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CORONAVIRUS (COVID-19) AND THE GLOBAL ECONOMY

THE LIMITS OF LINEAR THINKING
Evolution appears to have equipped our brains relatively well for
predicting the linear path of a saber-toothed tiger. While these
time-proven capabilities prevented many an ancestor from ending
up as prey, they have regularly failed us when phenomena follow
non-linear properties. Which brings us to the exponential infection
rates of viruses such as the novel coronavirus (COVID-19).
WORRIES ABOUT COVID-19 RESULT IN SIGNIFICANT LOSSES
ACROSS EQUITY MARKETS GLOBALLY
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The decline of new infections in China indicates that
swift and forceful governmental action may be able to
contain an epidemic.
Equally encouraging is the fact that the US government
appears to finally look at COVID-19 as a public health
risk instead of approaching it merely as a public
relations issue. It is far less clear how less authoritarian
countries, or those with less developed public health
safety protocols and infrastructure, can impose heavyhanded quarantine measures on their population.
If one is to believe the director-general of the World
Health Organisation (WHO), there is no need for fear
and panic in the markets. His words should be regarded
less as a pacifying statement towards the markets (as
evidenced by the massive sell-offs in recent days) but
rather as pep-talk for governments around the world
to continue their virus containment efforts after initial
encouraging developments in certain countries.

TRAMONDO AND THE EQUITY MARKET SELL-OFF

THE INVESTMENT APPROACH WORKS
Consistent with our view (see link to Navigator 2020 below) we
started into the year with a positive outlook for equities. In line with
our well-proven investment philosophy, which is based on active
management with a strong focus on capital preservation, we proactively reduced our equity market exposure as soon as the first
reports of the Coronavirus surfaced in Wuhan, China.

Since the outbreak of the Coronavirus, we stuck to our active and
risk-oriented asset allocation framework and hence could preserve
our clients' capital also in times of unprecedented market stress.
To be specific, we continued to aggressively hedge underlying
risk exposure since COVID-19 started to spread in Italy in order to
protect assets during the current turmoil.
OUTLOOK: EXTRAPOLATING RECENT HISTORY
MAY BE FOOLISH

WE CANNOT DIRECT THE WIND..
It would be intellectually dishonest to take a victory lap, and
sheepishly claim that luck favors the prepared mind. The
unpredictability of the markets has humbled us all in the past.
SPX TODAY - AN OVER-REACTION OR NOT?
3500
3400
3300
3200
3100

We are mindful that selected purchasing manager
indices indicate that supplier delivery times are already
feeling the strain. Already now, the negative impact of
prolonged work stoppages might tip fragile economies
into a recession.
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Should COVID-19 spiral out of control, and into a
global pandemic, a global recession might become
unavoidable. Then again, recent history may not give
us sufficient guidance about the future in the current
environment. Unlike in similar scenarios in the past
where the world faced a demand-side squeeze, this time around
the dislocations loom also on the supply side.

..BUT WE CAN SET THE SAILS

STANDING BY FOR FAVORABLE WINDS
As of today, short-term market risks outweigh the potential of a
quick recovery. As many uncertainties still remain, we keep our
defensive allocation towards equities.
While we remain strategically optimistic towards equities in the
medium- to long-term, we currently focus on asset protection
and capital preservation. Should the facts or underlying market
conditions change significantly, we will adapt our view and our
allocation, respectively. We will keep you apprised of it - watch
this space.

If you have not done so already, please download our Navigator
2020 publication here: http://bit.ly/35lxwYd
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at any time the content of this document in
part or entirely, at all times and without prior
notice. Although the Company acts with due
care to ensure the accuracy of the information
contained in this document, it cannot guarantee
such. The Company or its employees assume
no liability for any damages (neither tangible nor
intangible) that arise through the use or non-use
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