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SINGULARITY PERFORMANCE - April 2020
Singularity Index (SI; NQ2045) vs. benchmarks: During April financial markets staged an impressive rally,
continuing the bounce that started on 24th March. The Singularity Index gained +11.9%, outperforming the
MSCI AC World Index (MSCI ACWI), which advanced by +10.7%. Global equity markets bounced strongly
across the board: S&P 500 +12.8%, MSCI AC Asia Pacific +8.4%, MSCI Europe +6.1%, SMI +4.8%. On a YTD
basis the SI is down by -7.3% vs MSCI ACWI (-12.9%), S&P 500 (-9.5%), MSCI Europe (-17.9%), SMI (-6.7%),
MSCI AC Asia Pacific (-12.7%). By month-end, markets had retraced about half of the drawdown and rallied close
to +25% from their lows within just 5 weeks. The speed and magnitude of recent price moves is truly remarkable.

Performance YTD Singularity Index vs. MSCI ACWI per end April 2020

Compared to the MSCI ACWI, the SI had positive contributions from stock selection (+1.2%) and sector
allocation (+0.04%). In April, stock selection was most positive in Consumer Discretionary and
Communication Services. In terms of names, relative overweights in Tesla, Qualcomm, Taiwan Semiconductor
Manufacturing, and Johnson & Johnson drove relative outperformance vs the MSCI ACWI, whereas
overweights in Boeing, General Electric and Ping An detracted from returns. From a sector perspective,
overweights in Information Technology and Health Care as well as an underweight to Financials and
Consumer Staples were beneficial while an underweight in Consumer Discretionary hurt performance this
month. YTD, stock selection and sector allocation accounted for +2.1% and +3.8% respectively relative
to MSCI ACWI.
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Performance Since Inception: Singularity Index vs. MSCI ACWI per end of April 2020

The Singularity Fund outperformed the SI by 16bp on a gross performance basis over the month which
brings gross outperformance since January 21st, when measures to bring the fund closer to the SI started to
take hold, to 0.54%. The ex-ante tracking error vs the SI has been further reduced to 0.51%.

Performance Singularity Fund - since Launch per end April 2020

Source for all Charts: FactSet
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Singularity Sectors: Top performing Singularity Sector in April was again New Energy (+33.2%), driven by a
significant continued bounce back from Tesla (TSLA, +49.1%). Worst performing Singularity Sector was Space
(+4.2%) with General Electric (GE US, -14.4%) and a number of Aerospace & Defence names such as Thales
(HO FP, -9.7%) suffering from a challenging outlook.
Singularity Stocks: Best performing stocks for the month were Shopify (SHOP, +51.7%) who provide a scalable
backbone for e-commerce businesses and Snap Inc. (SNAP, +48.1%), a social media company that exceeded
expectations in their latest quarterly results in terms of daily active users, revenues, and growth in average
revenue per user. Notably, its investment in augmented reality is starting to pay off and could set the company up
for robust growth longer term. The biggest performance attributions came from Tesla (TSLA, +0.74%),
Microsoft (+0.67%), and Taiwan Semiconductor Manufacturing (+0.46%).
The worst performer in absolute terms was General Electric (GE, -14.4%) suffering from substantial stress in
Aviation, its most profitable unit where service visits were down 60% and engine installations fell by 45%. HP
(HPQ, -10.7%) was the second worst performer with the impact from the coronavirus further pressuring PC and
Printing revenues. The biggest relative performance detractors were Apple (-0.20%) and Amazon (-0.12%) due to
their underweight vs MSCI ACWI.
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A VIEW ON RECENT DEVELOPMENTS
A look at growth expectations:
Global real GDP growth is expected to fall on the order of around -3% this year, from pre-virus forecasts of
closer to +3%. That sets 2020 up to be the worst year for the global economy since the end of the Second World
War, when world GDP in 1945 plunged by 5.5%. US Industrial production recorded its lowest reading since WWII
and retail sales had its worst print since the data series started. Meanwhile, equity markets staged a massive
comeback rallying close to 30% since the lows in March, supported by massive monetary and fiscal stimuli
combined with announcements of a gradual reopening up of the economy in some parts of the world. However,
markets rarely rally in a straight-line fashion. Price movements represent a continuous tug-of-war between bulls
and bears. In 15 bear markets since 1950, only 1 didn’t see the first major low tested within the first three months.
So it wouldn’t come as a huge surprise if the next larger move was down again. By the same token, few
people in March believed that markets were about to rally by +25% within such a short period of time. Alongside a
peak in the growth rate of confirmed COVID-19 cases around the globe, we have also seen a reduction in
market stress as evidenced by falling price volatility.

Source: JHU, Bloomberg Finance LP, DB Global Research
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So where do we go from here? In theory, it’s possible that we can rapidly return to previous levels of activity. Once
the economy is back up and running its output capacity could rebound strongly, especially if there is no wave of
insolvencies from previously solvent firms. It is currently estimated that virus containment in most countries could
be achieved by around mid-June. As long as fiscal measures in the form of loans prove effective there should be
no permanent damage to the supply side. However, how quickly the demand side comes back to the table is
another story. In an optimistic scenario, demand will return quite swiftly as people catch up on missed
appointments and pent-up purchases, in which case growth could be strong as soon as the third quarter.
Taking cues from China, a more likely outcome is a slower and more gradual return of demand as
consumer confidence remains subdued and demand for leisure services and travel remain weak for the
foreseeable future. That said, if governments successfully backstop the economy by supporting firms and
banks, and barring a second wave of virus outbreaks, we may see a revival of “animal spirits” of
households and businesses like in past episodes which could bring the economy back on track to its pre-virus
path after this period of permanent output loss. The path is unlikely to be a smooth one though.

What’s priced in?
As stock prices have recovered, so have forward P/E ratios, and then some, pushing market valuations
beyond pre-crisis levels. The forward P/E for the MSCI ACWI stands at 18.7 currently, while the ratios for North
America and Europe are 21.9 and 17.6 respectively. However, in terms of cyclically-adjusted P/E ratios we are
only back to 2016 levels in the US. The SI has just gotten back to the levels of Dec 2019 of approximately 22.
Structurally higher P/E ratios are not least a reflection of record low levels of global interest rates and a scarcity of
investment opportunities.

Source: Bloomberg
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Q1 Earnings Season:
As we go to press, we just about passed the halfway mark of the Q1 earnings season. So far for the SI there’s a
+4.1% earnings surprise and a +0.6% sales surprise year-over-year. Earnings growth for the companies in
the index which have reported so far is down by -11.0%. Interestingly, Oil & Gas companies in the SI have
posted a +3.9% earnings growth thanks to Neste Oyj (+31.6%) while Health Care was also able to grow
earnings by +7.9% overall. These sectors also posted the biggest earnings surprises this quarter while
Industrials and Technology also surprised positively. All other sectors posted earnings declines with Basic
Materials hit hardest so far (-80.4%). Overall, sales growth for the portfolio companies was 5.0% with a strong
showing by the Consumer Services sector (+25.6%) with Netflix (+106.6%), Spotify (+74.6%) and Liberty Global
(+97.5%) all growing significantly. Oil & Gas posted the weakest sales growth with -8.1%. In terms of sales
surprises nearly all sectors are in positive territory so far between +0.4% and +3.5%. Analyst consensus
estimates for Q2 earnings and sales growth for the SI are -6% and +5% respectively vs expectations for e.g.
S&P 500 of -11% and -22%.

SINGULARITY INSIGHTS
While we can’t wait to welcome our clients, experts and prospects in our offices for “real” meetings again, April
was the month of exploring new ways to engage with all of you for us. As promised in our last Monthly, we kickedoff the video series “Expert Access - Quarantine Edition”. You can find all episodes on our recently launched
YouTube channel, where we’ll also release more material from our archives over the next weeks and months for
you to enjoy and explore. Watch out for more videos to come - we’ve been eagerly awaiting our new camera for
quite some time now, which currently seems to be one of the most sought-after items in Switzerland. Coronainduced supply chain effects will be one of our next topics in any case.
We also want to point your attention to our recent media appearances. Frankfurter Allgemeine Zeitung (FAZ)
integrated parts of our still relevant blog post “Is now the time to buy” from March 24th in an overview article on
the market situation and cites our CEO, Evelyne Pflugi. Our CIO Gregory Hung sat down for an interview with
Handelszeitung in which he provides food for thought and expertise on the current situation. Another interesting
read, published on the global platform Quartz, quotes our Head of Research, Aleksandra Gadzala, on the 3D
printing landscape in Kenya in the context of companies designing and printing personal protective equipment
(PPE's) and parts for medical devices to address the expected medical equipment deficit in the country. Please
find the articles in the press section of our website.
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