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Fund Jan Feb Mar Apr May Jun Jul Aug Sep 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%         16.11% 

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 NAV 

 

 

 
Stock markets are already 

celebrating as the end of the global 

lockdown appears on the horizon. 

But at these levels, they are 

certainly not pricing in economic 

damage from the virus in terms of 

lower profits, unemployment and, 

above all, future insolvencies. I 

believe that the “pandemic’s” true 

impact on the global economy will 

only be understood in the next 

three months, when we will see 

evidence of how long the return 

to normality will actually take. 

If we look at what is happening in 

China, there is no reason to be 

particularly optimistic. Although 

the Chinese government has 

ordered industrial activity to 

resume, the situation of the 

centrally-managed non- 

manufacturing sectors leaves no 

room     for     facile   

enthusiasm. 

Meanwhile the services and 

domestic consumption sector, which is not centrally managed 

and depends on real private demand, is heavily penalized by 

the fact that Chinese citizens have not yet overcome the shock 

and are still afraid of contagion. Retail sales are still down 

16% compared to the end of 2019, and the only sectors seeing 

growth      are      pharma      (+8%)      and      food   (+18%). 

 
The figures for fuel consumption and restaurants – which are 

useful indicators of a return to mobility and consumption -- 

are down 20% and 57% respectively. In general, China's 

economy is still struggling, and is running at an 

(optimistically) estimated 70% compared to the end of 2019. 

We expect to see the same dynamics in Europe and the United 

States, since the population is well aware that the Covid-19 

virus is still circulating. This psychological condition risks 

compromising mobility and consumption, with a clear impact 

on forecasts for a rapid recovery of the economy. In the 

meantime, the financial markets are tiptoeing into a 

preliminary phase of "nationalization," where public 

intervention and support from the U.S. Federal Reserve will 

prop up a capitalism that for all intents and purposes is 

“capitalism” in name only. 

The system needs huge amounts of capital to continue 

running, but it cannot remunerate this capital because 

otherwise it would fail. Governments need to take on more 

debt to sustain the economy, but they cannot adequately 

remunerate the capital they need to finance this debt because 

it would make the debt unsustainable. Companies need to 

issue debt to finance their operations, but they cannot afford 

to pay rates that are higher than governments because it would 

make their debt unsustainable. Equity – the source of capital 

par excellence -- has been in crisis for some time now. The 

profitability of equity investments on international markets, 

excluding the United States, has been disappointing over the 

last seven years. The former US MSCI World Index has 

practically been in a side market since 2013 (see chart). 
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And U.S. markets were only able to outperform thanks to 

share buybacks, which drove stock prices higher but now have 

burned $5 trillion of cash flow. Many companies find 

themselves loaded with debt, and they are all queuing up for 

state intervention to keep from going under. Share buybacks 

were a last-ditch attempt to support profit levels that could not 

be achieved with normal operating profits – which you cannot 

massage with buybacks and adjusted earnings. In fact, the 

operating profits Corporate America have been practically at 

a standstill for 5 years (see graph). 

 
 

In a search for constantly growing profits, analysts for some 

time now have been working to introduce a dual accounting 

system. On the one hand, there is the GAAP system (the so- 

called official accounting principles used to draw up statutory 

and tax financial statements); and on the other the "adjusted" 

system (the name already indicates the purpose), where a 

whole series of liabilities and costs can be omitted 

(depreciation, interest expense, costs deemed transitory, etc.). 

Obviously, the profits highlighted with the "adjusted" system 

are very closely followed on Wall Street, and often serve to 

make profits appear where in reality they don’t exist; 

declaring profits where instead there are operating losses. It is 

certainly true that many American companies are solid and 

profitable. But when the finance industry adopts, or has 

adopted, passive investment strategies, clearly a lot of money 

ends up supporting the share prices of companies that are in 

 
reality not worth their market capitalization and are 

unprofitable. 

For example, even before the crisis, 30% of companies listed 

on the Russell 2000 index were already loss-making. But the 

index was still rising. In every single crisis since 2001, 

speculative excesses cause the financial system to collapse, 

forcing central banks to save a system that, as soon as it 

recovers, is ready to plan another devastating crisis of ever 

larger proportions than the previous ones. It is time to say it 

clearly: policy makers control nothing, and do not supervise 

the system’s financial risks. On the contrary, policy makers 

continue to add fuel to the fire with more and more incentives. 

Central banks, asset managers, banks and large private equity 

groups have mixed a cocktail that led to a system that believes 

risk no longer exists for anyone. 

Therefore, at this point I believe it is correct to assert that -- 

precisely because investors must be made to believe that the 

risk does not exist -- risk capital should no longer 

remunerated. If participants in this system must always be 

saved regardless of the risks they decide to take, it follows that 

risk capital cannot demand a remuneration. The capitalist 

system has degenerated because of this way of operating. It is 

practically dead; finance – in its current form -- has killed it. 

The United States, from 2001 onwards, placed the real 

economy at the service of finance, reversing the traditional 

role of finance in support of the real economy. Today the 

financial sector "leverages" the real economy 4/5 times to 

obtain returns that the real economy can no longer produce, 

just as banks in 2008 leveraged capital 40 times to obtain 

returns that their lending activity could not generate. 

In the last expansionary cycle, debt in the international system 

grew by 110%, but world GDP grew by only 46%. To produce 

$1 of GDP we created $2.40 of new debt. The question is: 

why does the debt multiplier systematically worsen in every 

expansionary cycle? If I use this debt to make real 

investments, I should see a much higher GDP increase. The 

reason why it takes more and more debt to produce less GDP 

growth is because a large part of this new debt is used for 

finance (leverage) and not for investing in the real economy. 

At this point in history, it is right for the financial system to 

be nationalized, and for Japan-style venture capital profit 

levels, where the central bank supports the system but the 

capital is not remunerated. Japanese capital is invested mainly 

in foreign markets, and Japan’s QE is not useful to the 

domestic economy. 

Just to be completely clear, I would also like to expose the 

myth of QE’s beneficial effects that have been exalted by 

analysts and consensus view economists. It has now been 

proven that QE does not work in economies where banks are 

the economy’s main financing channel, and that have an 

excess of domestic savings (see the case of Japan and Europe). 

In this case, zero (or worse, negative) rates discourage banks 

from lending activity because loan remuneration is too low in 

relation to risk. 
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Meanwhile, since the excess savings in the system do not find 

an adequate remuneration locally, these funds tend to migrate 

to financial systems where yields are higher. To avoid this 

migration, the free movement of capital should be prevented 

-- a small detail that Monetarist Theories have forgotten. The 

outcome of these wicked policies made by applying 

Monetarist Theories in the crudest of manners is clear for all 

to see. In fact, Europe and Japan were already in recession at 

the end of 2019 with central banks engaged in printing money 

and with negative rates (!). 

On the other hand, QE policies made in countries where 

financial markets finance company growth and domestic 

savings are small (see the United States), QE policies are 

always exposed to the risk appetite of investors. As soon as a 

crisis arrives, buyers of corporate bonds and loans (IG, HY, 

securitizations of all kinds and leverage loans, which in 

America account for 60% of the credit supplied to the 

economy) try to liquidate the positions (as their risk appetite 

falls). The central bank becomes the buyer of last resort of 

almost everything that must be sold. This intervention, in the 

way it is organized today, is aimed at mitigating the impact of 

deleverage and providing liquidity to help those 

intermediaries who are selling to meet liquidity needs but 

cannot find buyers. 

It is quite obvious that, at this stage, QE is purely aimed at 

achieving an orderly liquidation of assets and preventing 

investors who hold these assets from defaulting. Only when 

these operators have re-established what they see as an 

adequate level of portfolio risk in relation to the economy’s 

new context will they resume financing the system by buying 

securitized bonds and loans. In this phase of the crisis, 

therefore, QE does not increase credit to the economy (as 

almost everyone claims). Actually, it only partially replaces 

the credit now denied by previous lenders. 

The result is that the economy shrinks in any case, until the 

those who leveraged the economy regain their risk appetite. 

In conclusion, in both cases – an economy supported by bank 

financing, and an economy supported by lending from 

financial markets (the shadow banking system) – the outcome 

depends only on the risk propensity of the people who finance 

you. So, the question clearly becomes: if we move towards a 

system that can no longer afford to remunerate debt capital 

because it cannot bear the cost, who will finance such a 

system? In other words, if my willingness to take risks no 

longer pays off, why should I finance you? 

The risk propensity of investors asked to finance an economy 

at zero or negative rates is equal to the level of rates: zero. 

Neither the Fed nor the BOJ and the ECB will be able to climb 

out of this mess very easily. Even for equity, as I have had 

occasion to point out, profitability was already compromised 

a long time ago (again, see the MSCI World ex US), and only 

buybacks and the accounting artifices of Wall Street had given 

the illusion of the American market’s higher profitability. 

There are profitable companies and sectors, but they certainly 

cannot   be   captured   through   index-linked   investments. 

I believe we will see a return to active management. 

 
It should also be emphasized that, in contradiction with the 

capitalist system, those U.S. companies with high profitability 

and growth prospects enjoy an almost monopolistic or 

oligopolistic position: Amazon has a monopoly on online 

commerce; Apple shares an oligopoly with Samsung and 

Huawei; Google has a dominant position; Facebook is a 

monopolist in social media; Microsoft is a monopolist of PC 

operating systems; Booking is an oligopolistic and so are 

many others. In addition, these companies enjoy a kind of "tax 

protection" because they do not pay taxes proportionate to 

their profits. This is yet another indicator that this capitalist 

system is no longer really very capitalist at all anymore. 

Profitability is reserved only for a few companies, while all 

the others are left gasping for air. This situation is untenable. 

It was unsustainable before, and now it holds up less and less. 

The recent crisis in the oil sector also highlights and confirms 

this fundamental degeneration of capitalism. The United 

States, after the September 11 attacks on the Twin Towers, 

decided to pursue energy independence from the Middle East. 

To achieve this, investors have poured hundreds of billions of 

dollars in the shale oil sector which, however, needs an oil 

price of at least $50 per barrel to turn a profit. In order to 

sustain such high prices, important producer countries such as 

Iran, Libya and Iraq have been shut out of the market; Saudi 

Arabia has cut production in exchange for military support in 

the clash with Iran; and Venezuela has been kept in a sort of 

political and technological agony that greatly affects its 

production potential. These motivations form the basis for 

many geopolitical choices. The result is destabilization of 

certain areas of the world, and the ongoing migration flows 

are among the consequences of this strategy. Now the collapse 

of oil prices has plunged a sector accounting for about 10% of 

U.S. GDP into a crisis. Government intervention will be 

necessary to support an industry that was surviving only 

thanks to an "artificial" price support. The oil sector is another 

example of how the current economic system only holds up 

thanks to price mechanisms that have nothing to do with the 

market supply and demand. 

The recent stock prices increase confirm that the consensus 

still believes that things will go back to how they were before. 

But there is creeping suspicion that perhaps the virus impact 

will force a structural change. In an economy where the state’s 

presence is destined to grow, capital’s profitability is destined 

to fall. The impact on current social and political equilibriums 

could be the last missing piece completing a change scenario 

with decidedly uncertain outlines. Even if a coronavirus cure 

is found in the coming months, it will not cure a sick capitalist 

and financial system. 

If those setting the rules of the game from above lack the 

foresight to change them, there is a clear risk that the change 

will be imposed from below, with obvious consequences that 

will not be pleasant for everyone. Unfortunately, history 

teaches us that those who hold the dominant position are 

always reluctant to relinquish it, and try to maintain that 

position until the end. If we try to continue with these rules of 

the game during this crisis as well, we must expect high levels 

of economic and social instability for the coming decade. The 
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profitability of capital in the West is set to remain zero, like it 

is in Japan. If China and the emerging markets world offer 

greater profitability, capital will migrate to those regions and 

produce a further shift in the center of gravity of world growth 

towards Asia. In this scenario, all China needs to do is just 

stand firm and wait for the U.S. to continue on this path, 

handing over the leadership of the global economy to its 

antagonist. U.S. President Donald Trump's attempts to 

counter China's rise with a trade and technology war were 

already causing damage to the world economy. 

In this crisis, there is a risk that America will support a sick 

system by closing itself off further, thereby defending its 

model and completely destroying the rules that have created 

prosperity for the West since the end of World War II. 

 
In the scenarios that lie ahead, active investment strategies 

seem better suited to navigate in a complicated context, and 

are destined to find a larger and perhaps dominant space in the 

asset allocation of investors. In conclusion, we confirm our 

investment strategy: gold has opened a bull market phase; the 

dollar is in the toppish area, bonds will remain glued on these 

levels and stock markets are facing a sharp decline in 

corporate profitability that may exceed expectations. 

 

 

 

 

 

 

 

 

 
Lugano, May 11th 2020 

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. 
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