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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%   13.82% 

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 

 
The Western Hemisphere has been hit by a second wave 

of contagion, while the pandemic seems to be 

retreating in Asia, Australia and the East Coast in the 

United States. The seasonal effect of the virus favors 

China in the global context. A vaccine will certainly 

become available in the next two months, and we will 

certainly see new fiscal and monetary stimulus programs. 

But the impact on the real economy will be hard to 

overcome, given the wave of insolvencies that have 

started to ripple through the system. The risk of an 

imminent relapse into recession remains particularly high. 
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The so-called "V-shaped Recovery" is gradually 

sputtering to a halt amid the threat of looming 

bankruptcies and the seemingly unstoppable spread of 

contagion in Europe and on America’s West Coast. The 

U.S. removed the freeze on mortgage and consumer 

credit payments a few days ago, so we will soon be able 

to gauge the real extent of the insolvencies that await 

us. So far, April’s payments freeze had fended off 

insolvencies. 
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Before the payments freeze, the mortgage default rates 

were already at 8% and those on CMBS at 16%, but for 

the third quarter American banks still reported a default 

rate on consumer credit alone at about 2.9% (the same 

level as in December 2019). 

In the meantime, however, the banking system has 

prepared for the worst, setting aside tens of billions of 

dollars against future credit losses while waiting for the 

freeze to be lifted. It will soon be clear who is solvent and 

who is not, and the insolvency rate of 2.9% on consumer 

credit will begin to rise inexorably. 

The consensus continues to be focused on the U.S. 

elections, the negotiations for the fiscal stimulus and the 

prospects for a Covid-19 vaccine. However, these events 

will not affect the structural change in the world 

economy that has already begun to materialize in recent 

months. Many things are bound to change anyway -- 

regardless of monetary or fiscal interventions and the 

outcome of the U.S. elections. If we really want to 

understand what awaits us, we must be able to look 

beyond the quarterly time horizon and ignore the short- 

term "noise". The current picture shows: a) a Western 

economy now dependent on fiscal policies and public 

intervention (see Japan after 1990), b) a fiscal stimulus of 

unprecedented size but mainly motivated by “solvency 

problems” and not to fuel a re-start of the real economy, 

c) an unemployment rate that will remain high for at least 

two years or more and d) the entire private sector 

positioned in "survival mode" and determined to defend 

cash flow and solvency. 

The West’s economic growth during the post-Covid-19 

period -- very likely to be interrupted by recessionary 

relapses -- will therefore be modest after the large 

quarterly fluctuations in GDP experienced in 2020. The 

structural impact of the pandemic is a "Malthusian" event 

that causes a significant change as well as amplifies the 

scope of changes already underway before this crisis. 

The world economy will be characterized by the end of 

certain trends and the start of others; this mix of 

destruction and creation of new value will be woven by 

the outcome between losing and winning sectors and 

countries. It is also likely that the new value created will 

be distributed geographically and socially in a very 

different way than today. Here are some of the things 

that will end: 

1) A U.S. growth model based on exasperated leverage. 

This model is based on the theory of Modigliani/Miller 

(Nobel Prize winner 1985), which basically states that it 

doesn’t matter whether the capital structure of a 

company is based on debt or capital. Indeed, the more 

debt you have, the more efficient you are (...obviously if 

the business produces profits). It is obvious that an 

exasperated use of leverage supports ROE in the short 

term but in the long term it risks eroding the 

creditworthiness of the company. 

The earnings per share (EPS)-based CEO remuneration 

system also induces companies to go into debt to buy 

back capital and "manipulate" EPS upwards. 

These mechanisms encourage companies to channel a 

significant portion of their profits into the stock market 

purchase of their shares and reduce investment in the 

real economy. Since 2010, Corporate America has spent 

more than $5 trillion to buy its shares on the stock 

exchange (about 25% of U.S. GDP), i.e. to reduce 

capital. But once again, without state aid or help from 

the Federal Reserve, it would have totally failed, 

because during each crisis (2002, 2008, and 2020) the 

system is no longer solvent. The current central bank 

policies are necessary to support a system that is growing 

increasingly less solvent, and is exposed to systematic 

default in every crisis, even if debt costs very little. 

Companies that pump up short-term profits only to be 

saved from default at every crisis has become too 

expensive for the system, and is no longer socially 

acceptable. Cutting back this debt-driven 

management model will lead to lower profitability (ROE) 

of listed companies in exchange for higher corporate 

solvency. 

2) The end of the tax privilege enjoyed by capital over 

wages. American companies have so far been able to 

benefit from significantly reduced tax rates thanks to a 

"soft" tax system that is inclined to grant all sorts of 

privileges to the profitability of capital. However, this 

mechanism is now clearly unsustainable due to the size 

of the rescue measures required by the financial system, 

and the level reached by public debt as a result of these 

measures. A Democratic-led government in the United 

States will no longer be able to seek these resources from 

the middle class to finance debt (necessary for the 

system's bailouts). It will have to look to corporate sector. 

In Europe, too, a change of direction is on the horizon 

with the introduction of the "digital tax" paid by e- 

commerce multinationals. This change will also have a 

negative impact on corporate profitability and therefore 

on the ROE of companies that today support Wall 

Street’s stock prices. 

3) The end of the "deregulation and free markets” model. 

The state’s greater role in the economy will lead to 

greater intervention and control over corporate 

governance and financial markets. The recent actions 

taken by the U.S. antitrust authority against Google are 

only the beginning. In a world more oriented towards a 

state intervention model, it is clear that China is the 

winner, because its economy has already been 

operating under this regime for some time. 

4) The end of the monopoly of the Dollar as a world 

reserve currency. The continuous need to support the 

economy with fiscal stimulus obliges the Fed to print 

money indefinitely in order to underwrite U.S. public debt 

issues while, in the meantime, international investors sell 

Treasuries. The recent strengthening of the Renminbi 

confirms that capital flows have started to move towards 

China which today already has the second-largest stock 

market in the world by capitalization ($16 trillion) and the 

second-largest bond market in the world by size. 
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The Chinese government has recently stepped up moves 

to open its financial market. By the end of this year, 

foreign institutions will be allowed to own 51% of Chinese 

asset management companies, sell mutual funds in 

China and own 100% of Chinese insurance companies. 

From June of this year, foreign institutions have been 

allowed to operate as custodian banks for securities 

custody services, while from April they can operate freely 

on the domestic market in securities and futures 

brokerage activities. S&P and Fitch have also been 

allowed to operate in China since April of this year, 

despite ongoing trade disputes with the United States. 

These factors cause us to be negative on the 

performance prospects of Western financial assets 

compared to emerging markets, and we are negative 

on the Dollar and bullish on Renminbi and EM currencies. 

Here are some of the new trends that we think will start 

after the pandemic crisis: 

1) The beginning of the reorganization of the global 

value chain. Many global companies have started to 

review the concentration of production in China, and 

are moving a good portion of their manufacturing of 

products not destined for the Chinese market out of the 

country. Production destined for the Chinese domestic 

market will remain in China. A major relocation outside 

China is necessary to avoid risks of over-concentrating 

investment and production in a single country in a rather 

uncertain geopolitical picture. India and Mexico will be 

among the favored countries in this process of 

"diversification" of delocalization, and some satellite 

countries in the Eurozone will also be able to intercept this 

trend. This strategy is aimed at building economic areas 

integrated with a value chain in order to reduce 

manufacturing and geopolitical risks. This mechanism will 

be one of the next drivers of global economic growth 

and will benefit all areas involved. While China will no 

longer have a monopoly on these global investments, it 

will be able to compensate this retreat with an increase 

in domestic consumption which should be the future 

driving force of the world economy. Globalization is not 

over. It is only changing its spots. 

2) The beginning of the decoupling of Asia from the U.S. 

economy, and pivoting to a link to Chinese growth. The 

process is already more advanced than one might 

believe, and the Chinese government is aware of the 

potential geopolitical advantage in Asia it can reap from 

this economic trend. China's leadership in Asia will play 

out based on its ability to quickly recover from the current 

global crisis and rebalance growth onto domestic 

consumption so as to become the main "customer" of 

Asian economies. China's trade with Asia already 

accounts for almost 40% of the region’s trade, and is 

destined to grow thanks to China’s speed at recovering 

from the impact of Covid-19 while the United States and 

Europe are still mired in economic crisis. 

3) The beginning of Renminbi’s role as a trade currency 

and the start of the process of diversification of world 

currency reserves. The Chinese began to massively 

purchase Japanese government bonds in Yen and held 

back on purchases of U.S. Treasuries. It is plausible that 

this diversification from the Dollar will be accentuated by 

imitative behavior by other central banks in Asia. The 

Chinese are not aiming to replace the Dollar as a reserve 

currency, but want to reduce its role. I believe that the 

Dollar is destined to remain a world reserve currency, but 

as a “funding currency” rather than as an exclusive "store 

of value.” Having a widespread currency at negative 

real rates is a bit convenient for everyone, especially to 

get into debt. It is therefore highly probable that capital 

flows to the United States, now at an all-time high (and in 

particular on financial investments) are destined to 

decline. 

 

 
In light of these considerations, we therefore confirm our 

very bullish view on equity and credit in Emerging 

Markets in Asia, but remain rather negative on the 

prospects for Western financial markets (USA and 

Europe). Europe and the U.S. are preparing to face a 

particularly difficult and long-lasting challenge. The surge 

in coronavirus cases heralds a rather complicated 

phase, and is not without risks for social stability. The 

bullish allocation of the Global Strategy fund therefore 

focuses on equity China and Asia (+15%), while we are 

short on SPX and DAX (-35%), so we are net short equity 

by 20% overall. We are still long in Gold (+16%) and short 

in USD vs. Euro (-25%). We closed long positions on U.S. 

Treasuries at 10/30y, after the long bull market and given 

the strong compression of U.S. rates, and we are now 

long on Chinese government bonds in Renminbi (+10%). 

In closing, I point out that none of the top five largest Wall 

Street IPOs in recent years were by American companies, 

and for were Chinese (Ant Group, Alibaba, Agricultural 

Bank of China and Industrial Bank of China). Great global 

shifts often offer great opportunities to those who can 

read them in time. Despite the difficult moment the world 

economy is going through, we are going to face 

complicated but very interesting scenarios that are just 

emerging. The excessive concentration of risk on certain 

asset classes (at very high valuations) does not 

necessarily indicate optimism about the future, but rather 

a herd instinct based on "consensus". The meaning of the 

term “consensus” is "doing something that is shared by 
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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. 

 

 
all," or in other words avoiding taking the risk of doing 

something different or thinking something different from 

everyone else. The past teaches us that it is the inevitable 

changes in "consensus" that triggers the great trends and 

historical changes. 

 

 

Lugano, November 6th 2020 

Maurizio Novelli 

Portfolio Manager Lemanik Global Strategy Fund 
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