CARLSQUARE

Weekly Letter:

The market is at a
vulnerable breakpoint
ahead of new data

30 November 2022

Carlsquare

Anders Elgemyr and Bertil Nilsson
www.carlsquare.com




The market is at a vulnerable breakpoint ahead of new data

e The market analysts look forward to this Friday’s job
numbers from the US with the hope that the numbers
will be lacklustre. Yes, we are still in an upside world
where bad news is good news and vice versa (for the
stock market)

e Qil and the US dollar are both at breakpoints, giving
room for big swings and new trends for the overall
market

e The excellent thing is that it’s relatively inexpensive to
buy protection. And it is always a good idea to reassess
positions and look over one’s portfolio

We note that we are living in a new global era. The war in
Ukraine has put the western world on alert (you can regard it
as a wake-up call). At the same time, Russia struggles to get
out of the war, and we witness turmoil in China and Iran.
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The chart above shows the performance of the ETF EEM,

which is an ETF for Emerging Markets. This market has

declined for two years since the top in January 2021. Two

years with falling prices is a long period...

As seen in the chart, we are close to a former buying area,
which can make this an exciting buying opportunity. But it
also shows that the stock market is pencilling in a harsh
coming period for emerging markets. That is natural, as
increasing inflation and raised rates hurt emerging markets
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directly. On top of that, the USD is also in an uptrend, and as
these countries usually have a lot of debt in the USD, that
adds to their burden.
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The latest uptick for EEM and S&P 500 has been in the same
period as the USD has fallen. Please note that the USD is now
back to MA200 (= 200 days moving average), which is a
natural support level for the USD.

This week will be intense, seen from a macro view. Tomorrow
Wednesday, Fed president Jerome Powell will speak. We
don’t believe that he is done with the rate increases yet. As
Bullard said some days ago: The market is still too dovish.

On Friday, we will get the monthly job numbers for
November from the USA. They have been highly correlated to
the stock market until now.
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The jobs have increased, but the stock market has gone
down. The reason is that Fed is raising interest rates and
decreasing liquidity. That has not hampered the job
numbers...yet! Confirming that the number of jobs declines
will imply that the Fed can change its politics and be less
hawkish.

When studying the details of the job numbers, it seems that it
is a rotation from high-paid jobs (read: IT companies) to less
well-paid (read Walmart). The total numbers are the same,
but the income will decline.

The job numbers are notoriously hard to trade on. The first
reaction always seems too big and often in the wrong
direction. USD is leading the trade. The best way is to wait for
the market to settle. It’s not the numbers that are important -
it is the market reaction that counts!

The same is true regarding the inflation numbers that are
released on Thursday. The latest CPl numbers created some
of the upwind during the last month. CPI is more important
than job numbers based on the market's reaction. If CPI
creates a new trend, Non-Farm Payrolls on Friday may have
little force to change these conditions.

The oil price is again trading downwards, probably due to
lower demand from China. If that trend continues, the market
will take care of some of the inflation by itself, without any
rate increase from the central banks.
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WTI Oil is trading closer to USD 75 per barrel. It’s strange with
oil that it often moves in legs of 10 USD. (Hint —it’s a lot of
politics here). It's now trading at the bottom of the Bollinger
band and oversold. That means the oil price can move fast if
the inflation or the jobs numbers are surprisingly high or low.
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At the same time, VIX is also trading at the bottom of its
range, close to the 19-20 area. VIX shows the market’s
expectation of volatility coming 30 days. Buying VIX is the
same thing as buying insurance against higher volatility. It’s
prudent to buy some insurance or go through the portfolio.
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In the long run, the higher interest rates take their toll. S&P
500 index retraces from MA200 but still needs to cross the
upper blue line.
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Looking at the daily chart, S&P 500 is trading in a broadening,
falling pattern. It must break the falling upper trendline to
make the chart look bullish.

Let’s see if all the macro data can create an outbreak.
Whatever, it is highly likely that we will go from a low-volume
trade market to higher volume and higher volatility coming
days.
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Week Ahead

Company reports on Wednesday, 30 November: Cavotec,
SAS, Frontline, Fast Retailing. Capital Markets Day: Tietoevry.

At 0.50 CET Japan's industrial production in October will be
presented. This will be followed at 2.30 CET by China's
industrial purchasing managers' index for November. As the
morning arises in Europe, we get Germany's October import
prices and France's November CPl and Q3 GDP. Somewhat
later, Germany's November unemployment rate, Italy’s Q3
GDP, and November CPI are released. We get the ADP Privat
Employment, October trade balance for goods and wholesale
inventories from the US, the November Chicago Purchasing
Managers Index, the October JOLTS job openings and
contracted home purchases and the weekly oil inventories
(DOE) statistics. It all rounds off in the evening with the Fed's
Beige Book.

Company reports on Thursday, 1 December: Industrivarden
(Net Asset Value).

The November industrial purchasing indices from Japan,
Russia, Sweden, Spain, Italy, France, Germany, the UK, and
the US dominate Thursday. We also get the Caixin Services
PMI from China in the morning. German retail sales and
VDMA machinery orders are released, both in October. From
the United States, we also get Challenger's November jobless
claims, October personal consumption and inflation, weekly
jobless claims, and October construction investment.

Company reports on Friday, 2 December: -

First out on Friday is SCB with Sweden's foreign trade in
services and investment survey for Q3. At the same time,
Germany will publish its trade balance for October, followed
shortly after that by France's industrial production in
October. We also get the October PPI for the Eurozone just
before lunch. In the afternoon, November employment
figures are released from Canada and the US.
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Company reports on Monday, 5 December: Creades (Net
Asset Value).

November's Services Purchasing Managers' Index will be
released on Monday, starting in Japan, followed by China,
India, Russia, Sweden, Spain, Italy, France, Germany, the UK,
and the US. The Riksbank of Sweden presents its minutes
from the meeting on 24 November. We also get Sentix
investor confidence in December and retail sales in October
from the Eurozone. From the US, we get industrial orders in
October.

Company reports on Tuesday, 6 December: Norwegian,

Traffic figures for November. Capital Markets Day: Swedbank.

The news flow starts at 0.30 CET with Japanese household
consumption in October and at 1.01 CET with UK BRIC retail
sales for November. At 8.00 CET comes Germany's industrial
orders for October. We get the October trade and current
account balance from the US, Redbook retail sales weekly
data and oil inventories (API) statistics.
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Valuation Tables, Swedish Equities

Lowest P/E-ratio Highest Yield

Bolag Price P/ENTM Bolag Price Yield, %
Eastnine AB 116,8 2,1x Orron Energy AB 243 729

BE Group AB 70,8 2,3x Tele2 AB 94,2 14,0
SSAB AB 59,2 2,7x SSAB AB 59,2 131
Arise AB 510 30x  Bonava AB 283 112
TethysOil AB 614 31x ntum AB T 1382 09
Rottneros AB 143 3,2x Rottneros AB 143 9,8
FerronordicAB 576 33x Nordic Paper Holding AB 322 98
Bonava AB 28,3 3,8x Clas Ohlson AB 76,0 9,5
Maha Energy AB 101 a1x Resurs Holding AB 245 86
‘Bergs Timber AB 777315 azx Nilsmgruppen AB T g9 85

Source: S&P Capital 1Q/Carlsquare Source: S&P Capital 1Q/Carlsquare

Lowest priced Net Asset Value Lowest priced NAV on a debt-free basis

Bo|ag Price P/B B°|ag Price EV/iB
Oscar Properties Holding AB 15 0,1x

Oscar Properties Holding AB 15 0,1x

Bonava AB 28,3 0,3x Samhallsbyggnadsbolaget i Norden AB 18,7 0,4x
Viking Supply Ships AB 69,0 0,4x BHG Group AB 20,7 0,5x
K2A Knaust & Andersson Fastighete 154 04x K2A Knaust & Andersson Fastigheter AB - 154 05x
FerronordicAB 576 04x VivesoAB 04 05x
‘SamhélisbyggnadsbolagetiNorden 187 04x Karolinska Development AB - 19 05x
Source: S&P Capital 1Q/Carlsquare Source: S&P Capital 1Q/Carlsquare

Lowest priced earnings growth Top priced earnings growth

Bolag Price PEG Bolag Price PEG
Volvo Car AB 50,1 0,1x Cint Group AB 46,5 67,4x

Source: S&P Capital 1Q/Carlsquare

Source: S&P Capital 1Q/Carlsquare
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Disclaimer:

The information in this presentation is based on what the publisher Carlsquare deems to be
reliable sources. However, we cannot guarantee its content. Nothing written in the
presentation should be construed as a recommendation or solicitation to invest in any
financial instrument, option or the like. Opinions and conclusions expressed in the
presentation are intended for the recipient only. The content may not be copied,
reproduced, quoted, or distributed to any other person. Carlsquare shall not be liable for any
losses whatsoever caused by decisions made based on information contained in this
presentation. Historical returns should not be taken as an indication of future returns.
Changes in foreign currency may affect the value, price, or yield of an investment made
abroad or in a foreign currency.

The analysis is not directed at U.S. Persons (as that term is defined in Regulation S under the
United States Securities Act and interpreted in the United States Investment Companies Act
of 1940), nor may it be disseminated to such persons. The analysis is not intended for
natural or legal persons where the distribution of the analysis to such persons would involve
or entail a risk of violation of Swedish or foreign laws or regulations.
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