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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%  9.31% 

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 

 

As the change of U.S. administration gets underway, 

financial markets are busy building the largest 

speculative bubble ever seen, in a particularly bad 

economic environment. Recovery from the aftermath of 

the economic crisis will not be so easy for Western 

economies, and the damage will take a long time to 

repair, even if the speculative frenzy in the markets gives 

investors the idea that all is well. Policy-makers are 

creating two opposing economies, the financial 

economy and the real economy. These two economies 

risk decoupling from one another, and producing K- 

shaped economic recovery. The top 10% of the 

population is in the upper line of the K and the remaining 

90% in the lower one, creating prospects for social 

instability produced by inequality. 
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The stock of financial assets held by investors and 

circulating in  the  U.S. economy at the  end of 2019 was 

5.6 times the GDP. Given the recent increase in domestic 

debt to cope with the economic crisis, that figure is likely 

to have risen to well over 6 times the GDP (in the EU, this 
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level is less than 3 times). In essence, U.S. GDP is now 

worth about $18.5 trillion, but the financial assets (Equity, 

Bonds and securitized securities of all kinds) that finance 

it have reached the astronomical figure of over $100 

trillion (derivatives excluded!). The amount of financial 

instruments issued by the U.S. economy to support itself 

offers a fairly realistic picture of the level of excess 

leverage and finance present in the system. 

As a result, the bill for each crisis is paid by the real 

economy (“Main Street”) because the financial sector 

has become "too big to fail" for the American economy, 

and therefore absorbs the lion’s share of the support 

measures provided. About 70% of these assets are made 

up of debt instruments (bonds and securitizations), whose 

outstanding value is over $70 trillion, while about 30% is 

represented by equity (listed shares + ETF). This colossal 

stock of financial assets issued by the United States 

represents a serious problem for the American economy 

and the world economy. In order to stay in place, they 

absorb resources and savings from all over the world 

and, in crisis phases, they constitute a serious stability 

problem for the global financial system. 

In the most recent crises (2008 and 2020), market 

interventions by the Federal Reserve have absorbed a 

part of these assets, mainly public debt securities and 

securitizations (MBS), and today the U.S. central bank 

holds about $6 trillion (30% of GDP). The figure is quite 

modest and represents only 6% of the stock in circulation, 

but it shows how much emphasis the markets place on 

the Fed in supporting a financial system that is actually 

propped up by the money of the investors themselves 

and not by the Fed (which is actually the purpose of the 

interventions). The role played by the Fed and the other 

central banks in the system consists in compressing 

returns to zero on the safest and most low-risk financial 

assets, in order to induce investors to invest in high risk 

instruments (equity and speculative credit) that risk 

imploding during crises. 

Quantitative Easing therefore serves to displace the 

demand for "safe assets", normally required in times of 

crisis, to channel the liquidity of "investors" towards 

financial assets that in "normal" conditions they would 

never be willing to buy. It is therefore your liquidity and 

not central bank money that supports the more 

speculative financial assets, in the desperate search for 

a return that is no longer adequately remunerated for its 

underlying risk. 

At the moment, about $10/12 trillion of foreign savings 

from China, Japan and Europe contribute to supporting 

the value of American financial assets (Equity and 

Bonds,) but these flows obviously suck domestic savings 

away from their own economies, thus reducing their 

growth potential. To picture the size of this inflow, keep in 

mind that world GDP is worth about $75 trillion. This inflow 

of foreign capital therefore represents about 40% of 

American GDP and 15% of world GDP. This migration to 

American assets is also explained by the QE policies of 

Europe and Japan. The Bank of Japan’s QE induces 

Japanese investors to invest in bonds in Dollars and 

therefore the liquidity injected by the central bank 

"emigrates" abroad in search of positive returns without 

producing any boost to the Japanese economy. 

The recent ECB’s Quantitative Easing has also produced 

a similar mechanism. The monetary policies of the ECB 

and BOJ are therefore much more useful to the U.S. than 

to Japan and Europe, which pursue negative rate 

strategies and induce investors to seek returns elsewhere. 

This is further proof that monetary policies with negative 

interest rates do not support economic growth and do 

not even stimulate the circulation of credit within the 

economies that adopt them. In fact, Japanese and 

European banks try to lend money more on international 

markets than to their respective economies and 

therefore only part of the liquidity provided by the central 

bank circulates in the domestic economy. This is another 

reason why Japan and Europe have grown less than the 

U.S. during recent economic upturns, as they continue to 

provide part of their liquidity to the U.S. economic and 

financial system. 

At this point, however, it is clear that this financial system 

continues to drain more and more resources from the 

real economy in order to continue. It now penalizes the 

real economy, rather than helping it. In the last twenty 

years, fiscal and monetary policies have all been set with 

the aim of supporting and "protecting" a financial market 

of destabilizing dimensions. But the real economy does 

not seem to have benefited, since with every crisis the 

gap between the financial markets and real economy 

widens, precisely because finance must always be 

saved at the expense of other sectors. There must be 

some reason why financial assets are prospering even as 

the world faces the worst recession ever. The gap 

between real economy and financial assets has 

widened to the point that these prices no longer 

represent the fundamentals of the economy, but only 

the risk appetite of the system. 

Therefore, as I have already had the opportunity to point 

out in previous monthly notes, the reason for weak 

growth in Western economies is due to the fact that it is 

the real economy that now supports the financial sector 

and not vice versa. The problem in America, at this point, 

is not only how to continue to support $100 trillion 

financial assets that leverage the real economy 5/6 times 

over without provoking a repeat of 1929. The U.S. must 

also make sure that the money invested in these assets 

actually provides economic growth and income for 

beyond the top 10% of the population. The remaining 

90% is increasingly forced to resort to debt, lent by the 

finance sector at usurious rates (for consumer credit, at 

an average 17%), in order to maintain a certain lifestyle. 

This gap, too, between the rates paid by U.S. financial 

borrowers for leverage and the rates families pay to 

finance their consumption blatantly highlights just who it 

is that benefits from interest rates at zero or negative. 

If you decide to change the way the finance industry 

funds growth, with the goal of distributing the benefits of 

growth more widely, you must accept a paradigm shift 

that financial markets find unappealing but which is 
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needed in order to avoid a social revolt in the future. It 

would call for an increase the minimum wage, penalizing 

the profits of listed companies. It would call for 

introducing limits for using profits to buy back one's own 

shares on the stock exchange. It would be necessary to 

increase taxes on listed companies, and cut taxes for 

lower-income families. And it would be necessary to 

introduce a Tobin Tax that penalizes profits from 

speculative activities and encourages profits from 

investments in the real economy. 

Obviously, the powerful American financial lobby would 

do everything to continue to maintain the ongoing 

deregulation. These rules favor inflation of financial assets 

and deflation in the real economy, leading Corporate 

America to divert a large part of its profits (about 50%) to 

buy backs rather than to investments in the economy. 

The cost of debt for speculative leverage would remain 

zero in a deflationary economic environment. If we are 

really serious about reflationary policies, we would have 

to accept sacrificing the return on financial assets in 

exchange for a more balanced and sustainable system. 

In reality, central bank monetary policy does not serve to 

create inflation in the real economy but only inflation on 

financial assets, accentuating the instability of the 

system. The $100 trillion financial assets circulating in the 

American economy shows how large the weight of 

finance has grown in the economy. It is also a colossal 

problem for policy makers, who are co-responsible for 

these excesses, and who are constantly threatened with 

"financial crisis blackmail" if they do not persevere with 

current policies. However, the risk of social revolt is on the 

horizon, because already today 25% of the income 

received by American workers is provided by 

government subsidies. 

 

 
 

At this point, the new Biden administration, as 

announced, should make policy choices aimed at 

putting the real economy and earned income back at 

the center of the U.S. economic model. Unfortunately, 

the election result shows an extremely divided political 

framework putting one side against the other, and the 

Democratic administration does not have a strong 

enough majority to introduce such important reforms. In 

essence, the current political clash between 

Republicans and Democrats is over two completely 

opposing economic models: on the one hand, the all- 

out defense of an exasperated capitalist-financial model 

and, on the other, the desire to move the system towards 

a model based on the real economy and the defense of 

earned incomes rather than risk capital. The recent rise 

of the U.S. stock exchange on an election result that 

seems to prevent any change is therefore 

understandable. But we must ask ourselves how long this 

growth model can hold out, and if it is morally right to 

continue to support it. 

At this point I am quite convinced that the economic 

trend will not deflate the speculative bubble, as recent 

dynamics continue to show that the performance of the 

real economy counts increasingly less in the valuation of 

financial assets. Rather, the risks may come from an 

imminent radical change in fiscal policies or, 

alternatively, from the social instability that will be 

produced by the current model. The second scenario 

appears much more realistic than the first if nothing is 

done to change this system. So, one way or another, the 

bill will come due in any case, and the speculative 

bubble will pop. 

As far as our portfolio allocation strategies are 

concerned, we remain very negative on the outlook for 

the Dollar and definitely bullish on Gold, even though 

many people say that the "new Gold" is Bitcoin. 

In this regard I stick to the principle that if you don't know 

what you bought, you don't know why you earn, and 

vice versa. The Dollar and Gold have been in a side 

market phase for 6 months now, but it is clear that – in the 

probable event of an economic relapse -- the Fed would 

be forced to increase its QE. If on the other hand the 

recovery consolidates, the Fed will pursue negative real 

rates on the Dollar to create inflation. In any case, the 

Dollar seems destined to fall in order to favor the global 

reflationary process. 

As far as the stock markets are concerned, on the other 

hand, we are oriented towards maintaining a long/short 

strategy: bullish on Asia Emerging Markets, Japan & 

China; and bearish on Europe and the United States -- 

economies that are exposed to dangerous fallout from 

the economic cycle and stagnation. The decoupling of 

Asia from the rest of the world economy now seems to 

have found unanimous support among investors. 

However, the allocation to Emerging Market equity is still 

significantly underweight compared to the potential on 

the horizon. China has completed a free trade 

agreement with all Asian countries (something I had 

already talked about in previous monthly notes this 

summer) and therefore this area now represents the most 

important economic free trade area in the world. This 

agreement also represents an element of prospective 

weakness for the Dollar and potential revaluation of the 

Renminbi. For this reason, our currency allocation prefers 

long positions on Renminbi (+8%) and NZD (+7%), 

currencies that have started a long-term strengthening 
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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. 

 

 
phase. Long-term trends seem to be quite clear. It 

certainly is not short-term speculation, which prevails day 

to day in the U.S. and European markets that will alter 

these fundamental phenomena which are silently 

altering international capital flows and the future 

profitability of invested capital. 
 

Lugano, December 4th 2020 

Maurizio Novelli 

Portfolio Manager Lemanik Global Strategy Fund 
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