IN THE EYE OF

Z
O
-
<
-
LL
=
Ll
L
-

Market Update

July 2022




——— Rasameel’s Market Update - July 2022 Il_“]l_l"l
0

RASAMEEL’S MARKET UPDATE: JULY 2022

As reflected in our bearish June update, we reduced the risk exposures across the various strategies,
adding to cash balances in June. We are very glad we did, given market performance over the month,
with the S&P 500 down 8.3% and the MSCI World down 8.6%.

While our exposure to China equities performed well over the month, semiconductors, energy and
commodities witnessed a sharp selloff on the back of fears over recession and a possible demand
slowdown. This helped our Global Equities Strategy as we are underweight these areas, and it
outperformed its benchmark by 4.5%, with the Strategy falling 6.1% vs 10.6% for the benchmark. The
Multi-Asset Fund performed in-line with its benchmark for the month, down 5.8% vs 5.5% for the
benchmark. The Disruptive Technologies Strategy marginally underperformed XT US over the month
with the Strategy down 8% vs 7.5% for the benchmark. The Strategy outperformed the ARK
innovation ETF which fell 9.5%. YTD to date though all strategies are outperforming.

The cash balances across the Strategies are 22%, 18.6%, 7% for Global, DT and Multi-Asset Fund
respectively. As part of our risk management process, we are looking to cut back further on risk
exposure, should certain technical and other indicators weaken further. Our primary focus is to
preserve capital. When markets are down, we want to be down by less, so we have the dry powder to
add when the market reverts.

2020 is a good example of this - we cut exposure when it became apparent that covid was going to
cause significant economic pain and then added back as the various central banks and governments
provided stimulus and turned the global economy around. Timing is never easy though and we cut
back further than we should have, not expecting the market to come back as aggressively as it did.
We were, however, able to claw it back as markets moved north.
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There are a number of steps in our risk management process:

e First and foremost, we look to buy low and sell high. We like stocks that offer value, reflected
by an attractive price, adjusted for expected long term earnings growth. When stocks become
expensive, we cut back exposure to them. We don’t chase momentum. This hurt us in 2021 but
has since helped us in 2022 as the markets sold off.
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e Our second focus is to preserve capital at the portfolio level. When markets are down, we want
to be down by less. We will cut exposure and add to cash balances, should we expect the
market to weaken on the back of leading indicators, such as the ECRI leading index, and
sentiment trending down.

e A further metric we use to drive our risk budget, is a simple technical indicator, such as 50
wma and 100wma. When the 50 wma cuts through the latter, we will look to reduce risk
exposure and add to cash balances. The 50/100wma cross is not perfect as a leading indicator
but has worked well in recent cycles.

Right now, the 50 wma is just above the 100 wma. What is of note though is that the markets have
not rallied much on hitting what are usually key supports such as the 200wma in the case of the
Nasdaqg. Perhaps this will come, but so far it hasn’t materialized.

MARKET UPDATE: 12™ JULY

The markets remained volatile in June, with equities showing some strength coming into June only to
fall back sharply led by a higher than expected inflation reading in the US (8.6% YoY vs 8.3% E) and
corresponding Fed rate increase of 75bps. At the time of writing, the S&P500 and Nasdag are down
20% and 28% respectively YTD. The story is similar in most markets other than China where we are
seeing strong relative returns.
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In the case of bonds, the story is more nuanced. The 2yr US Treasury yield rallied to 3.5% (remember
this was only 15bps a year ago) on the back of a higher-than-expected inflation print and then fell back
as economic data came in weak and the Fed did their 75bps tightening.
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Commodities were also volatile. The biggest move for us, was in the case of the energy markets. As the
market started to price in a slowdown, oil futures dropped off by around $10/bbl. The larger impact was
seen though in the energy stocks which dropped off by ¢.20% (S&P500 energy index). That’s a big
move and, given we have the potential for prices to go much higher due to the conflict in Ukraine and
the potential imposition of sanctions on Russian oil, was a little surprising.
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Recent data is increasingly confirming our expectation of weaker growth in 2H22. And lower inflation
prints as well. Which will in our view cause the Fed to go on hold.

The Institute for Supply Management (ISM) data has really fallen dramatically, reflecting the view of
participants in the survey that economic conditions are going to worsen dramatically.

Chart - US ISM Manufacturing index

r80

T High on 06/30/50 76.6
-~ Average 53.0
L Low on 06/30/80 30.3

A W\UN\W/\ LSl hadhc

W\f\]j\/ |

EIISM Manufacturing PMIL SA - Last Price 53.0

'50-'54 '55-'59 '60-'64 '65-'69 '70-'74 '75-'79 '80-'84 '85-'89 '90-'94 '95-'99 '00-'04 '05-'09 '10-'14 '15-'19  '20-'24

NAPMPMI Index (ISM Manufacturing PMI SA) Quarterly 01JAN1947-14JUL2022 Copyrights 2022 Bloomberg Finance L.P. 14-2ul-2022 12:21:24

Source: Bloomberg

Another interesting data point to track, is inventory levels. Form the situation of supply chain disruption
and issues getting hold of goods out of China, due to port closure etc, we are very quickly shifting to a
period of excess inventory levels.

Chart - US Manufacturing and Trade Inventories YoY
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Consumer confidence has also fallen off dramatically. This is not always a leading indicator and is often
correlated to the underlying health of the market and the economy. The fact that we have seen such a
large drop off, whilst the economy is still relatively firm is reflective perhaps of the strains being felt
currently due to supply chain disruptions, rising inventories and higher prices.
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Chart - US Consumer Sentiment index
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Similarly, the US Small Business Optimism Outlook crashed to new lows. With all of the indicators being
down.

Small Business Optimism
From Last
i Index Component Net % Month
Plans to Increase Employment 19% v -7
s Plans to Make Capital Outlays 23% v -2
Plans to Increase Inventories -2% v -3
Expect Economy to Improve -61% \ 4 -7
= Expect Real Sales Higher -28% \ 4 -13
Current Inventory 5% \ 4 -3
o9, Current Job Openings 50% v -1
Expected Credit Conditions -5% v -1
[* Now a Good Time to Expand 3% 4 i3
Earnings Trends -25% v -1

¢
S A" NFIB NFIB.com/sboi

The key factor driving these lower data prints is higher than anticipated inflation and the short end of
the yield curve has risen in unison. The environment has changed precipitously and is about to get very
difficult for many. Higher borrowing costs impact margin debt, corporate borrowing costs, balance
sheets mortgage costs etc. We have in one year gone from an environment where debt was practically
free, to one which will rip apart any weak balance sheets and do so very quickly.
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Chart - US 2-year yield and 30 year mortgage rate
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Another related data point which reflects the strains in the economy is the Financial Conditions index,
which has worsened significantly. A reflection of the rising yields and increase in financial stress in the
economy.

Chart - Bloomberg US Financial Conditions index
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In the case of Europe, a lot of the data looks similar if not worse. We are concerned for Europe given
the potential for the crisis in Ukraine to expand outwards and for Europe to find itself having to
undertake load shedding as a result of simply not having enough energy to meet its needs. Over 50%
of Germany’s natural gas needs are filled with Russian gas.



Rasameel’s Market Update - July 2022 II_I_I]I_I"I
0

Chart - Germany electricity prices.
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China is one market we are slightly more hopefully off. Given the weakness in the real estate sector over
the last few quarters we have been expecting China to do more, in terms of providing liquidity and
stimulus. This is finally starting to come through, as reflected by money supply data and the credit
impulse.

Chart - China M2 Money Supply and Credit Impulse
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So, what does all this mean for the markets going forward?

As we highlighted in our June update - found here - we believe economic data is going to weaken. And
do so very quickly. So, as we move through 2H22, we anticipate inflation will drop off allowing the Fed
to pause most likely by September. As we highlight in last month’s update, they are stuck between a
rock and a hard place.

If they tighten too much, they will cause a system collapse, something akin to 2008. Except worse, given
the increased level of debt globally. We know this and they for sure know it. So, if they do raise rates
aggressively all the way to 5% or above, it will be with the intention of breaking the current heavily
indebted system.

We think the latter is unlikely and, like we have seen in prior periods of slowdown, the Fed will come off
the brake and very shortly thereafter re-initiate quantitative easing. Why? Because that’s the only
thing they can do. At least if they want to keep the current financial system going.

So, the Fed will, we expect, need to stabilize financial conditions, most likely in our opinion around the
4th quarter of this year. Given most recent inflation print - pause most likely by September.

While the economy would weaken, we would expect them to avoid a significant economic down draft,
with all the contagion that that would cause. To achieve their aim, further financial repression will,
however, be forced onto the populous. Expect to see negative real rates into the future. To have
universal basic income being developed to the next level and feeding into the inevitable Central Bank
Digital Currency.

That will come in time, and we should be very aware that it will likely be rolled out with digital IDs and
control mechanisms, which will give the government, via the central bank, the ability to unilaterally
control the money supply, more importantly, your money. The individual’s CBDC account.

This is something that does concern us, as it may lead certain members of the government to favor the
breakage of the current financial system, so that out of the ashes a new financial system can be born
with CBDC at its core. So, one needs to be cognizant that there are many forces at work here and that
the least likely outcome may in-fact play out.

Asset allocation considerations:
With the above in mind, we expect:

e Short to long dated bonds should start to price in a slowdown. Hence yields should start to roll off
driving bond prices higher. We recently added to our Seco’44 position with this expectation and
will look to add further, should our expectation be confirmed.

e Gold is holding up reasonably well given the circumstances and we expect will rally on the Fed
coming back in with QE. So, we hold and would look to add on weakness.

e Industrial metals and those asset classes sensitive to a slowdown will likely fall further as the
slowdown becomes more apparent.

e Earnings downgrades are likely to start kicking in and equities likely have further downside from
here. Once we are on the other side of the Fed tightening, we expect equities will catch a bid,
particularly those related to the disruptive technologies space which are more sensitive to real rates.


http://rasameel.com/wp-content/uploads/2022/06/June-2022-Market-commentary-Prospects.pdf
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Disclaimer

This document is not directed at or intended for use by any person resident or located in any jurisdiction
where the distribution of such information is contrary to the laws of such jurisdiction, or such distribution
is prohibited without obtaining the necessary licenses or authorizations. No representation or warranty,
either express or implied, is provided in relation to the accuracy, completeness or reliability of the
content. The information contained in this document is for informational purposes only and should not
be regarded by recipients as a substitute for the exercise of their own judgment. This document does
not constitute a solicitation, an offer, or a recommendation to buy or sell any investment instruments,
to effect any transactions, or to conclude any legal act of any kind whatsoever. When making a decision
about your investments, you should seek the advice of a professional financial advisor. No
representation or warranty of any kind, either express or implied, with respect to the content is made.
This document is provided on a confidential basis to invited parties and may not be copied or distributed
without prior written consent. Subject to contract. This document is prepared for promotional purposes
and it may not be presented or distributed in State of Kuwait except to the “Professional Clients” only
according to the definitions contained in the first book of the Executive Bylaws of Kuwait Capital
Markets Authority. Rasameel Investment Company hereby undertakes that it does not disguise,
diminish, or obscure important items from the investment subject of promotion.

Warning

The past performance of any investment or a product is not a reliable indicator of future results and it
cannot be relied upon for investment decision making.
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