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Market Review

2020 was a year that will not be forgotten for a long time. Having started on a
bullish note, the negative news out of China regarding an outbreak of a novel
virus were at first overlooked by the market — the 2020 Swiss equity market
high took place on February 20. Market participants however rushed to the
exit, leading to drawdown of more than 25% within a mere three weeks.

In the wake of substantial monetary and fiscal stimuli being announced, eg-
uity markets were able to find a bottom in mid-March and started to head
north again, despite devastating lockdowns and an instant recession that
sent the unemployment rate to levels unseen since the Great Depression in
many countries. The governments decisive stance in quelling the negative
consequences cushioned the effects on the real economy, while the longer
term fiscal outlook is clouded by the enormous increase in government debt
that we witnessed globally.

The prospect of vaccinations of large parts of society by mid-late 2021, en-
abled by the development of several different vaccines, has given a further
boost to stocks. Valuation-wise, stocks appear expensive by themselves, but
with the explicit support of central banks to keep interest rates at very low
levels, even pricier valuations could be justified, based on the risk premium
argument. Much will rest on the development of inflation rates — should they
start to rise steeply, the party may be over sooner than many think. But for the
time being, the punch bowl has not been taken away.

PERFORMANCE SINCE INCEPTION
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Strategy Review

We started investing the strategy in a very cautious manner, as we had ex-
pected markets to fall further in the wake of a real economy that ground to
a halt in many sectors. With the markets continuing to rise, we started to
open some positions in order to generate income from covered calls, while
we decided to keep the cautious stance, insuring the portfolio against steep
falls, which weighed on performance. During the month of May, the relatively
high cash allocation (to be employed in a steep down-move) cost relative
performance again.

During the months of June and July, we increased the exposure significantly
(to a delta-adjusted level of 60%) and were able to reap the benefits of the
option-writing strategy, as the market basically went sideways, with some in-
come used to buy protective puts in case a significant drawback came. In
the second half of July, a correction set in, during which Swiss equities shed
5%. The drawdown in the strategy was only half, displaying the cushioning
effect of option writing.

This document is intended for marketing purposes.

September was similar with July, with the market rallying in the first half (until

about the option expiration date), and then shedding all the gains into month
end. The result was overproportionate premium income, thanks to the ele-
vated volatility levels, while capital losses cost much of the received premia.

SMI IMPLIED VOLATILITY INDEX (VSMI)
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The month of October, with its steep 8% down-move from mid-month until the
second-last day, was difficult. Risk aversion rose steeply, as the US elections
cast their shadow globally. Very steep moves within a couple of weeks as the
one in October are a challenge to the strategy due to the fact that returns on
covered-call positions by definition are capped, while the downside, while
cushioned by a steady income, remains damaging. Over time, the impact of
such events will diminish thanks to their relative rarity — the early November
boost in the SMI in the order of more than 7% in a week statistically has hap-
pened only once every four years, while the drawdown during the last week of
October (-4.4%) usually happens one and a half times a year, taking SMI data
of the past 30 years as a basis (about 1600 weekly observations).

P/L CONTRIBUTION SINCE INCEPTION
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Dividend Income Option Premia FX Carry Capital Gain

From the trough in late October, the strategy again gained about 7% until
year-end, ending the year some 2% above the level in April. The period of
the mid-November to mid-December is instructive about the strategy’s ad-
vantages: While the SMI (after a strong up-move during the first two weeks
of November) lost more than 1%, the strategy stayed virtually unchanged.

Summarizing, 2020 was not the easiest year for our strategy (as for many
others). Looking ahead, we expect somewhat less choppy waters, translating
in a lower volatility for both the equity market and the strategy. This should
help sharpening the call-writing approach’s advantage of significantly lower
historical volatility (while implied volatility to remain elevated), while over-pro-
portionately keeping up with the returns of the underlying equities.
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Disclaimer

This document is for information and advertising purposes only provided
by St. Gotthard Fund Management AG (“STGFM”). For further information,
please consult the documents which are available at www.stgfm.com or
contact STGFM. STGFM is domiciled and regulated in Switzerland. The
above figures refer to a simulated past performance and simulated past
performance is not a reliable indicator of future performance. A gain in val-
ue in the past provides no guarantee of positive performance in the future.
The above figures are presented gross of fees. Before investing in a product
please read the latest product documents (e.qg. this teaser, factsheets and
prospectus) carefully and thoroughly. The documentation is available free
of charge in English and, where relevant, in one of the local language(s)
where the product is registered. The information and opinions contained in
this document have been compiled or arrived at based upon information
obtained from sources believed to be reliable and in good faith, but is not
guaranteed as being accurate, nor is it a complete statement or summa-
ry of the securities, markets or developments referred to in the document.
Members of STGFM may have a position in and may make a purchase and/
or sale of any of the securities or other financial instruments mentioned in
this document. The product mentioned herein may not be eligible for sale in
all jurisdictions or to certain categories of investors and may not be offered,
sold or delivered in the United States and other countries. Please contact
your tax and legal advisor. The information mentioned herein is not intended
to be construed as a solicitation or an offer to buy or sell any securities or
related financial instruments. The risk of price and foreign currency loss-
es and of fluctuations in return as a result of unfavourable exchange rate
movements cannot be ruled out. There is a possibility that investors will
not recover the full amount they initially invested. The performance data do
not take account of the commissions and costs incurred on the issue and
redemption of the product.

CONTACT US

Gotthardstrasse 14
6300 Zug
Switzerland

+41 (0) 41544 91 20
info@stgfm.com
www.stgfm.com

Commissions and costs have a negative impact on performance. The in-
formation in this publication is intended for information purposes only and
does not represent an offer, solicitation of an offer, public advertisement or
recommendation to buy or sell any investment or other specific product.
It is recommended that advice be obtained from a qualified expert. If the
currency of a financial product or financial service is different from your ref-
erence currency, the return can increase or decrease as a result of currency
fluctuations. This information pays no regard to the specific or future invest-
ment objectives, financial or tax situation or particular needs of any specific
recipient. The details and opinions contained in this document are provided
by STGFM without any guarantee or warranty and are for the recipient’s per-
sonal use and information purposes only. This document may not be repro-
duced, redistributed or republished for any purpose without the written per-
mission of STGFM. SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the
source of SMI Total Return Index and the data comprised therein. SIX Swiss
Exchange has not been involved in any way in the creation of any reported
information and does not give any warranty and excludes any liability what-
soever (whether in negligence or otherwise) — including without limitation for
the accuracy, adequateness, correctness, completeness, timeliness, and
fitness for any purpose — with respect to any reported information or in re-
lation to any errors, omissions or interruptions in the SMI Total Return Index
or its data. Any dissemination or further distribution of any such information
pertaining to SIX Swiss Exchange is prohibited. Source for all data and
charts (if not indicated otherwise): St. Gotthard Fund Management AG. The
place of performance and jurisdiction is at the registered office of STGFM.

© St. Gotthard Fund Management AG, 2021.

St. Gotthard

Fund Management

P
2




