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AP Summary: Market Themes
|. What are markets discounting? (pp. 5-9)

* Using a nowcasting approach we examine how soon a recovery needs to be visible in
the data in order to meet market expectations. Quite quickly, is the answer.

Il. What are markets not discounting ? (pp. 8-12).

* Credit, consumer demand, and deflationary pressures will constitute headwinds to the
expected V-shaped recovery. Equity prices leave little room for such second-round
effects. Dispersion between sectors has reached a minimum. What are the
implications?

Ill. Hedge Assets Suspended (pp. 13-15)

 Which hedge assets have worked in the current crisis? The answer is that the list has
been reduced considerably, leaving portfolios with less protection for risk assets.



AiiocATIon What are markets discounting? A look at our nowcasting model

Avre lnvestors over-trading the economic delta this time?
Global Growth & S&P500. According to our

Weekly data nowcasting model,
%0 the 3-mth decline in
the Sg§P 500 by late
March corresponded
to a drop in 3-mth
quarterly
annualized global
GpP growth of #.8%.
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The
dowwntrend
in metals
prices has so
far been
slow. WillL it
accelerate?

PoL’wg
uwocrtaiwtg
looks Likely
to Lmprove,
but the
election year
ls unhelpful
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Nowcasting
Global GDP - input variables

Global Metals prices
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Financial Conditions
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US Financial Conditions (Chicago Fed)

Source: Refinitiv Datastream, C.A.P

Factors behind our global nowcasting model

Global PMiIs
around 38
still have
room to get
WOYSe over
May-june.

Us Financial
conditions are
nowhere near
the level of
distress seem tn
the gFC, The
Fed backstop
has cLearLg
worked but
may have less
to deliver going

forward,
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What are markets not discounting? Credit contraction

CAP

Credit conditions are tightening ECB Loan survey vs |G Spread
10 Bank lending vs Securitized lending
n second round, 600
. the victims of
this tightening 500

will appear. \ 400

Banking lending
conditions are
following suit,
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——— ECD Loan Svy: Credit to Large Firms - Net Tightening (R.H.S)
Investment Grade Corporate Yield Spread (BPS)
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Bven though the
GFC intensified
much more
gradually than
the present crisis,
the collapse in
retail sales
hoppened at a
simdilar speed
anol was
concentrated on a
few months in
late 2008,

Second-round effects: slow release of pent-up demand

Redbook weekly retail sales tracker. Now and at the GFC
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R Pattern for Retail Sales recovery following the Financial crisis Dec-08 - Jan-09 ((R.H.S)
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A positive
second-round
effect from
pent-up
demanol
kicking tn is
Just as clear
this time.

what is less
obvious is why
tt should
happen much
faster than in
the GFC. A
recovery to the
Level priov to
Coronda might
not be seen
before Late @s.
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Second-round effects: deflationary pressures

The US Job market: The most deflationary force ever?

Unemployment vs Private Sector Hourly Earnings

1995 2000 2005 2010 2015 2020

US Unemployment rate (R.H.S - Inverted)

US Private Wage Inflation (Y/Y%)

April u-rate 15%
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MwempLog ment
wmight fall to 10%-
15% n HR2-20,
Beyond that
further declines
will Likely be
Longer-drawwn.

In the second
round, wage
inflation Looks set
to move to zero or
below, which will
hit both consump-
tion anol debt
senvicing VERY
hard.



AP | sy Second-round effects: from convergence to dispersion
Dispersion Index , ,
Global GICS sectors+ A low dLSPeYSLDW 0-(:
0.7 between sector returns
corresponds to a high
06 correlation of returns.
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Source: Copenhagen Allocation Partner & Financial Analyst Journal, Vol. 56, 2000: Dispersion as Cross-Sectional Correlation, Bruno Solnik &Jacques Roulet 9



https://www.tandfonline.com/author/Solnik%2C+Bruno
https://www.tandfonline.com/author/Roulet%2C+Jacques
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As expected,
defensives as a group
have downe better than
CyY clicals ano
Financials.

Cyclicals are
candidates for
Underperformance in
2% youndl.

Second-round effects: from convergence to dispersion

Greater sector dispersion Likely in second round.

Index 100 =Jan 1, 2020

.0 110 120
0 Defensives 100 110
)0 i 90 100

0 %, /‘N\/ go Y
“A(YM\J 30
'0 70

70
b0 60
Jan Feb Mar Apr 60
2020
N~ MSCIWorld .o Communication Serv...
........ Consumer Staples Utilities
120 120 120
Cyclicals & Crude
100 100 100
80 80 30
60 60
40 40
Jan Feb Mar Apr 40
2020
= = = Industrials Consumer Disc.
Materials .. Energy

Corona Winners

Jan Feb Mar Apr
2020
Information Technology ~ ..-..... Health Care
Financials
Jan Feb Mar Apr
2020

Real Estate Banks

High
120
1o Performance of

100 |T & Healtheare

90 aslowng as

g0 Corowa Ls the
70 only market
0 thewme; Marolta

after.

'’ meal Bstate

19¢ Lpoks Like a

80 candidate for

60 underperfor-

40 Wwance n
seconol round.

10



AP

US Treasuries: the only game in town?

1998 - 2020

Based on total returns; weekly data
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The Long-term picture shows zero
or slightly negative correlations
between equity and bond market
returns.

Aug-08 - Mar-09

Based on total returns; weekly data

Pearson
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|G Corporates were uncorrelateo with
equities during the GFX, but both USTs

and Bunds offered an attractive
negative correlation to stocks, and
Danish mortgage bonds did so to a
Lessor degree.

filoenon Hedge assets suspended: high quality bonds

Dec-19 - Mar-20

Based on total returns; weekly data

US T-Note (10Y, EUR)
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|G Corporates (EUR)

Gov. EU/US 30Y

German Bunds (10Y)

§ N O @
\ S S \ A
o S \? SRS
6@ Q’Q ¢ &P e N
((/Q > eo CJO\Q ,-(}QQ’ Y\o
< 0 &Y
N @0 N

Not so this time: USTs had the
same hedge capacity as in the
previous crisis, but Bunds had
nothing to offer and Danish
mortgage bonds got dragged into

the crists.
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s JPY the only hedge currency Left?

1998 - 2020

Based on total returns; weekly data

US Dollar 2Y

Swiss Franc 2Y

Japanese Yen 2Y

Long-term picture stmilar to that

of stocks vs. bonds: hard currency

returns from the polnt of view of a
ewro-based tnvestor exhibit zevo or
slightly negative corvelations to
stock returns.

Aug-08 - Mar-09

Based on total returns; weekly data

US Dollar 2Y

Swiss Franc 2Y

Japanese Yen 2Y

Global Equities (EUR) . -018 -05 02

But exposure to the CHF offered a
good counterweight to equity risk
and less so the JPY and the USP.

Hedge assets suspended: hard ccy (EURO based investor)

Dec-19 - Mar-20

Based on total returns; weekly data

US Dollar 2Y
Swiss Franc 2Y

Japanese Yen 2Y

Global Equities (EUR) . -0.3 0.12 0.34

The USD has fared reasonably well
against the EUR since the crisis
began. But tts correlation to
equities has beew positive. No sign
of any hedge capacity ow the part

of the CHF in this crisis. .
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Hedge assets suspended: gold / min.vol equity factor

Gold and Min.vol Factor: Nowe of the two passed the Corona-Test

1997 - 2020

Min.Vol Equity Factor (EUR)
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Awninual returns on both gold and
the Min. Vol. equity factor were
tn the low stngle digits over the
past 1oYears. But Min.vol.
delivered a negative corvelation to
equities.
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Both assets offered a goool
counterweight to equity risk in
the previous crisis

Dec-19 - Mar-20

o .
R ..
N N
oQ‘ oQ‘

Gold has so far delivered a positive
return since the crisis began. But
tts corvelation to equities has been
much higher than before. The
Min.vol equity factor has delivered
much Less hedging thaw its long-
term performance would suggest.
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el Summary: Our Asset Allocation
We maintain the same overall defensive Cross Asset Portfolio Model (CAP-M) (*)

positioning in risk assets from last month. Our - N +
top-down climate indicator is still very negative. cash ]
Hedge Portfolio e
Eurozone Core Gvt. bonds -
In our hedge portfolio, we overweight short US/German 10Y+ Gvt. bonds |
duration EZ gov. bonds and hold IG bonds as an Short USD Gvt. bonds ]
u nderweight Eurozone |G Corporate bonds -
Risk -Off Portfolio B
Risk Portfolio -
We have reduced our exposure to USD bonds. High Yield Bonds ]
EM Debt I
. . . . Core Equities (EUR based) -
In our Risk portfolio we st'ay unde.rwelgh’F in | European Equites - Large cap ]
European, EM and JP equities while holding High US Equities - Large cap ]
Risk credits and US equities in Neutral positions. EM Equities L]
JP Equities I
. L Risk-on Portfolio -
Our Cross Asset Portfolio Model is implemented -
. - +
in our CAP-M fund. See also: https://c-a-p.dk/our-fund
Previous Position
- Current Position

Our monthly in-depth allocation report (*) () Underweight positions: <-25%, <-10%

https://c-a-p.dk/cap-scan-may-2020/ (+) Overweight positions : >+10%, >+25%
(N) Neutral position :>-5%, < +5%


https://c-a-p.dk/our-fund/

EEEEEEEEEE
AAAAAAAAAA
RRRRRRR

CAP Aggregate Macro Filter

A qwﬁch
h veturn to a
X \/‘ﬂ ol J ~ positive risk
climate?
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>~ Climate. Positive Macro
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el CAP Aggregate Macro Filter - Components

Macro Filter: IFO cycle
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Macro Filter: Global GDP growth Macro Filter: Liquidity cycle
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US equities continue to shine relative to other regional markets

CAP

US Equities Emerging Equities

European Equities

Asset Class Details Asset Class Details Asset Class Details
11-May -Im -3m -ly ytd 11May -1m -3m  -1Y  yid 12-May -Im __ -3m _ -ly  ytd
Performance _ Changein%/levels Performance Change in %/ levels Performance B
Total return 5803 143% -13.4% -15% -115% Total return 297 89% -174% 0.0%  -19.2%] Total return 2127 10.4% -15.6% -12.7% -17.6%
Trend EPS Growth  -7.2% -13%  14% 52% 15% Trend EPS Growth -141% -3.1% -09% 5.6%  -15% Trend EPS Growth -15.0% -11.2%  -6.5% -7.0% -9.6%
Fwd EPS5rev 3 mth -185% -28.1% 04% 17% -06% Fwd EPS rev 3 mth  -18.9% -3.9%  0.0% 09%  -0.7% Fwd EPS rev 3 mth -17.0% -10.6% 15% -2.2% 2.0%
Valuation to Tremd  95.8 g4.7 1092 926 g7 2 Valuation to Trend  85.3 20.9 847 83.6 83.5 Valuation to Trend 94,2 91.2 92,9 927 927
DREX Score {*} ChangElnlents ____________ DREX Score {*} Change inpoints DREX Score {*l .............. LETER T e
Macro as T e R Macro 20 T as a8 Macre 16 o s e s
Valuation 00 -10 00 00 00 Valuation 00 -10 00 00 0.0 e 1 o
Earnings 15 05 35 35 a5 Earnings -20 00 20 -10 0.0 S hE CU
Position 00 1.0 -10 -10 -20 Position 00 00 10 00 20 Position 0.0 0o o0 00 -0
Total 10 04 =23 23 27 Total 18 -04 24 24 23 Total == 90 29 27 &2
. . (*) Dynamic Return EXpectations Input. Scale:-2 to+2
(*) Dynamic_Beturn EXpectations index. Scale:-2 to+2 (*)Rynamic Beturn EXpectations Input. Scale:-2 to +2
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US Equities continue to shine relative to other regional markets

Sinee 2019, The US profit cycle has shown much greater resilience
to the global business cycle thawn seew tn other markets. There is no
obvious reason why this should change.
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CAP

Low Quality Credits hold relative attractive risk/reward profiles

Global High Yield Emerging Debt (Hard ccy)

Asset Class Details
Asset Class Details

11-May -Im -3m -ly  yid

Performance el R e e 11-May -1m -3m -ly ytd
Total return 1146 3.1% -100% -4.5% -9.3% Performance Change in % [ basis points

Rate Avg. 828 -126 308 238 319 Total return 4125  14% -74% 10% -5.5%
Carry 795 -609 385 373 410 Rate Avg. 5.64 76 199 105 176
Spread(bps) 8.35 -57 416 392 424 Carry 531.3 -19 276 241 267
DREX Score (*) Change in points Spread(bps) 2.64 -50 109 133 143
Macro 17 04 23 32 -31 | DREXScore (¥) Change inpoints
Valuation 1.0 o0 2.0 2.0 20 Macro 0.1 05 0.3 0.1 0.1

Carry-Roll 1.0 10 30 30 30 Valuation 1.0 00 1.0 10 1.0
Pasition 20 -1.0 4.0 4.0 3.0 Carry-Roll 1.0 0.0 3.0 2.0 3.0
Total 10 07 13 17  -13 Position -2.0 -1.0 -30 -40 -2.0
(*) Dynamic Return EXpectations Input Total 0.1 00 01 -02 06

(*)Dynamic Beturn EXpectations Input
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Low Quality Credits hold relative attractive risk/reward profiles

CAP

Global High Yield (USD/EUR) A 9ap
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Now, Default rate expectations are
the highest since GFC
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