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A SHORT STORM OR A NEW WEATHER FRONT?

= No fundamental reason for mechanical sell-off
= Growth momentum justifies a tighter rein
= |nvestor sentiment: bruised but not broken

When the US stock market sky-rocketed at the beginning of the year, we merely shook our heads. We were
no less sceptical at the start of February when equities temporarily lost up to 10% of their value. Equity prices
were the cause of the correction and not the other way round. The spectre of inflation — and hence the
prospect of higher interest rates - immediately reared its head. Ten-year US Treasury yields climbed to nearly
3% — certainly not an insignificant rise, but far from justifying such a powerful correction. Only on closer
inspection was it apparent that purely mechanical triggers had prompted the sell-off and, as is so often the
case, led to a snowball effect. Positions were hastily sold in order to limit the damage. On the other hand, our
Risk Appetite indicator gave an anti-cyclical buy signal, which proved correct over the rest of the month. Good
economic prospects around the globe and the robust investor sentiment prevailing up to that point were not
entirely forgotten. Prices of the major equity indices recovered as the month progressed. Even so, not all the
lost ground had been made up by the end of the month. By the last day of trading the S&P 500 - the equity
market with the highest valuation - had recovered the most ground, ending February with a loss of only
3.89%, while Switzerland’s main index, the SMI, dropped 4.60% and the European Dow Jones EuroStoxx 3.79%.

GROWTH MOMENTUM JUSTIFIES A TIGHTER REIN

Remarkable changes have taken place in the financial markets since the collapse of Lehman Brothers almost
ten years ago. At that time, our fundamental model for asset allocation control generated a clear buy signal
for equities, even though the real economy was floored. A liquidity glut and historically extremely low
valuations made this possible. Today, by contrast, valuations all around the world are stretched and the US
Fed will probably have to tighten monetary policy three or four times this year. A month ago, markets were
expecting two or perhaps three further hikes. Inevitably this will deprive financial markets of liquidity. Against
this background, we continue to receive a sell signal for the “Valuation” component. Recently, this has been
confirmed by the “Monetary Environment” component. On the other hand, the real economic components
“Consumption” and “Industry” show a very positive picture for equities. Because the macroeconomic
situation appears so good, the two negative components are currently more than offset, therefore our
systematic assessment still favours exposure to equities. But history also shows that a bull market supported
by valuations and monetary policy is less volatile than one sustained by the real economy.

Monetary policy environment: A further increase in inflationary pressure is evident at both producer and
consumer price level. Particularly in the US, this trend seems to be strengthening and demands a response
from the monetary authorities. The Fed’s more restrictive policy and fact that long-term interest rates have
already risen are pushing the components into territory that is clearly negative for equities.

Industry: In the US, as well as traditional capital goods, there is again greater interest in the technology
sector. The positive trend of American industry is strengthening as a result. The Industry component is
supported by strong demand in Europe and also in emerging markets.



Consumption: US consumption remains strong. Europe continues to gain ground. The consumption outlook
benefits in particular from recovering labour markets in France, Spain and Italy. This component continues to
offer the most support for equity markets.

Valuation: Markets are still considerably overvalued, despite the significant dip seen in February. All regions
are cheaper than they were a month ago. The US market remains the most overvalued.

INVESTOR SENTIMENT: BRUISED BUT NOT BROKEN

The unexpected sell-off of equities arose neither from a period of euphoria nor from negative market
sentiment. Precisely because it came as such a surprise, sentiment — according to our Risk Appetite indicator -
deteriorated in no time at all. The decline was so sharp that we received an anti-cyclical buy signal. Since then,
the anti-cyclical signal has neutralised and sentiment has brightened once more. However, uncertainty is still
so great that all five sub-indicators have deteriorated compared to the previous month and mostly show a

Risk appetite indicator: Sell signals on four out of five sub-indicators

Number of Currenf Signal 1 Week ] Month 3 Months
indicators
MONEY FLOW 31 Buy . N b
SURPRISE EFFECT 17 Sell > b ]
MARKET BREADTH 24 Sell . b .
HEDGING DEMAND 7 Sell p] b >
MARKET RISK 37 Sell > b ]
OVERBOUGHT / OVERSOLD Neutral
RISK APPETITE INDICATOR 116 BUY . b ]

weak sell signal. On balance, however, the buy signal remains in place for the time being. Only the way in
which the recovery proceeds from here on will tell us whether sentiment will continue to gather strength or
whether it is out for the count. If sentiment does not recover, we would reduce positions based on risk
considerations.

YOUR CONTACT AT AMPLIA & Co. AG

Mikael Rosenius Jennifer Erdin
Claridenstrasse 34 Claridenstrasse 34
CH-8022 Zurich CH-8022 Zurich

Tel. +41 44 286 17 41 Tel. +41 44 286 17 42

mikael.rosenius@amplia-co.com jenny.erdin@amplia-co.com



Disclaimer

This publication by Amplia & Co. has been prepared using publicly accessible information and data (”Information”) believed to be reliable. Nevertheless, i i or il information does not
constitute grounds for contractual or implied liability on the part of Amplia & Co. AG. Nor do possible errors or omissions in this information constitute grounds for d|rec| or indirect liability on the part of Amplia &
Co. In particular, Amplia & Co. AG shall not be liable for the published opinions, projections or details about companies, their iated ies, the ic climate, the market, or the competition or
regulatory situation, etc. Although Amplia & Co. AG has taken due care in preparing a reliable publication, it cannot be excluded that it contains errors or omissions. Amplia & Co. AG, its shareholders and employees
shall not be liable for the accuracy of the opinions, estimates and conclusions derived from the information herein. Even if this publication is being offered in ion with an existi relationship, the
liability of Amplia & Co. AG shall be restricted to gross negligence and wilful misconduct. Furthermore, Amplia & Co. AG shall not be liable for minor inaccuracies. In any case, the liability of Amplia & Co. is limited
to typical expectable damages, and liability for any direct damages is explicitly excluded. This publication does not constitute a quotation, an offer or a solicitation of an offer for the purchase or sale of an
investment or other specific product or service. Amplia & Co. AG may at any time be a buyer or seller of the securities mentioned in this publication. The employees of Amplia & Co. AG may also hold office in one of
the companies examined in this publication. Although Amplia & Co. AG has taken measures to avoid or disclose conflicts of interest, it cannot guarantee that such conflicts of interest will not occur. Amplia & Co.
AG shall therefore not be liable for any damages arising from such conflicts of interest. Opinions and prices expressed in this publication are subject to change without notice. This document may not be distributed
directly or indirectly in the USA, Canada or Japan. Persons domiciled in other countries are requested to take note of the sales restrictions that apply to the products in question. ©Copyright Amplia & Co. AG. All
rights reserved.




