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Market comment 2022-02-18

The market is in a nervous correction mode. The correction really started mid-November
with a second wave started beginning of January.

The VIX index that measure the perceived risk in the market has increased from its low 16
during 2021 to around 26 since mid-November indicating that fear is beginning to build up
which will induce a lot of irrational behaviour.

The reason for the start of the correction mode is hard to pinpoint. There is however a
pamphlet of factors fuelling the uncertainty.

e There is an inflation nervousness and expectation of reduced central bank support
(Quantitative Easing).

e Concern that, mainly, the Federal Reserve intends to rise the interest rates too
quickly.

e Expected change in interest rates is slowly getting to levels where fixed income is
beginning to be considered an alternative to equity.

e The reporting season.

e Currently however, the hostile build-up of Russian troops around the borders of
Ukraine are dictating the amount of fear that spur mainly speculators to buy or sell.
A statement from Biden that attack is imminent cause the markets to fall while a
possible meeting between US and Russian politicians cause markets to rise.

From March 23, 2020, which marked the end of the Covid draw down, markets have
recovered quite substantially up until mid-November 2021. The main reason though is
probably that the short-term and speculative side of the market are trading with a negative
sentiment providing big discounts for quality companies. However, these 10 — 20%
drawdowns happen every third year or so and recovers on average in about 110 days, that
has at least been the case the last 80 years.

Market Shocks

Market shock events have historically not affected the stock markets as severe as one might
think. Drawdowns are lesser than expected and recovery is rather swift. Even the Pearl
Harbor attack in 1941, an enormous shock during an ongoing world war, was recovered in
less than a year.

Table: Shock events market recovery:
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‘ S&P 500 Calendar days to
Market shock event Event date = One-day Total drawdown Bottom Recovery
Saudi Aramco Drone Strike 2019-09-14 -0.30% -4.00% 19 41
North Korea Missile Crisis 2017-07-28 -0.10% -1.50% 14 36
U.S. terrorist attacks 2001-09-11 -4.90% -11.60% 11 31
Irag's invation of Kuwait 1990-08-02 -1.10% 16.90% 71 189
Yom Kippur War 1973-06-10 0.30% -0.60% 5 6
Six-day war 1967-05-06 -1.50% -1.50% 1 2
Cuban Missile crisis 1962-10-16 -0.30% -6.60% 8 18
N Korea invades S Korea 1950-06-25 -5.40% -12.90% 23 82
Pearl harbour Attack 1941-12-07 -3.80% -19.80% 143 307

Source: LPL Research, S&P Dow Jones Indices, CFRA

Take the Irak’s invasion of Kuwait as an example; The bulk of the recovery or about 90% of
the recovery actually happened during 23 trading days (from January 14 to February 13) of
the 82 days. If you weren’t invested during these days, you more or less missed the entire
recovery - recoveries are normally extremely fast once they start.

In these types of situations, companies that have had an above the market return for their
equity during some times are quite often exposed to profit taking and therefore larger than
average drawdown. However, if these companies are high quality and are effectively
managed, they tend to recover at speed.

For any long-term investor these situations are investment opportunities.

Remember that just because a lot of investors get scared that does not mean that the
quality of companies is decreasing — it’s just a psychosocial state of mind.

2022-02-18

Peter Sjoeholm

www.neoxcapital.com



sl Neox Capital

Disclaimer

This document is intended as general information only. This document has been prepared without taking into account your objectives,
financial situation or needs. You should consider these matters before acting on any information. If investors are unsure if this product is
suitable for them, they should seek advice from a financial adviser. Persons into whose possession this document may come are required
to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any
jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. Persons
interested in any of Neox Capital's products or services should inform themselves as to (i) the legal requirements in the countries of their
nationality, residence, ordinary residence or domicile; (ii) any foreign exchange controls and (iii) any relevant tax consequences. The Neox
Capital’s services are available only in jurisdictions where its promotion and sale are permitted. Where securities are mentioned in this
document, they do not necessarily represent a specific portfolio holding and do not constitute a recommendation to purchase, hold or
sell. No responsibility or liability is accepted for any errors or omissions or misstatements however caused. Past performance is no
guarantee of future results, and future results of the portfolio discussed herein are likely to differ from past performance. Because the
portfolio contains a limited number of stocks, the returns will be more volatile than a portfolio investing in a higher number of securities.
The portfolio involves risk and may lose money. Investor returns may differ. It should not be assumed that investors will experience
returns in the future, if any, comparable to those shown or that any or all of Neox Capital Investments’ investors experienced such returns.
The information shown is historic and should not be taken as any indication of future performance. Comparisons to indices are provided
for illustrative purposes only. Broad indices are shown only as an indication of the general performance of the equity markets during the
periods indicated. © Neox Capital, 2021
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