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Navigating Bear Market Volatility

“Mlissing the bottom on the way up won't cost you anything.
It's missing the top on the way down that's always expensive.” - Peter Lynch

Chart 1. Cross-Asset Returns (USD Terms)
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Financial markets are in disarray. The combination of stubbornly high inflation, rapidly higher interest rates, and prospects
of a global economic slowdown created an environment last seen in the 1970s. During stagflationary periods, asset
correlation rises, causing bonds and equities to sell off simultaneously. It is an environment some market participants have
underestimated could happen and where the more traditional “60/40” portfolio of equities and bonds is down 17% YTD.
At MAM, we repeatedly warned about risks associated with elevated levels of non-transitory inflation and conserved a
relatively cautious positioning in portfolios. This has helped us navigate these turbulent times.

What to expect next? On a trade duration, we believe markets are overdue for a relief rally. We track a large number of
technical indicators. Many point to extremely oversold conditions. Our proprietary short and medium-term models are
suggesting high conditional probabilities for a relief rally over the coming days. Volumes alone are also showing signs of
capitulation in the last two trading days. Some of the catalysts for a market bounce would include a more dovish tone
from Fed members with six of them scheduled to speak publicly today alone. The next data-driven catalyst will be the US
April CPI to be released tomorrow. Signs of inflation peaking could alleviate some of the short-term pressure in financial
markets. A 5-10% bounce in major indices is a possible, if not probable, scenario. Bear market rallies can be vicious. During
the 2008 bear market, we saw no less than 8x 10%+ bear market rallies. Inversely, another high or accelerating inflation
print may swiftly drive markets lower. Even if inflation shows signs of deceleration, we do not think the bear market will be
over yet. As explained in our Q2 2022 Outlook, it is the Fed’s objective to slow the economy. The Fed knows it is behind
the curve and needs to cause a harder landing to jump ahead of the curve (i.e., Powell’s “soft-ish landing” comment).

Our initial targets for the S&P 500 Index and Nasdag 100 Index remain 3,600 (-10%) and 11,000 (-11%) and imply a cycle
peak-to-trough performance of -26% and -36% , respectively. Given where we are in the cycle, we believe these targets
are “fair” rather than overly bearish. In the past 140 years, financial markets have experienced a total of 19 bear markets.
Average price declines were -37.3% over a 10-month period. Based on our fundamental review, we are expecting a similar
aggregate drawdown at some point in 2022. While the Fed promptly pivoted in 2018 to rescue financial markets (Fed put),
it is a much lower probability scenario today. Today, the Fed’s focus is not tighter financial conditions but curbing inflation
expectations. Lower long-term rates, markets shifting away from cyclicals and defensives into growth, and a weaker dollar
are some of the indicators that we are tracking which would imply we are nearing a bottom. We clearly are not there yet.
As it stands, we will use short-term market rallies to roll our hedges into H2 2022. Expectations are for a market bottom to
occur before year-end but we should prepare for further market volatility and drawdowns ahead. Now, even though we
are not calling the bottom, at all, we believe mid-to-small cap growth and tech may be at or near a bottom.
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Market Comments

The Nasdaqg and Russell have already corrected -27.3%
and -28.3% from their respective cycle peaks. Bitcoin is
down -53.8% from its peak.

Chart 2. S&P 500 Index (Weekly)
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Chart 3. Nasdag 100 Index (Weekly)
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Chart 6. Bitcoin/USD (Weekly)
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Long-term US Treasury yields (10-Year) are still trying to
find a top heading into the next CPI print tomorrow, but
the risk-reward is progressively turning positive to being
long longer-term US sovereign bonds. The Fed has been
behind the curve. Markets have yet to realize the Fed
cannot hike another 2% without something “breaking”.
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Chart 5. EuroStoxx 600 Index (Weekly) 't 200
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DXY has been strengthening in the last couple months.
Several factors have been contributing to its strength
such as rates and growth differentials. At some point,
policymakers will need to correct the current path of
higher dollar and higher rates. A weaker dollar would be
a path to ease financial market conditions.
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Chart 9. US Dollar Index (Weekly)
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Although often described as a commodity, gold is more
of a currency. It trades as a function of real rates. The
negative carry (negative real rates) was a tailwind back
in 2021, but has been a source of headwinds since they
turned positive this year. Given our high inflation and
slower economic growth outlook, gold should start to
outperform in the coming months.

Chart 11. Gold Spot (Weekly)
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Chart 12. US Real Rates (Weekly)
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As always, please feel free to reach out to us if you have
any questions.

Kind regards,

MAM Investment Team



Disclaimer

This document has been prepared by Monaco Asset Management (MAM). It gives a general overview of the strategies proposed
by MAM.

This document is confidential and is intended solely for the recipient and may not be duplicated, distributed or published either
in electronic or any other form without the prior written consent of MAM.

This document has not been reviewed or approved by any regulatory authority. It is not a personal recommendation. It is for
your information only and is not intended as an offer, solicitation of an offer, public advertisement or recommendation to buy or
sell any investment or other specific product. Its content has been prepared by our staff and is based on sources of information
we consider to be reliable. However, we cannot provide any undertaking or guarantee as to it being correct, complete and up to
date. The circumstances and principles to which the information contained in this publication relates may change at any time.
Once published, therefore, information shall not be understood as implying that no change has taken place since its publication
or that is still up to date. Furthermore, MAM is not under obligation to update the information contained in this document.

The information in this document does not constitute an aid for decision-making in relation to financial, legal, tax or other con-
sulting matters, nor should any investment or other decision be made on the basis of this information alone. All recipients of this
document are urged to carry out their own due diligence into any investment opportunity. They should form their own assess-
ment and take independent professional advice on the merits of investment and the legal, regulatory, tax and investment conse-
guences and risks of so doing.

We do not guarantee the accuracy or completeness of information which is contained in this document that may have been ob-
tained from or is based upon trade and statistical services or other third party sources.

We disclaim without qualification all liability for any loss or damage of any kind, whether direct or indirect, which may be in-
curred through the use of this publication.

The above information concern this document and any associated documentation, including the e-mail or cover letter.

MAM is registered with the Monaco Chamber of Commerce and Industry under the number 99503612 and is approved by the
Commission for the Control of Financial Activities under number SAF/99-03.



