

management by the American financial services 

industry, and a tendency to scale back the 

analytical/discretionary approach. The latter usually asks 

too many questions in a world that must have only 

certainties. Policy makers find it easier to manage the 

behavior of machines than the behavior of people. 

But if human behavior is difficult to manage and “animal 

spirits” often produce crises and revolutions, quantitative 

models are certainly not immune from fallacy. The so- 
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called "tail risks" tend to increase because the algorithms 

accentuate imitative behaviors and the "consensus 

trade." The 2008 mortgage crisis was also created by the 

use of quantitative models that misread the true risk levels 

hidden in Mortgage-backed securities (MBS). The 

models’ accuracy always depends on the data they are 

given, and today is no different from yesterday. 

Another factor that accentuates risk is the lightning 

speed with which these computer trading programs can 

simultaneously send orders to the market, depriving it of 

liquidity within seconds. Many quantitative asset 

management models are based on the concept of 

volatility or average price deviation. If this data shows an 

anomaly, the algorithms halt trading awaiting new 

instructions, and the market is totally frozen. This is often 

the reason for flash crashes; those sharp, sudden plunges 

in prices that trigger the operating systems to order a 

trading halt (circuit breakers). These plunges are 

therefore larger and more violent, and it is practically 

impossible for investors to exit the market in these 

conditions, as liquidity disappears and losses become 

unacceptably large. In this sort of market scenario, it is 

practically impossible to exit during a crisis, and the entire 

market is subjected to a sort of "credit crunch." The 

current liquidity risk is underestimated by almost all 

quantitative models. Central banks must therefore 

intervene to try to prevent a systemic default. But above 

all, they must ensure that the money invested in the 

markets remains invested forever. This mechanism tends 

to generate the perception that the system is protected 

from risk, and induces investors to focus on risker portfolios 

and snub investments in safer assets, which are in turn 

purchased by the central banks. 

But the more this phenomenon grows, the greater the 

system’s risk exposure becomes if something goes wrong. 

Up to now we have been able to recover from financial 

crises at an increasingly larger cost to the real economy 

and increasingly less for the financial industry, given that 

the bailouts have always been paid for by the tax payers. 

Even the recent intervention by the Fed to buy ETFs on 

High Yield bonds is however guaranteed by the U.S. 

Treasury. Any losses will therefore not be borne by the Fed 

but will weigh on public finances, like the bank bailouts 

in 2008. The U.S. Treasury has recently granted $17 billion 

of non-refundable aid for the very airlines that 

"squandered" $45 billion to buy back their own shares. :) 
 

 

Moreover, we cannot ignore the fact that, after each 

crisis, we are left with more debt and more leverage than 

before to finance ever-weaker growth. Here’s the 

question: will the corporate sector and consumers in the 

U.S. be willing to further increase their debt beyond 

current levels, or will we enter a phase of debt 

containment and deleverage? The answer will be the 

key to the future …but the "computers" haven't even 

asked the question. 

 

 
Lugano, January 8th 2021 

Maurizio Novelli 

Portfolio Manager Lemanik Global Strategy Fund 

 

 

 

 

 

 

 
 

 

 
DISCLAIMER 

 

This document was produced by Lemanik Invest SA. The opinions expressed are those of Lemanik Invest SA as of 

the date of writing and are subject to change. It has been prepared solely for information purposes and the use 

for professional and qualified investors. It does not constitute an offer or an invitation by or on behalf of Lemanik 

Invest SA to any person to buy or sell any security. Any reference to past performance is not necessarily a guide 

to the future. The information and analysis contained in this publication have been compiled or arrived from 

sources believed to be reliable but Lemanik Invest SA does not make any representation as to their accuracy or 

completeness and does not accept liability for any loss arising from the use hereof. Past performance is not a 

guarantee for current or future performance and returns. 

http://www.lemanikgroup.com/

