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Outlook for Managed Futures 2021: Dynamic action is key

Summary:

— The world economy fell into recession in 2020 due to the Covid-19 crisis. Although the outlook with
regards to a vaccine is now very positive, the consequences of the ordered lockdowns are likely to
be felt for a long time. The economic slowdown has entailed a rise in unemployment and a decline
in consumer spending in all industrialised nations.

— Central banks have reacted decisively to the crisis. The balance sheets of the major central banks
have once again grown substantially. This policy of cheap money has led to governments’ and
companies’ debt levels reaching new highs. Prices of financial assets have been inflated and the
average credit rating of outstanding corporate bonds is progressively worsening.

— Governments have also reacted proactively in order to avoid an even more severe recession. In
addition to conventional fiscal policy, governments have found a new instrument in the form of bank
loan guarantees as a way of influencing the money multiplier.

— The political risks — in particular an escalation of the trade war between the US and China — have
hardly been reduced with the outcome of the US presidential elections.

— ltis difficult to anticipate how this pent-up energy will be released. All scenarios, from high inflation
to a technology crash, have a non-negligible probability to unfold. In this environment, a dynamic
strategy with the flexibility to tap into new trends is key.

Central banks printing money

The Covid-19 virus has been raging since the start of 2020. Central banks have reacted decisively to this
global crisis and flooded the economy with liquidity. The amount of money creation can be seen on their
balance sheets. Particularly striking is the development of the balance sheet of the US Federal Reserve
(see Chart 1), which, since the financial crisis, has pursued an extremely expansionary monetary policy.
Since the Covid-19 crisis began, the Fed’s balance sheet has doubled in size and currently stands at 33.9%
of GDP. In Europe (ECB), this level is significantly higher at 61.7%. The money supply is around six times
higher than before the 2008 financial crisis, while economic output (industrial production) is only slightly
higher.

Central banks’ actions initially influenced interest rates, which reached record lows worldwide in March.
Because of deteriorating liquidity, the Fed also felt compelled to take various measures to support credit
markets. In particular, it now accepts a broad range of corporate bonds as collateral for its credit
facilities, and, since the end of March, has been able to act directly as buyer of investment grade
corporate bonds on the secondary market. Although the Fed is still rather restrained in the usage of this
new way of intervention, its announcement has already led to a noticeable easing in credit spreads.
Ultimately, with lower interest rates (or bank rates), central banks also inflated share prices, which are
decoupling increasingly from company profits (see Chart 2).
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Chart 1: US Federal Reserve balance sheet total vs. US industrial production
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Chart 2: Share price performance vs. company profits in the US
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Governments’ fiscal policy

Governments have also supported the economy in reaction to the crisis with a wide variety of measures.
These include in particular the various forms of furlough schemes in Europe, as well as direct cash
transfers in the US. As a result, government debt has once again shot up dramatically. According to the
IMF Fiscal Monitor (October 2020), worldwide fiscal spending as a result of Covid-19 amounts to USD
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11.7 trillion. In view of the stimulus packages already decided, the International Monetary Fund expects
worldwide government debt to rise to over 100% of GDP (83% in 2019).

Governments have also found a way to play a direct part in increasing the money supply. They hand out
guarantees to commercial banks, so that they can provide loans to businesses and private individuals.
This results in money being created that no longer lies within the control of central banks.

It is likely that government debt will continue to rise and that these debts will be bought up by central
banks. This means that the huge government deficits will simply be financed by printing money.
Furthermore, governments — unlike central banks — have an interest in rising inflation. We believe that
after the crisis, they will hardly give up the instrument of loan guarantees.

Higher unemployment, poor consumer sentiment

The unemployment rate in the US has risen sharply as a result of the coronavirus crisis since April 2020
to nearly 15% (see Chart 3). Analysts’ fears that the unemployment rate could even reach 25% have
luckily not come true. The relaxation measures in many US states have allowed employment levels to
rise again and the official unemployment rate dropped to 6.9% in October. The situation in Europe is
similar: The rise in unemployment in the spring was stemmed by various government support measures.
In addition, relaxation measures implemented since the summer have helped to ease the situation on
the job market in Europe.

Chart 3: Development of unemployment in the US

16
14

12

14.7
13.3
11.1
10.2
10
8.4
7.9
6.9

4.4
4 3.6 3.5 3.5 3.6 3.5 I
0 I I I I I

Oct 19 Nov 19 Dec 19 Jan 20 Feb 20 Mar 20 Apr 20 May 20 Jun 20 Jul 20 Aug20 Sep 20 Oct 20

US unemployment rate (in %)
[e)] [oe]

N

Source U.S. Bureau of Labor Statistics

The positive trend of the last few weeks is unlikely, however, to incite excessive optimism.
Unemployment rates in most countries are still much higher than in January 2020 and many companies
have not yet reorganised themselves in the belief that this is merely a short-term economic slowdown.
Figures for the US are already showing an increase in initial jobless claims (U.S. Bureau of Labor
Statistics). The uncertainty on the job market inevitably affects consumer behaviour. In most
industrialised nations, the savings rate has shot up in the wake of the Covid-19 crisis. We expect
consumer spending to remain sluggish in 2021 due to job insecurity.
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Corporate debt levels, zombies

As a result of central banks’ loose monetary policy, corporate debt has been rising for some time. In this
regard as well, the trend can best be seen in the US market. Chart 4 below shows how corporate debt
has virtually exploded in the last few years. Figures from the Federal Reserve Bank of St. Louis show that

in January 2020, the level of corporate debt in the USA was already at 78% of GDP. It can be assumed
from this that the level has once again risen sharply this year.

Chart 4: Corporate debt relative to GDP in the US
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Debt is fundamentally not a problem if it is used for investments that make economic sense. However,
a cause for concern in this regard are the major share buyback programmes in the US, which are hardly
expected to boost companies’ productivity. Furthermore, the average credit rating of corporate bonds
is deteriorating steadily. This trend is clearly shown in the following figure.
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Chart 5: Trend/distribution of global corporate ratings
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There is reason to fear that the combination of central banks’ policy of cheap money and government
support measures have resulted in many companies being kept going artificially with an unsustainable
business model (so-called “zombie companies”). The corresponding cleaning up will have to occur at the
latest when the next crisis hits.

Political risk: Trade conflict with China

The ongoing considerable tensions between the US and China have almost disappeared from the radar
in terms of concerns. Four years ago, newly elected US President Trump promised easy success in the
trade war with China and threatened punitive tariffs of over USD 600 billion (of which USD 370 billion
still remains in effect).

According to data from the United States Census Bureau, the US has not yet managed to reduce its
current account deficit — not even with China. But anyone who hopes that, with Joe Biden presiding, the
trade conflict with China will quickly begin to ease off is likely to be disappointed. There is also a high
level of scepticism among Democrats about China’s asymmetrical business policy, which on the one
hand strives for a global presence for its businesses, while tightly controlling its domestic market on the
other. It is only likely to be a matter of time before tensions between the two superpowers flare up
again.
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Outlook: The pent-up energy could soon be released, which would be advantageous for
Managed Futures.

The world economy seems to be at a crossroads. On the one hand, the long-term effects of the
coronavirus crisis threaten pushing the economy into deep recession. This could prove a deathblow for
many struggling businesses, with major effects on the job market. On the other hand, central banks are
providing the economy with ever more new money in order to swiftly overcome the crisis with access
to a new phase of growth. However, in so doing they are creating the conditions for galloping inflation
in the future. These powers are still in balance, with 2020 having been a difficult year for Managed
Futures, shaped by hope and fear, reversals in trend and sideways movements. It is still not clear
whether the next few years will be defined by a severe recession, inflation or new growth.

We expect the pent-up energy to be released in the coming years, and one of the scenarios outlined
above to materialise. Regardless of which scenario occurs, we believe that strong trends will develop,
which should fuel the performance of Managed Futures. In our opinion, it is not possible to predict when
these upheavals will begin and what consequences they will have for the financial markets. It may be
possible to maintain this unstable balance in the short term. However, during times of categorical
uncertainty, investors are more reliant than ever on convex investment products, which benefit from
both rising and falling markets in all asset classes and can offer real diversification in times of crisis.
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Disclaimer

This documentation (“Document”) is provided solely for information purposes and is intended for
professional investors only. Non-professional investors who obtain this documentation are please asked
to discard it or return it to the sender. This presentation is not a prospectus or an offer or invitation to
buy financial products.

This Document is provided for marketing reasons and is not to be seen as investment research. This
Document is not prepared in accordance with legal requirements designed to promote the
independence of investment research, and that it is not subject to any prohibition on dealing ahead of
the dissemination of investment research.

HISTORICAL PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE.

The performance data do not take account of commissions and costs incurred on the issue and
redemption of units. Gross performance figures neither include costs which are charged to the
investment fund. Such costs and commissions result in a decrease of the achieved performance.

Investments in financial products are associated with risks. It is possible to lose the entire amount of the
invested capital. In addition, financial products investing primarily in emerging markets and/or in high
yield bonds carry higher risks in general. Emerging markets bonds are bonds from issuers with a
registered office or primary activity in an emerging country (“EM”). They are exposed to higher political,
social and economic risk that can manifest itself in restrictions on capital transactions or other
constraints. This can make it impossible for the bond issuer to pay the coupon or repay the principal.
Operating and supervision conditions may deviate from the standards prevailing in developed countries.
Bonds with high yields entail a greater risk of issuer default, and are a riskier investment than higher
quality investment grade bonds.

Convertible bonds, contingent convertible bonds (“CoCo bonds”), subordinated bonds, perpetual bonds
and floating rate bonds are complex financial instruments. Regarding the specific risks of an investment,
please refer to the currently valid fund documentation.

CTA (commodity trading advisory) or managed futures strategies invest in exchange-traded financial,
commodity and currency futures worldwide. These strategies are extremely complex and highly volatile.
The average volatility of managed futures strategies is significantly above that of many other hedge
funds or absolute return strategies. Investors must be prepared to weather through periods of high
volatility.

Insofar as the information contained in this Document comes from external sources, Fisch Asset
Management AG cannot guarantee that the information is accurate, complete and up to date.

Statements concerning future developments and estimates are based on assumptions that may be
inaccurate, that could change or that are based on simplified models. Fisch does not know whether its
statements concerning future developments will be correct. Fisch may also change its opinion
concerning a future development. In such case, Fisch has no obligation to inform anyone about the
change in opinion.

The purchase of a product managed by Fisch should only be based on the currently valid documents
(fund prospectus, fund agreement, KlIDs, etc.). The currently valid documents are available at
www.fundinfo.com. Before reaching a decision to buy, each professional investor must determine
based on their specific situation whether they are even permitted to buy the product, and if yes, whether
they have the necessary risk tolerance for the corresponding product. Fisch expressly states that this
Document is not intended for private investors and advises professional investors to first consult
financial, legal and tax experts who are familiar with their specific situation and understand the product.

This Document is especially not intended for US persons (private or professional) as defined by the
FATCA legislation or under SEC regulations. US persons may not invest in any investment funds managed


about:blank

Fisch Asset Management Page9 |9

by Fisch, and Fisch is also not permitted to manage mandates from US persons. If Fisch learns that a US
person is invested in a product it manages, it will inform the fund management company and, if
necessary, other persons and demand that the US person sell the product.

Fisch has outsourced the storage and archiving of company data to a specialized third party firm. The
outsourcing is limited to the storage and archiving of data and occurs abroad. The processing of data is
done within Fisch and is not outsourced. The activity of the third party firm essentially consists of setting
up and maintaining the corresponding servers. The regulatory authorities and the auditing firm have
been informed by Fisch about the outsourcing, and the data protection and regulatory requirements are
fulfilled.

Fisch accepts no liability for damages arising directly or indirectly as a result of this Document.



